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Abstract 

 

 

POLYCENTRICITY AND THE THEORY OF ORDER 

 

Ion Sterpan, PhD 

 

George Mason University, 2017 

 

Thesis Director: Dr. Peter J. Boettke 

 

 

This work explains social order as the outcome of governance systems' capacity to use 

dispersed knowledge. The first chapter examines mainstream institutionalism as 

exemplified by D. C. North in his work with Wallis and Weingast on the elite compact 

theory of social order and of the West’s transitions to impersonal rights, and proposes 

instead an Austrian process-oriented perspective. We argue that mainstream 

institutionalism may account for peace but does not fully account for why the West’s 

impersonal rules are also efficient. Their efficiency can be better explained by a market 

for rules, which aggregates knowledge about which performs better. But a market for 

rules requires a stable plurality of power centers, with each center being able to enforce 

the rules it provides, even while facing opposition from the other. The implication of 

stable plural power centers contradicts the idea of that a doorstep condition to successful 

transitions is a consolidation of the organized means for violence at the center.  
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The second chapter examines the political element within political economy. The usual 

reduction of the political to ethics (social preference functions) or economics (trade, as in 

a Tiebout model) is enabled by the presumption of closed choice data or given utility and 

cost functions. We argue that subjective choice data is indeterminate, and that the way in 

which individuals respond to that indeterminacy projects them into systems of leaders 

and followers. Such systems have causal efficacy on individuals' cost and preference 

functions. Situations of indeterminacy is most dramatic in situations of exception to 

constitutional law, which makes politics an answer to the "challenge of the exception". 

Much of our inspiration for this argument traces to the work of Friedrich Wieser, Carl 

Schmitt and Vincent Ostrom.  

 

The third chapter renders Vincent Ostrom's and Michael Polanyi's theory of polycentric 

order consistent with the Austrian idea that what matters for order is a systematic use of 

dispersed knowledge. We use two Austrian research keys to revise Ostrom’s concept of 

polycentricity. The first is that central planning is impossible. If central planning cannot 

exist anyway, then the only question left to investigate, and the only way left to use the 

term polycentricity, is in opposition not to monocentricity but to other kinds of 

decentralized systems. Not all decentralized systems are polycentric. Polycentric systems 

are decentralized systems where decision centers achieve functional interdependence by 

acting according to a certain unique set of rules. The second research key is 

methodological individualism. To reformulate polycentricity theory in strict observance 
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to methodological individualism we discharge it of concepts like collective unit and 

quasi-market, and decompose the phenomenon of governance in micro associations 

between individuals. A governance system is made of at least two polycentric 

subsystems, market and precedent based law, and a decentralized but non-polycentric 

residual: the network of political associations. Each polycentric subsystem has two 

layers, an associational infrastructure or base, and an informational superstructure able to 

aggregate a large amount of information in an accessible way and coordinate individuals. 

The superstructure emerges on the infrastructure, provided associations in the base are 

made according to the rule. We identify each system's specific rule and its specific 

superstructure. The rules are private property and coherence with precedent. The 

superstructures are the price network and the network of judicial summaries. Political 

associations do not have a rule of association and have not given rise to a superstructure. 

This makes the assembly of political associations a poor problem solver relative to 

genuine polycentric systems within the composition of governance. 
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Chapter 1 

Transitions to Open Access Orders and Polycentricity1 

 

Ion Sterpan 

Paul Dragos Aligica 

 

 

Abstract 

The paper explores the interface between institutional theory and Austrian theory. We 

examine mainstream institutionalism as exemplified by D. C. North in his work with 

Wallis and Weingast on the elite compact theory of social order and of transitions to 

impersonal rights and propose instead an Austrian process oriented perspective. We argue 

that mainstream institutionalism does not fully account for the efficiency of impersonal 

rules. Their efficiency can be better explained by a market for rules, which in turn 

requires a stable plurality of governance providers. Since an equilibrium of plural 

providers requires stable power polycentricity, the implication goes against consolidating 

organized means for violence as a doorstep condition to successful transitions. The paper 

                                                           

1  This is an early draft of the paper with the same title published in “New Thinking in 

Austrian Political Economy”, Advances in Austrian Economics, Vol. 19, 2015. 
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demonstrates how to employ Ostrom's Bloomington School Institutionalism to shift, 

convert, and recalibrate mainstream institutionalism's themes with an Austrian process-

oriented theory.  

 

Introduction 

One of the most interesting and promising areas of expansion of contemporary Austrian 

scholarship has been at the interface with institutional theory. An entire line of research 

has been developed in this respect (Boettke 1998; Boettke and Storr 2002; Coyne and 

Boettke 2005; Boettke, Coyne and Leeson 2007). One of the most effective strategies 

pioneered by this growing literature was to take themes of institutional theory and read 

them, reinterpret them or elaborate on them using the lenses of Austrian theory. It is a 

promising strategy even in its minimal objective: reading and interpreting an argument or 

a theme from an Austrian perspective. 

 

This paper is an attempt to illustrate this minimal approach and suggest that mainstream 

institutionalism underplays the role of spontaneous orders at several levels. We take an 

argument and a theme initiated in mainstream institutionalism, and show how they may 

be moved into an Austrian direction. Following the two step approach pioneered and 

developed by Boettke (Aligica and Boettke 2009), we convert an institutionalist theme 

into a Bloomington perspective that is closest to the Austrian worldview. As Boettke and 

Aligica demonstrated, there are substantial affinities between the Bloomington school and 

the Austrian views of social order, methodology and social philosophy. Those affinities 
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offer an excellent background for further elaborations and an excellent instrument to 

systematically connect the Austrian perspective to contemporary debates in the social 

sciences. In other words, one may use the Bloomington institutionalism, or better said, 

the theoretical apparatus of the Ostroms, to translate or move closer to the Austrian 

universe some mainstream institutional theory and public choice arguments. This paper 

will illustrate this strategy. 

 

We first summarize the standard institutional approach. Then we highlight the Austrian 

notion of economic calculation and the Bloomington notion of polycentricity as our 

angles of attack. Third, we present the basic articulations of an alternative theory of 

institutional transition that corrects the deficits in mainstream institutionalism. Fourth, we 

identify future research consistent with our approach. 

 

The mainstream approach to social order 

 

Recent literature on development has given a new impetus to the debate on the 

emergence of social order and impersonal rights. Tilly (1990), Barro (1996, 1999) Landes 

(1999), North (2005), and Rosenberg and Birdzell (1986), Acemoglu and Robinson 

(2006), and North, Wallis and Weingast (2009) take the polity as their main unit of 

analysis of social order and, within that unit, they approach the matter of development 

from the top-down by asking why dominant elites would give up oligarchic power. The 
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focus in this literature, however, is on elite bargaining and hierarchical decision making 

with explicit institutional design implications. 

 

We take North, Wallis and Weingast (2009, hereon NWW) as an instance of the order by 

design approach whereby the equilibrium manifested in polities is essentially the result of 

a compact between intra-polity dominant elites. Initially, the object of cooperation 

between elites is to create and maintain large scale mechanisms of rent extraction. This 

objective is achieved by limiting access to resources for development. The important 

resources monopolized are abstract: these are crucial organizational forms and 

institutions such as third-party enforcement. Of course, elites are well aware that limited 

economic and political entry are responsible for downbeat outcomes in terms of freedom 

and welfare (NWW, 23). However, since only the systematic flow of rents is able to 

provide the glue of the elite compact, limited entry is the necessary price paid for staving 

off violent instability (NWW, 18). Recent examples of private armies that cannot be 

easily dispersed are concentrated, inefficiently large and inefficiently highly paid labor 

forces in state enterprises: Pemex oil company in Mexico or the coal miners in Jiul Valley 

in 1990s Romania. 

 

In NWW's “conceptual framework for understanding recorded history” (NWW, xii), the 

polity is the product of an initial agreement between specialists in organizing violence, 

essentially patronizing elites who bring together the clusters of client organizations they 

respectively head. Once formed, the coalition between dominant elites unleashes 
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cooperation between initially isolated clusters. While the compact between X and Y is not 

enforced by a third party, all other contracts between lower ranked organizations - utilize 

and only utilize the dominant coalition as a third-party enforcer. The institution of 

impersonal rights, i.e. impersonality rule of treating everyone the same within a polity 

irrespective of that person's patron-client origins, gradually emerges as an outcome of the 

original compact between dominant elites. This view of order subordinates the theory of 

institutions (understood as rules) to a theory of organizations (seen as teams of 

individuals that share a plan). The state is explicitly defined as the dominant coalition, or 

the “organization that organizes other organizations” (NWW; Wallis and North 2010; 

Wallis 2011).  Wallis (2011) gives a graphic signpost of their conceptual framework of 

reading history. In Fig.1, initial vertical ellipses represent different patron client 

organizations. As seen in the graph, the big case “X” and “Y” are violence specialists 

(elites) who head their respective clusters of client organizations, while small case xs and 

ys are such organizations. The horizontal ellipse represents the state, the dominant elite 

coalition. The whole picture comprising all three ellipses represents the polity. While the 

compact between X and Y is not enforced by a third party, all other contracts between 

individuals and organizations   between lower case xs and ys  utilize and only utilize the 

dominant coalition as a third-party enforcer.  

 

This framework, according to which the polity is a designed cluster of clusters, enables 

NWW to identify three doorstep conditions for transition to open access orders, present in 

all their analytic narratives: (1) the rule of law among elites, (2) the formation of long 
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lived corporate actors (both inside the state and in the wider society) whose existence is 

independent of the lives of their individual human members, and (3) the consolidated 

control of the military under a political system. The last condition essentially speaks to a 

monopoly on organized violence (NWW 14; 43; 270). Schofield (2010) mathematically 

formalizes aspects of NWW’s framework for a transition from a closed society to an open 

access order and brings more historical evidence. Wallis (2011) synthesizes the 

articulations and the three doorstep conditions common to the analytic narratives they 

study and calls the synthesis a “theory” of transitions to open access order. Franke 

Gollwitzer and Quintyn (2014) test and corroborate the theory.  

 

  

 

Figure 1: Compact between Elites. Source: Wallis (2011, 46).  
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Weaknesses in the mainstream model of transitions to open access orders 

The issues brought together by this increasingly influential institutionalist perspective 

may however be seen from a different angle. Note three assumptions in the mainstream 

view: first, the relevant explanatory mechanisms for social order in a polity are 

themselves intra-polity, while the larger ecology, the games in the international arena can 

be safely ignored. Second, when explaining impersonal rights, crucial constitutive 

political processes precede crucial economic processes. Third, the relevant order is 

designed, not spontaneous.  

 

But economics and economic history has also been informed with the opposite 

assumptions. J. Baechler or Raymond Aron are examples from sociology. In regard to the 

first assumption, rather than looking for constitutive intra-polity arrangements like NWW 

do, Baechler (1976, 74) identifies international relations such as war, borrowing, trade to 

“constitute the foundation of the historical evolution of human societies, and in particular, 

the rise of capitalism”. Within a unified and stable political whole, the political 

establishment would have “time to establish rules that guarantee stability rather than 

promote transitions”. When an international system includes numerous political units 

(what Raymond Aron calls a “multipolar and homogenous” system), “there is no chance 

for any one of the units to attain sufficient power to create an empire by absorbing the 

other units. In fact, the relation of forces is such that the coalition of threatened units is 

always strong enough to beat the ambitious one. Thus the system tends toward 
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equilibrium as a result of the formation and dissolution of alliances and this equilibrium 

means the perpetuation of the division into sovereign units” (Baechler 1976, 75).  

 

In regard to the second, while NWW take the stance that consensus among enlightened 

elites is the foundational element in achieving transitions, Baechler focuses on constraints 

on power, regardless of its source and composition. Absent cultural, moral and political 

restraints, economic activity spontaneously tends towards attaining its natural “growth 

rate”. Baechler uses a simple dynamic model towards efficiency that merely includes the 

workings of economic elements such as producers maximizing profits, intellectual 

activity being oriented towards practical application, laborers reducing leisure, demand 

being elastic (Baechler 1976, 57). If so, then the question "Why is Western civilization  

efficient?" becomes "why has Western civilization removed the obstacles to the pursuit of 

efficiency?" The question about the absence of restraints is substituting the question 

about exogenous positive constitutors such as political compacts between elites. If 

autonomous economic activities develop according to their own law to reach their their 

natural limits (Baechler, 52) then the miracle of the 11th century, the rise of an efficient 

network of economic exchanges within cities and across cities must be explained in terms 

of absences of political encroachment. Indeed, one absence is that of a social category in 

charge of trade (which would otherwise place organizational guild restraints on free 

enterprise). Another absence was that of a bureaucratic state power and military 

garrisons, another peculiar situation brought about by the dislocation of the Roman 

Empire which left cities emptied of political regulatory power. The western city, 
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composed of citizens-soldiers who identified with no political body beyond the city, 

became able to arm itself (Baechler 1976, 67).  

 

As we shall see, H. Berman (1983) also focuses on the aspect of constraints as that aspect 

arises out of relationships of political rivalry under a special condition which Both 

Baechler and Berman identify the Christian spiritual unity. The points to note in regard to 

the third assumption are that this condition, essentially providing a cooperative protocol 

of interaction between strangers, was cultural, not political; that an efficient extended 

economic network rose precisely because a unifying political compact was missing; and, 

that the expansion of capitalism owes its origins to anarchy in the international scene as 

well as to internal political anarchy inherited from the feudal order (Baechler 1976, 76).  

Recent developments in Austrian political economy challenge the idea of polity as a 

collective, as an organization or a corporate agent, and propose that, just as the market is 

a network of commercial transactions, the polity itself is a network of transactions 

(Wagner 2014). All this is very different from NWW's elite compact perspective where 

organizations or teams such as the dominant coalition engender institutions. 

 

In line with Baechler, Aron and Berman, a Hayekian (Hayek 1973; 1992) makes sense of 

compacts between elites only as islands of designed order embedded in larger 

spontaneous orders, while a Bloomington institutionalist (V. Ostrom 1994; 1999) 

underlines that the larger spontaneous order is a power-polycentric order whereby a 
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plurality of competing independent elements mutually adjust, generating an overarching 

framework of rules (Aligica and Tarko 2012).  

 

One first problem with mainstream institutionalism from an Austrian perspective is its 

vulnerability to the economic calculation argument. What makes open access orders and 

their impersonality interesting is not simply their inclusiveness but the efficiency they 

feature. Treating everybody the same is one thing, finding the right treatment. How can a 

monopolistic provider of legal services (NWW's dominant organization that organizes 

other organizations) provide and allocate the “right rights”? Boeetke and Leeson (2003) 

already asked this question and explored the crucial role that market forces actually play 

in the process of transition. The economic calculation argument states that if efficiency 

requires calculation and calculation requires exchanges, then efficient legal rules may 

require a market for legal rules, rather than central planning of legal rules. The process 

whereby the right services emerge is one where each independent buyer chooses what is 

best for her out of an array of options with prices attached. Each buyer utilizes the market 

itself for that service as a calculation device that outputs prices (Mises 1991; Hayek 1945; 

Solcan 2003, 214-227). Since the argument applies to all services, and rights or rules are 

higher order services, the argument forces us to admit of the idea of a “market for rules”. 

The right kind of consumer goods are not merely the result of a market treatment of 

consumer goods but the result of a market treatment of consumer goods, capital goods, 

and institutional goods (Boettke 1998).  
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But if we move the argument that Mises made in favor of a market for capital goods (a 

market for Menger's second order services) one level higher and apply it to rules (third 

order services), then markets for rules require a plurality of owners of rules. The fact that 

exchanges require multiple independent demanders and suppliers of rules is our link to 

the second component: power polycentricity. The only agents de facto capable of 

supplying alternative rules on an open market are agents powerful enough to defend their 

transaction. Thus, the Austrian argument in favor of markets for rules needs 

polycentricity, the conception advanced by the Ostroms, as a required complement. Thus, 

if we take seriously NWW's open access order's efficiency, we arrive, through the 

Austrian economic calculation argument, at Ostromian polycentrity, which clearly 

contradicts NWW's monocentric institutionalism.  

 

The same natural relationship between the Bloomington School and Austrianism can be 

demonstrated starting from polycentricity. NWW call “orders” both the polities and the 

types of order that those polities may exemplify. Surely such ambiguity is affordable only 

because they understand polities as sui generis and separate units of order whose internal 

dynamics creates an internal stability independent of the larger context in which the 

contracting dominant elites are moving. NWW's theory of transition as a dynamics 

internal to a polity ignores the larger international arena and the games that take place 

between elite players whose moves are often cross-polity. The Bloomington School of 

institutionalism, cannot afford using one word for order as well as for polity. Properly 

speaking, an order is not the nested collective itself. Rather, an order that a collective 
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entity manifests, resides in its nestedness. For Bloomington School Institutionalism, 

rather than sui generis “orders”, polities are cut out zones within a larger map of order 

where stabilizing processes run across geographically circumscribed collective. The 

problem for NWW is that if we clarify the ambiguity then we are brought closer to the 

spontaneous order processes described by Austrians and anarcho-capitalists. Thus, no 

matter which one of the two is the starting point, Ostromian polycentricity and Austrian 

process theory naturally complement each other to form a critique of mainstream 

institutionalism.  

 

Let us articulate the critique in more detail by showing that acceptance of NWW's theory 

of transitions leads to an unacceptable result. Suppose we take the compact view to its 

last consequences and imagine a political cartel operating at the global level. The third 

doorstep condition of successful transition advanced by NWW entails globally 

consolidated control over one military, essentially a monopoly on the provision of justice.  

 

Standard neoclassical theory of the state partly explains what happens when people are 

unable to contract out of a legal scheme. The state, the organization with a comparative 

advantage in violence a given territory, while in the position to specify agents' property 

rights, will naturally block exit options. Absent substitutes to the dominant coalition, a 

large set of constraints on the state's operation are removed. By removing competition, 

monocentricity, breads property right regimes that tend to allow for large scale rent 

seeking (North 1981, 21-23).  
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But the neoclassical theory merely captures the incentive problem while glossing over the 

knowledge problem. North's theory allows for the possibility that an enlightened state 

would provide and enforce an equal maximum of individual rights, without specifying 

the process by which the substance of that standard is discovered. That maximum level 

level needs to be discovered at every point with every shift of circumstances. Part of the 

economic activity needs to be dedicated to a competitive trial and error process in a 

judicial sector aimed at discovering a maximum level.  

 

If we recognize that the idea of a global monopolistic provision of justice is vulnerable to 

Austrian objections against central planning (Mises 1991; Hayek 1945; 1968; 1973; 

1992; Boettke and Leeson (2003); Stringham and Zywicki 2011b) the emergence of an 

efficient scheme of rules depends on the existence of a market for rules or at least a quasi-

market process through which rules are adopted. Since that process is genuinely 

competitive then we must recognnize the Ostromian plurality of rule providers as a key 

condition of successful transition to open access orders and discard the requirement of a 

military consolidated under one political center.  

 

We are now in the position to better understand positive anarchy studies (Nozick 1974; 

Friedman 1989; 1994; 1996; Solcan 2003; Boettke 2005; Leeson 2006; 2009; 2014; 

Stringham and Zywicki 2011b). These authors come from philosophical, neoclassical, 

economic analysis of law, or Austrian perspective but converge on related themes. They 
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explore the extent to which justice services, i.e. rules themselves, can be the objects of 

transactions. The mechanics of markets for legal services, is clearly described by David 

Friedman who is explicitly using Coasian analysis of  property rights, economic analysis  

of  law  and  neoclassical economics, but the idea of a market for rules is a also natural 

implication of the Austrian economic calculation argument. We cannot talk about 

efficiency unless we employ markets.  

 

Pairs of individuals buy protection from private protection agencies while pairs of 

protection agencies buy legal codes and legal interpretation from private courts. Imagine, 

for instance, two agencies representing their respective litigant clients in a given case. 

One agency is for the death penalty, the other is against it. A transaction between the two 

agencies occurs starting from an initial distributional point. At zero transaction costs, 

regardless of whether the initial distributional point specified death or no death, the actual 

result will be efficient. If the initial distributional point is so that inter-agency conflict 

was solved in a pro-death manner, but now the anti-death agency is able to pay enough to 

compensate the pro-death agency, then the efficient result (no-death) occurs. If the 

distributional point was already anti-death, then the result stays anti-death. The efficient 

result occurs regardless of the initial distribution, provided that point is mutually 

recognized as a starting point for a transaction specified in some way so that the deal can 

start off. No matter how economically arbitrary the initial distributional point is or is 

perceived to be, given low transaction costs, market allocations are expected to move 

towards efficient and impersonal schemes of rights (Friedman 1994; 1996).  
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If that is the case, then the key question emerging is how distributed should power be in 

order to maintain a functioning market for legal services. This reveals the full relevance 

of the notion of polycentrism because one may make the case for that relevance from 

multiple angles. To see why power needs to be polycentric at the initial distributional 

level, let us imagine disagreement with respect to the initial distribution, or a brazen 

disregard thereof, that introduces violence as an alternative (Friedman 1996). We shall 

supplement Friedman's argument and generalize on illustrations of of ordered anarchy 

with an argument from natural selection inspired by Axelrod (1996, Ch. 6). The argument 

demonstrates that a plurality of independent justice providers operating on the allocative 

level (agencies selling justice to individuals) requires at least two stable centers of power 

to underlie the market for rules. 

 

What each of the agencies do is calculate their options (fight or pay tribute) in conformity 

with their relative bargaining power. If when calculating the relative costs of conflict, one 

agency repeatedly realizes that it is much weaker than the other, it repeatedly pays 

tribute. In this scenario, since repeated games force weak agencies to spend out their 

capital, they soon disappear. The argument from natural selection to the elimination of 

independent actors with relatively weak bargaining power shows that if in the span of a 

considerable interval, we observe a stably large number of providers with different kinds 

of services on a market for justice, then we can infer a balanced distribution of power 

between the political actors who support the providers. If an efficient scheme of rules 
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takes a functional market for rules and a functional market for rules requires an 

underlying polycentricity of power, then efficient impersonal rights require power-

polycentricity. Surely one center of power can simultaneously back up with force 

multiple protection agencies, but we still need two genuinely independent centers of 

power to back up genuinely competing agencies. We can adopt NWW's terminology and 

say that protection agencies operating on the allocative level, are “client organizations”, 

while their “patron organizations” provide them with enough bargaining power to survive 

threats with violence from other protection agencies. What we cannot do is accept 

monocentricity. 

 

This argument that sews together the Austrian idea of a market for rules with Ostromian 

power-polycentricity has a critical implication for the elite compact view. If efficient 

legal services must be generated by markets for legal services, then the legal regimes in 

the Western world – the successful polities which NWW call “open access orders” -- owe 

their efficiency to polycentricy, a fundamental phenomenon independent of polity 

forming elite compacts. NWW’s third condition to successful transitions, the intra-polity 

consolidation of military power must be a red herring, the real work towards social order 

being done by cross-polity games. A different process is at work that is closer to 

traditional Austrian narrative. Not only that the map of order must be larger than political 

maps, but the kind of rights emerging within any polity owe their shape to phenomena 

outside the scope of intra-polity elite compacts. Analytically and methodologically 

speaking we are now in the position to see more clearly both the areas of overlap and the 
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different emphases put by the two approaches. The polycentric analysis of order looks at 

organizations within polities and understands them in their cross-polity environment.  

 

The cross-polity intuition pushes for a holistic or an ecological approach to the problem 

of transitions to impersonal rights, an approach attentive to all functional relationships of 

an organization with its environment. Instead of looking at how islands of order grow to 

the level of polity, order is seen holistically at any given moment. In both cases the 

problem of competition, bargaining and discovery associated usually with market 

processes has a more preeminent role than that given to them by the mainstream 

institutionalism authors.  

 

If this is so, then the market anarchy research question is not merely a question of how far 

ordered anarchy can “scale up” to support modern society (Powell and Stringham 2009, 

522). An equally important question that the market anarchy research program answers to 

is how far down large scale polycentricity manifest, how far down is the influence of 

large nests of rules felt on the process of right formation in any given zone on the map of 

order. 

 

A polycentric model of transitions to open access orders 

 

In this section we make a constructive effort toward a theory of transitions that is not 

vulnerable to the deficiencies of the mainstream approach. We first give a historical 
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illustration of power-polycentricity underlying a market for rules, and then we offer an 

alternative model of transitions. 

 

Let us explore how cross-polity mechanisms support a market for legal services by 

looking at Harold Berman’s (1983) account of the origins of Western legal order. NWW 

(65) explicitly present the investiture struggle between Church and State as a temporary 

disturbance within the dominant elite coalition between the two corporate actors Pope 

and Prince, but Berman's account is different. Berman claims that the papal revolution 

created a long-lived corporation that constantly competed militarily with the secular 

political authority, albeit indirectly through other secular princes' armies. Note that 

military competition is a fundamental competition, outside of the scope of elite compact, 

prior to and underlying it. The Church did not need an army to compete in violence. It 

was the pope’s de facto privilege of granting legitimacy to one prince over another that 

secured the Church's fundamental independence. These competitors were often stationed 

outside the polity for whose rulership they competed. Consistent with NWW's 

vocabulary, violence need not be manifest. Competition consisting in mutual threats of 

violence is violent competition between elites. The economic legal order in the 11th 

century, consisted of multiple legal systems each of which comprised two layers, one on 

the surface featuring market competition between legal providers, and one beneath it, 

consisting of a fundamentally violent competition. We know that economic competition 

between the Church and the State's respective client organizations which provided legal 

services (i.e. ecclesiastic courts and royal courts respectively) lead to an increase in 
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individual choice and an improvement of legal services overall (Stringham and Zywicki 

2011a). This is an illustration of the argument for rule efficiency from a market for rules. 

Efficient rules seem then to have emerged on a market with plural providers, a market 

over-layered not on a fundamental political compact like NWW believe, but on military 

fragmentation and dispersed control over violence.  

 

One may have a more nuanced account of why Anglo-Saxon common law featured 

individual freedom of legal choice. At least after the Concordat of Worms in 1122 

ecclesiastical courts (organizations or legal enterprises patronized by the Church) and 

royal courts (organizations or legal enterprises patronized by the king) were each 

officially limited to a domain. The agreement between elites not to legally compete, 

established that jurisdiction of the ecclesiastical courts should be limited to matters 

“concerning the soul”. But in practice, at least in the area of contract law, competition 

between ecclesiastical and the king’s courts was acute (Berman 1983; Stringham and 

Zywicki 2011a). Pairs of customers seeking legal insurance or adjudication of potential 

disputes from ecclesiastical courts could effectively choose to do so, if they both swore 

an oath to God. A breach of contract was then interpreted as a matter concerning the soul. 

The continuous availability of legal fictions to regular individuals determined that to the 

extent to which the choice of legal services belonged to pairs of customers, justice was de 

facto privatized and a market for legal rules was in fact functional. This is testimony of 

the bargaining power enjoyed by the Church as a political patron of ecclesiastical legal 

enterprises. While two parties can agree today that their contract is a matter of the soul, 
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their agreement will not be legally interpreted as an opting out from the state's 

jurisdiction. But then, the the legal order emerged on, and overarching the plurality of 

legal systems made that interpretation the usual interpretation. The publicly shared 

meaning of “soul” tracked the demarcation between competing jurisdictions, while the 

jurisdictional demarcation tracked the demarcation of power. It was that power 

equilibrium that made the situation a polycentric “order”.  

 

The argument so far is thus encouraging us to advance a polycentric model of 

spontaneous emergence of order, institutions and organizations, which requires no 

“background” collective action and no compact between elites. We take the analytical 

narrative and convert it further into an Austrian direction in a way that seems consistent 

both with the apparatus of institutional theory and with the empirical evidence. Starting 

from initially unconnected elements, we can distinguish a sequence of three spontaneous 

phenomena that produce social order: coalition building, emergence of higher order 

actors, and criss-cross biddings by higher order actors for the support of lower order 

actors. The phenomena can be represented graphically as network formations, the first 

network horizontal, the second vertical, the third oblique. In Fig. 2 we did not draw the 

connections explicitly, but the three spatial relationships between elements are interpreted 

as connections. Small case x stand for individuals and lower order corporate agents (the 

equivalent of Wallis's client organizations), while ellipses stand for polities, the highest 

order corporate agents. Big case X and Y stand for the dominant coalition of specialists in 

organizing violence. Higher order actors vertically integrate lower order actors within 
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each ellipse. Process-wise, horizontal relationships or connections among x, and among y 

respectively, stand for coalitions (t1), vertical relationships between X and x stand for 

vertical integration (t2), and oblique relationships between big case X and small case y 

and respectively big case Y and small case x, represent biddings for supporters initially 

integrated in the rival corporate actor (t3).  

 

 

Figure 2. Criss-Cross Biddings for Lower Order Actors.  

 

These phenomena are ubiquitous. Forming coalitions though horizontal inclusion often 

offers advantages over solitary animals. Examples range from cooperative hunting dogs 

to human families, clans and political coalitions. Berman (1983, 90) speaks about the 

efforts of medieval Christians -- in an „age of violence and anarchy” specific to the 10th 

and 11th centuries - to restrict fighting through collective oath-taking in the name of 

peace. These efforts played a significant role in the founding of cities in the late 11th 

century and thereafter, in the formation of guilds within cities, and in the promulgation of 

legislation by dukes, kings, and emperors. As coalitions (political organizations, 

confederations, federations) enlarge, there is more inclusion of individuals which 
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generates in-group peace, due to one individual’s membership being valuable to the other 

members. Graphically we can represent coalition building as growing horizontal 

networks.  

 

Horizontal inclusion in networks lead to the emergence of a higher order phenomenon. 

With repeated, rich interaction within a horizontal network, coalitions slowly gain the 

attributes of agents. Biology, economics, the history of technology, illuminate why 

successful structures piggyback on other structures: under continuous competition for 

resources, piggybacking is cheaper than building a new structure. A continuous drive 

towards complexity induces an increase in the number of levels of organization in 

hierarchically structured entities (Vermeij 2004, 252). If we adopt the Darwinian 

perspective to social sciences (Mayr 2002; Solcan 2010) we see numerous examples of 

piggybacking in the human social realm: economic firms that piggyback on functions 

performed by people, voluntarily chosen representatives or stationary bandits.  

 

NWW describe the emergence of organizations that outlive their members by considering 

an agreement with a life insurance company. This is a good example of vertical 

integration. The agreement involves a contract in which all the parties to the contract may 

be dead when the specified actions are to take place. The parties to one’s contract may be 

one’s yet un-conceived child, and the CEO of the insurance company, even though the 

person inhabiting the role now, will by then be dead. Not unlike DNA molecules who 

“dress” in higher order organisms like us as if in survival machines (Dawkins 1989), 
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people “dress” in corporate actors. With vertical integration within these “giant multilayer 

structures” (we can imagine a modified figure 2 where each polity has more than two 

layers), the higher order agent is increasingly taking over lower-order actors decision 

rights, although violence between integrated individuals is reduced.  

 

Violent antagonism is now pushed at the highest level of the giant vertical structures. War 

between nation-states is the prominent example. However, the absence of agreement 

between elites belonging to different polities need not lead to violent competition. 

Scarcity of resources is pressing competing higher order actors to bid for the support of 

third parties. But when lower order structures (individuals, or other vertically integrated 

corporate actors) are the only third parties available whose support to bid for, these lower 

order actors gain a bargaining position and thus gain rights. This is the key to our account 

of impersonal rights formation. Due to balanced competition at the highest level, the 

lower order actors within the rival “giant”, become more valuable as allies against the 

rival elite than as targets for violence. In figure 2, oblique relationships or connections 

represent bids originated by higher order actors and addressed to lower order actors 

residing within a rival higher order actor. When bids repeat or replicate, they give rise to 

expectations and thus become a basis for institutions, rules of treatment across giant 

structures, and in the end, impersonal schemes of rights. 

 

Oblique connections provide the infrastructure for moving resources and thus for shifting 

allegiance. The bids originated by neighboring higher order actors render lower order 
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actors a modular character, i.e. the ability to detach and attach to a rival corporate actor. 

The increase in lower order actors’ bargaining power also induces better vertical 

treatment, which in turn explains the emergence of individual rights or an overarching 

framework of impersonal efficient rules. Modularity confers bargaining power and 

bargaining power affords rights.  

 

Berman’s story of "the first great age of propaganda in western history” serves as an 

example of oblique bidding process with implications for social order (Berman 1983, 87; 

94). During Pope Leo's reign, a group of his protégés - lead by Hildebrand, the future 

Pope Gregory VII, formed a party which promoted the idea of papal supremacy over the 

church. Among its techniques was the widespread publicity for the papal program. 

Eventually a large polemical literature which included many hundreds of pamphlets, was 

circulated by partisans of the two sides, Church and state. 

 

Biddings have significant consequences regarding freedom and non-violence. 

Competition between higher order entities increases lower order actors' freedom: the 

criss-cross bids (the oblique connections) continuously improve individuals’ situation by 

increasing their set of real alternatives. The bids, offers, or promises originated by rival 

giants expand lower order actors’ array of options. Such options can take the form of 

positions in, or access to the rival intra-networks. Of course, the concepts „bid” and 

„promise” describe larger natural selection process, not merely explicit bargains. Higher 

order agents who do not happen to afford opportunities to lower order third parties, do 
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not last. Some of the bidding proposals may be honored by lower order agents without 

losing all of their old positions. All deals that don’t clash and can be honored together 

lead to multiple roles and overlapping membership. Violent conflict is reduced because 

multiple membership partially overlaps giant structures, and self-destructive behavior on 

the part of higher order agents is not a stable option. Competition continues, but manifest 

violence becomes increasingly less likely.  

 

Oblique connections form a rich network of alternatives capable to provide infrastructure 

for further connections. The newly created networks in oblique planes allow for the 

existence of organizations across giant structures. These organizations further provide 

infrastructure and capital for ever new connections and organizations. Organizations 

piggyback on other organizations, while transactions facilitate other transactions. The 

increasing set of biddings continuously improve individuals’ situation compounding the 

cooperative effect. The quantity of cooperation rises with the quantity of social capital 

(Fukuyama 1995). 

 

On the one hand, a “capitalist peace” is unintentionally set in place (Coyne and Pellillo 

2011). On the other, rights become impersonal. With every added membership (and 

increased organizational overlapping), any original patron-client affiliation and allegiance 

becomes less rigid, and counts increasingly less as legitimization factor or source of 

individual rights. Each bid, honored bid and added membership is another step toward 

impersonality of rights.  
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If we wish we can go further into the fine grains of the process impersonal right 

formation. What NWW and Greif (2006) call „impersonality” - “treating everyone the 

same” - Wallis and North (2010) propose to only call „anonymity”. According to Wallis 

and North (2010, 8) the transition from an order based on personal dealings to one of 

truly impersonal exchange is made through anonymity, anonymity being defined as the 

ability of individuals who do not know one another personally to trade on the basis of a 

clear identification of the organizations each of them belong to. The difference from 

anonymity to impersonality is one of degree. As the number of actors for whom one is 

valuable is increasing, one is increasingly moving towards impersonality. When the set of 

organizations one individual belongs to becomes large enough there is no need of costly 

specific tracking of one's group origins (Greif 2006). When facing a new transaction with 

a new actor, one is offered impersonal treatment simply because a person’s demeanor and 

ability to use language are indicators of the person’s membership in many unspecified but 

relevant organizations.  

 

We just tracked a process leading to an emergent social order via mechanisms that are 

closer to the polycentric competition model than the mainstream institutionalist narrative 

suggests. The advantage of a model of transitions which highlights polycentricity is that it 

sufficiently accounts for the notion of efficiency implied in the notion of open access 

orders, something NWW gloss over. Our model is also relatively parcimonious and 

commands a high range of applicability. Rather than appealing to elites' foresight, we 
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employed a simple natural selection model operating at the level of individuals motivated 

to self-preserve. But perhaps the model works well when applied to the relationship 

between Pope Gregory VII's Church and Henry IV's Empire because there is a cultural 

factor at work in the background. When we apply the model to interpret relationships 

between any two polities we cannot afford that parsimony because we agree with 

Baechler and Berman on the importance of Christianism as a catalyst of order for the rise 

of the West. Rival giant structures may annihilate each other if individual strangers do not 

share a cultural protocol of interaction capable to de-fuse the final display of power in the 

dynamics of vertical integration (Mises 1996, 832). Perhaps sufficiently rich models for 

transitions should feature a widely distributed capacity for violence coupled with 

widespread cultural aversion to use it. Such models provide a place for thick analyses 

characteristic of the Bloomington School. 

 

Directions for future research  

 

We revisited one of the increasingly influential mainstream institutionalism accounts of 

the emergence of modern social order, and recalibrated that theme to Austrian theory via 

Ostromian polycentricity. Our polycentric and market anarchy-inspired approach to 

transitions to open access orders relies on neither elite compacts nor on consolidated 

control over the military by the intra-polity dominant coalition. To summarize our 

research results, we first extended the economic calculation argument to suggest that 

efficient rules require markets for rules with plural providers. Thus, collectively forming 
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a super-organization that favors rigid patron-client vertical relationships may not have the 

consequences anticipated by NWW. We then formulated an argument from natural 

selection to further reveal the connection between the market for rules and a power-

polycentric fundamental layer capable to sustain a plurality of legal providers. We then 

constructed a three stage model to account for efficient schemes of impersonal rights as 

emerged on elite competition and military fragmentation rather than on foundational elite 

compacts. The general finding was that processes associated to competition and 

bargaining between imperfectly informed actors operating in an environment defined by 

structural uncertainty are ultimately generating patterns of order.  

 

Our methodology illuminates at each step the inherent relationship between the market 

process and its institutional structure, and thus the link between the Austrian perspective 

and Bloomington institutionalism. We made a positive effort to construct a theory of 

transitions by joining these two components. Scholars will be able to use and develop this 

effort only if they abandon the three assumptions of the mainstream model. We offered 

support in favor of the opposite assumptions. Relevant explanatory mechanisms for social 

order transcend the borders of the polity. Rather than being fundamentally enabling, 

political compacts are largely discouraging autonomous market processes and quasi-

market processes able to generate extended open access orders. These processes cannot 

be designed, they are spontaneous. Along with NWW's third doorstep condition - 

consolidation of capacity for violence - we also challenged the deeply rooted Weberian 

definition of the state. Although unable to exercise violence directly, lower order actors in 
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our model are able to shift capital, attach to rival economic or political structures and thus 

alter the balance of power on their own accord. Initially, higher order rival actors’ bids are 

the ones that build the oblique infrastructure which renders mobility and modularity to 

neighboring lower order actors; but once the infrastructure is built, the decision whether 

to pursue that option belongs to lower order actors. If that is the case, to some extent 

everybody “organizes other organizations”. Our model points to a map of order with 

plural providers of rules, in effect, a map of irreducibly competitive governance. 

Legitimacy flows from conceptions overarching games played by plural agents, games 

that take place in a wider arena than the territorial unit happening to be a ruler's area of 

operation at a point. As the limits of the NWW’s monocentric conception on the state as 

“organization that organizes other organizations” are becoming clearer, Austrian research 

keys, evolutionary social philosophy, and Bloomington institutionalism can open avenues 

for research in economics, sociology and political philosophy. 

 

The importance of market process and polycentricity in analytical narratives about the 

rise and stability of impersonal rights cannot be stressed enough. The reason why 

relatively few scholars among which David Friedman, Peter Leeson, Bruce Benson, 

Bruno Frey or Edward Stringham found historical examples of ordered anarchy is simply 

because relatively few scholars possess the analytical framework for reading history 

needed to discover such examples.  
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Historical investigation especially needs to abandon the mainstream assumption that the 

relevant explanatory mechanisms for social order in a given polity are themselves intra-

polity. If we look at medieval Spain for instance, where the territorial ruler allowed 

Christian, Jewish and Muslim communities to use different legal courts systems from 11th 

to 15th century (Smith, 2011) we discover that in city or region, only the territorial ruler 

had the ability to tax according to geographical residence. To describe the situation as a 

set of monopolies on violence is to ignore the degree of contestability in any given 

territory of operation at a given time. That degree was continuously decided in a game 

played by Muslim, Christian, and Jewish organizations each of which transcended any 

given geopolitical unit. Again, if scholars of social order take institutional nestedness 

seriously, then the analytic anarchy research program does not merely answer the 

question how far ordered anarchy can “scale up” to support modern society but also how 

far it can scale down from outer nests to support modern society. Studies of self-

governance show us the relevance of phenomena that are, as the Ostroms believed, 

beyond and cross over money markets and states. 

 

Our analytical strategy built on three related but different research programs: the 

mainstream institutionalism of D. C. North, the Bloomington School institutionalism 

associated with the Ostroms, and Austrian theory, but gradually recalibrated the issue of 

social order towards an Austrian process oriented perspective via polycentricity theory 

based institutionalism. This type of approach that takes problems, themes and discussions 

from outside the traditional boundaries of the Austrian domain and methodically converts 
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them, seems to be one of the most effective ways to both engage the Austrian tradition 

with contemporary debates and to demonstrate the ongoing relevance of the Austrian 

tradition for those debates.  
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Chapter 2 

The Autonomy of The Political within Political Economy2 

 

Ion Sterpan 

Richard E. Wagner 

 

 

Abstract 

Political economy is a term in wide use, and has been for centuries. Yet standard 

economic theory reduces politics to ethics or economics. This reduction is enabled by the 

presumption of closed choice data or given utility and cost functions. In this conceptual 

framework, the political vanishes into an activity of preference satisfaction according to a 

welfare function (ethics) or into trade (economics). To bring the political back to life 

within a theory of political economy requires that closed schemes of thought be replaced 

by open schemes. The ways in which individuals react to the indeterminacy of their 

                                                           

2 This is an early draft of the paper with the same title forthcoming in “The Austrian 

and Bloomington Schools of Political Economy”, Advances in Austrian Economics, 

Vol. 22, 2017. 
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subjective choice data, in innocuous small scale settings as well as in situations of 

dramatic exception to constitutional rules, separates them into leaders and followers. 

Followership creates an opportunity for political enterprise at the social level (enterprise 

in rules) and at the subjective level (enterprise in visions of options, and hence 

preferences). At both levels the political comes to the fore of political economy as an 

answer to the “challenge of the exception”. Much of our inspiration for this argument 

traces to the work of Friedrich Wieser, Carl Schmitt and Vincent Ostrom. 

 

Introduction 

Political economy is a term in wide use, and has been for centuries. Yet standard 

economic models reduce politics to economics or ethics. Consider the logic of Charles 

Tiebout’s (1956) response to Paul Samuelson’s (1954;1955) claim that public goods 

cannot be supplied through economic transactions. In Samuelson’s framework, a social 

welfare function is presumed to capture value in the absence of revealed preferences. 

This view of governance as a technical activity of preference satisfaction brings 

economics to share explanatory space with ethics. The political vanishes. Tiebout replies 

with a model of public good provision within a competitive equilibrium system of local 

governments. This pattern of competitive governance reveals individual preferences for 

public goods when individuals enter and exit contracts. While controversy surrounds its 

efficiency properties, as the essays collected in Zodrow (1983) illustrate, the Tiebout's 

model explains the activities of plural governments in terms of standard economic 
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transactions with the political again vanishing in the background. In the debate space 

between these two reference points, we can only formulate a theory of governance 

without the political.  

Five years later, Vincent Ostrom together with Tiebout and Warren (1961) gave a more 

realistic reply to Samuelson, which implicitly makes room for politics. On the one hand, 

the authors appealed to the ideas of political representation and communal self-

determination, as their recognition that for a variety of goods the marginal unit 

practicable to provide is too large for a single individual to purchase. But the authors also 

recognize that each of these jointly consumed goods have various optimal scales of 

provision, which need to be discovered by a market process. The solution they propose to 

this pair of problems is a pattern of competitive governance activity around the principles 

of overlapping jurisdictions and fragmentation of authority. For example, to control 

pollution in Pasadena, the local community in Pasadena competes for jurisdiction or 

control over relevant events outside Pasadena. Mediating mechanisms of conflict 

resolution are not sought to a more inclusive political community, but to more ad hoc 

mutually agreed parties within a network of associations and leagues of collective units 

(OTW 1961, 835; 838). 

With this open-ended nature framework of contestability, OTW face a fact as present in 

polycentric political economies as it is in centralized political economies: there will 

always be changes in circumstances, legally relevant but not covered by existing rules. 

Their framework makes room for more than routine legal settlements. It makes room for 
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legal entrepreneurship and possibly extralegal entrepreneurship, in other words, for the 

political. While Tiebout's model presumed institutional equilibrium and Samuelson's 

presumed both that and supply and demand equilibrium, the OTW paper relax both 

assumptions and bring governance theory from the province of competitive equilibrium 

economics in the province of political economy.  

In this paper we attempt to theorize the political. We identify the political in the form of 

leadership – followership associations and find its micro foundations at the subjective 

level of choice in the incompleteness of cost and preference functions. 

How does the individual chooser cope with an open future? Suppose for example we ask 

how one copes with an incompletely specified framework for contestation in the political 

economy. After Buchanan's and Tullock's Calculus of Consent, the economic theoretic 

way to represent the answer to this question is the intersection of the individual's 

subjective decision costs function and her external cost function. How is the individual 

supposed to specify all arguments in her all inclusive functions? OTW did use the 

concepts of external costs and decision costs. They knew that political representation and 

communal self determination reduced decision costs and they also knew that an 

overarching authority would inject too many other interests into settlements of local 

controversies, thereby increasing the individual's external costs (OTW, 842). Yet there is 

something remarkable about their paper. When the authors propose their four criteria for 

individual choice, which are efficiency, control, political representation, and self-

determination, they do not subordinate the other three to efficiency (OTW, 835). They do 
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not talk about either social or individual optimality. Those concepts, as conveyed by 

presumptions of given utility and cost functions, would confine the answer to economic 

theory but leave unexplained the largest and most interesting aspect of governance: the 

political.  

If the individual cannot specify all arguments in her all inclusive functions what does she 

do instead? Vincent Ostrom (1997), even as anchored in a competitive equilibrium 

theory, knew that action reflects a variety of heuristics, that action always bring 

resolution but it is not always an operation upon data and so, does not always reflect an 

optimizing calculus. The replacement of closed schemes of thought with open schemes 

where preferences and costs are not subjectively given ex and are not completely ordered, 

marks a passage from economic theory to political economic theory.  

To identify the source of the political within political economy, we enroll early work by 

Austrian economist and sociologist Friedrich Wieser (1983) and political theorist Carl 

Schmitt (1996; 2005; 2008). In particular, Wieser's concept of followership and Schmitt's 

category of constitutional crisis bring the political to the fore, as a phenomenon covered 

by neither the standard notions of economics nor of ethics. The political includes various 

manifestations of power. The image of a mailed fist is one manifestation of power which 

economists have noticed (Hirshleifer 1993). This image of violence, threat, and coercive 

imposition of costs on already constituted means-ends schemes are compatible with the 

closed analytical schemes of thought of economic theory. But power can also manifest in 

nudging. And it can also manifest in leadership, whereby others follow the guidance that 
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leadership offers. None of these manifestations can be brought to life within the closed 

analytical systems with which economists typically work.  

The leader denotes the agent who first who exerts influence in a matter of common 

concerns by means of a command but also via a proposal, judgment, suggestion, 

exemplary activity or successful model which is imitated. Followership includes non-

reflective and passive imitation (Wieser 1983, 37; 44). Power, in Wieser's terms, operates 

on the will, at a deeper level than just curtailing or serving the subjects predefined goals. 

“Social action, says Wieser , does not occur after deliberation”, and followership is “not 

determined by purpose” but set in motion by “a profusion of energies” (1983, 120). This 

notion of power, different from both exchange and coercion, does not find its meaning in 

standard economic theory. But it does significant analytical work once we replace the 

mechanistic framework of social analysis, which starts from individuals with separate 

completely specified preference orderings in advance of choice, with a systems theoretic 

view.  

A fruitful reading of Wieser's conception of leadership - followership, is one aided by the 

concepts of social systems and ecological rationality, as later formulated in systems 

theory and cognitive psychology. Wieser says leaders provide the direction and followers 

the weight of a social movement (Wieser 1983, 35). By this he does not mean an 

exchange association where parties trade weight for direction. Rather, two individuals in 

proximity, using the complementary heuristics of followership and leadership may form 

the smallest possible system whose direction is provided by leaders, and whose weight, 
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by followers. Instead of engaging in mechanistic interactions starting from completely 

defined preference and cost functions, individuals act on animal spirits of varying 

intensity. They assume, the complementary stances of follower and leader. Once formed, 

the two party social system as a whole shapes the internal characteristics of its participant 

elements, including participants' subjective preference and cost functions. Leadership 

therefore reaches below the level at which initial preferences are subjectively defined. 

Leaders craft mental models and self-conceptions from which preferences automatically 

follow (Tomasello 1993; Wagner 2006).  

In what follows we point to the limitations of governance studies which relegate the 

political to the background, we then bring the political to the analytical foreground in the 

form of the leadership - followership template, and then identify the source of the 

political in the incompleteness of choice data under uncertainty. The open nature of the 

social system provides an opportunity for political enterprise in rules. The open nature of 

choice provide an opportunity for political enterprise in preferences. The political appears 

as a social answer to the challenge of the exception to routines, as they reside both at the 

social and at the subjective level.  

 

The Political Relegated to the Background of Political Economy 

Without doubt, Charles Tiebout (1956) has been the canonical model of federal 

governance since he formulated it. Ostrom, Tiebout, and Warren (1961) created a flying 

buttress which economists have been citing in support of Tiebout’s original formulation 
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without insisting on its general political economic potential. The Tiebout model 

assimilates federalism to perfect competition, and the accuracy of this assimilation has 

been the prime point of controversy over the Tiebout model (Zodrow 1983; Oates 1999). 

Tiebout construes competitive governance as a structure or pattern of openly competitive 

local governments denoting numerous suppliers that are similar to commercial 

enterprises, with each being price takers within the system of local governments. 

Governmental boundaries are among the given conditions, and the assertion is made that 

a system of independent local governments within a metropolitan area resembles the 

theory of perfect competition. In particular, Tiebout had the suburbs of Chicago in mind, 

and with the suburbs of Los Angeles via what is known as the “Lakewood Plan” coming 

later into play (Bish 1971; Bish and Ostrom 1973).  

In Tiebout’s framework, individuals choose among jurisdictions according to the normal 

cost-and-gain calculus: they compare tax bills and public provisions among local 

governments, and select the government that yields the highest utility. To simplify his 

framework, Tiebout assumed that people lived on dividends which allowed him to ignore 

complexities that would arise from having to incorporate into the analysis tradeoffs that 

would arise between costs of traveling to places of work and the degree to which 

preferences for public goods were satisfied. These second-best complexities came into 

play in the subsequent literature; however, this literature remained within the framework 

of perfect competition, only it took exception to the simple application of that framework. 

What is particularly notable about that framework is the prior stipulation of some pattern 

or structure of local government, with the analysis then proceeding by exploring the 



47 

 

analogy between perfect competition among firms and competition among governments. 

To be sure, economists have worked with two distinct approaches to competition 

(McNulty 1968), one where competition is treated as a structure or pattern and the other 

where it is treated as a process. In any case, to model a system of local governments as a 

competitive equilibrium is to presume that political phenomena do not exist within 

society, as evidenced by the ability of the standard economic categories of exchange, 

contract, delegation and genuine collective action to be sufficient for explaining the 

phenomena of governance. To similar effect, moreover, David Friedman (1996) describes 

a competitive equilibrium model for legal and protection services.  

But the standard economic categories as used in competitive equilibrium models accept 

as data the objects which need to be explained in a theory of governance. A genuinely 

explanatory theory must be able to explain the origin or generation of the data with which 

the theory works, as illustrated by Bruno Latour (2005) and the various essays collected 

in Joshua Epstein (2006). For instance, to describe a competitive equilibrium within a 

federal system must entail some preceding process through which the boundaries among 

governments are assembled or established. It is in that process of assembly that the 

political resides. 

The Tiebout model stipulates a pattern of economic relationships and derives some 

implications of those patterns. Hence, a set of firms stipulated to be in a relationship of 

competitive equilibrium is deduced to set product prices equal to marginal costs as a 

condition of long-run equilibrium. But how does this stipulated equilibrium come about? 
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It can’t just exist. It must emerge in some fashion through some preceding state where the 

competitive equilibrium did not exist. Political economy, here in the form of a theory of 

market and non-market processes must account for the assembly of local governments 

and in the establishment of their jurisdiction. The standard categories of exchange, 

delegation, contract, collective action are not enough to explain governance.  

Without leadership-followership as another basic category, the category of exchange is 

not sufficient to explain how a public goods economy is maintained and comes about. In 

the competitive equilibrium simplification, the only thing that changes when moving 

from private to public service is that the number of members forming a unit of public 

consumption, is larger than one. A number of consumers first constitute a collective, a 

public consumption unit, after which they conduct an exchange with a supplier. The 

association of people into a consumption unit may itself be viewed as an exchange among 

the individuals who join to form that unit. Nonetheless, cheap entry and exit from 

contracts with public good suppliers is itself a public good. How is this second order 

public good provided? There cannot be a higher order public goods economy that 

provides it, due to infinite regress. The same question can be framed in terms of property 

rights. An exchange presupposes an initial recognition of property rights. True, another 

exchange might have produced them. Perhaps exchange relationships are mutually 

supportive in a social system, such that an exchange in one part of the system produces 

the property rights distribution underlying an exchange in another part of the system. But 

regardless of whether they support each other or one comes first, an exchange is 

impossible without a host of other preceding social phenomena.  
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Norbert Elias (1982; 1991) explains that individuals originate in groups where they 

acquire repertoires of conduct and action that enable them to operate within social 

settings. The anthropological and archeological theory and evidence seems firm that 

humans arose in small groups, and with those groups commingling into larger groups as 

population grew relative to territory, as Andrew Bard Schmookler (1984) explains. A 

simplified model of governance made exclusively of exchanges is not sufficient to 

explain the formation of communities of governance through contractual constructions. 

Even simple exchanges presuppose a language in which parties communicate intentions, 

which presupposes social relationships. With respect to contractual theories of society as 

Randall Collins (1994: 121-80) sketches, the very ability of people to make contracts 

with one another presumes that they already comprise a society, meaning that society 

must precede contract.  

Exchanges presuppose recognition of property rights. Rights, institutions or rules are 

nothing but patterns of treatments which parties expect. They expect them because they 

are able to discern those patterns in past series of treatments. But any series of treatments 

has a first instance of treatment and a first instance of response. Whenever an individual 

acting under institutional uncertainty applies a treatment to someone with an interest in 

repeating it, that individual attempts an institutional innovation or an innovation in 

property rights. Natural and social selection play their part after that. But all innovations 

in property rights are political acts. Because political entrepreneurial acts provide a basis 

for exchanges, theories of governance using only the category of exchange are 



50 

 

incomplete. They are keeping the political in the background and presuppose that its 

work is already completed. 

 

The Political Brought to the Foreground of Political Economy 

Schmitt's (1985) category of politics is a sovereign-subject relationship, a radical version 

of Wieser's category of leadership-followership. Schmitt's sovereign is an ultimate, self-

authorized and exclusive authority. It is he who successfully self-appoints to end a 

situation that is exceptional to law. The sovereign is he who decides what is to be done in 

situations that are exceptional to predefined procedures, as well as the one who decides 

when a sufficiently exceptional situation has occurred in the first place. By definition, a 

sovereign cannot be established by law. In the United States there are clear procedures in 

place to decide responses to nuclear attacks, specified in the 25th Amendment to the 

Constitution and in Section 3.1 of the Department of Defense’s Directive 5100.30 

December 2, 1971 and other predefined large-scale emergency situations. This is not 

what Schmitt had in mind, but rather large-scale time-sensitive disturbances that are not 

capable of ex ante determination.  

Large groups such as “the people” cannot be sovereign due to social technological 

reasons. The technology of communication in groups only allows a few to speak and act, 

while most will be reduced to passively saying yes or no to the propositions advanced by 

leaders. By the same token, the few cannot be properly selected by the many, and so the 
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few who speak first are either self-appointed or appointed by another group of few who 

are themselves self-appointed (Jouvenel 1961; Wieser 1983, 36).  

The situation in France in 1958 exemplifies the political on a large scale, and with the 

large scale giving a dramatic and magnified effect that is not present in the continual 

occurrences of the political on small scales. During the Algerian war of independence, 

which also contained elements of civil war, a military coup lead to the collapse of the 

French Fourth Republic (Strong 2005, xiv). Charles de Gaulle, who had been retired from 

politics for a decade, appointed himself to a position of power, and set in motion a new 

constitutional process. This arbitrary political act which ended the legal crisis that had 

been underway, stood outside any legal or constitutional process at the time.  

 A more difficult example that serves the same purpose is that of Juan Carlos, King of 

Spain. Before the attempted military coup against his regime in 1982, he was just a 

nominal king during a time of relative constitutional uncertainty. His personal firm 

reaction, somewhat unexpected, solves the constitutional crisis. By that personal political 

act, he becomes sovereign. The American republic delegates in 1787 followed a similar 

pattern. Under the Articles of Confederation, the 13 states sent delegates to Philadelphia 

to develop recommendation for revising the Articles. While they were gathered in 

Philadelphia, some of the delegates opted to ignore their charge and to develop a new 

constitution. Those delegates succeeded, and after two years of struggle over ratification 

the new Constitution was adopted.  
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The common ground in these examples is the space of the legal exception. Different self-

appointed leaders use that space differently. Different people at different times support 

the use of that space differently. Carl Schmitt, known for joining the Nazi Party in 1933, 

which brought him disgrace with the liberals, is also known for having advised the 

German president Paul von Hindenburg in 1931 to use his extralegal power to maintain a 

ban on Nazi Party activities and protect the Weimar Republic, which brought him 

disgrace with the Nazis. His action in 1931 and his political theory point to the challenge 

of the exception. If there is a space of exception, and if competition is inherent in all 

social process, as evolutionary theory shows it is, then there is competition for that space 

too. If someone steps out, others may step in. The fact of exception gives rise to the 

problem of dirty hands, to a tension between someone's ideal and the means she employs 

to achieve the ideal. Beyond this moral challenge, the conceptual aspect which is our 

focus here is that the political includes operation in the realm of exception to legal 

routines. 

The political transcends constitutions of authority by collective action. When we establish 

authority we create an algorithm. In particular, we define the conditions of closure 

regarding a particular issue of common concern. At any time, various leaders of opinion 

make conflicting suggestions for coordination and calls for action. In preparation for the 

time when coordinated action is more urgent than further discussion, we agree ahead of 

time to earmark the call which will be taken as final, at which point all the other 

competing calls will be taken as mere opinions Jouvenel (1963, 115). To this purpose we 

create an office, so that everyone may identify the call from that office as the one which 
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declares closure. We can perfectly account for constitutions of authority with standard 

economic theory. 

The state, of course, is a complex network of networks which transcends collective 

action. Jouvenel (1961) explained why that is the case, arguing from the impossibility of 

collective action to scale beyond a certain group size. The larger the group, the harder it 

is for members to express their intentions in matters of common concern. The technology 

of communication in large groups makes listening to everyone's intentions and priorities 

impracticable. There is too much to discuss in the way of prioritizing and making 

individual prioritizations coherent. How could someone capture De Gaulle's political 

success with the orthodox theory of collective action, or with a principal-agent model? In 

the logic of principal-agent, the principals have a clear preference function and actively 

deliver the content of the agreement to their delegate.  

To warrant the name “collective action,” contributors to that action must have intentional 

unity, a similarity of their mental states' “aboutness” prior to taking action, as against 

common subjective data being crafted by political entrepreneurial action. Without a 

single means-ends scheme to unite efforts, that process bears no resemblance to the 

category of action (Mises 1998, 11-13). Large scale political processes are better 

described as processes of self-selection of a few people to act for the many. While 

selecting 100 people to represent 100,000 people might be manageable at a scale of 

1:1000, selecting 100 people to represent 100 million people gives governance on a scale 

of 1:1000000, which surely presents an impossible agency relationship. Moreover, this 
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problem also plays out to similar effect for small numbers, as Kenneth Arrow (1963) 

demonstrated under presumptions that individual ranking of given options were known in 

advance of political deliberation.  

Political adherence stands in sharp contrast with delegation and contract. During the 

French constitutional crisis of 1958, the subjects were too many to be together principals. 

Contracts have price attached, but a price was meaningless absent an institutional 

structure to support the contract by credibly specifying consequences of eventual breach. 

What is then the nature of political adherence? Public choice teaches that certain deals are 

made to ensure someone's political success. It also tells when people look for 

coordination, a politician attracts supporters who bet on their belief she would “win”; this 

accelerates by a network effect (Tullock 1987). And it also tells that in the window of the 

exception, when legal routines are suspended or have not yet been formed, leadership 

may create useful focal points (Leeson, Coyne, and Boettke 2006). All this is correct but 

incomplete because it leaves us to fill in two blanks: the nature of the bet and the nature 

of the direct connection between de Gaulle and the passive mass of subjects. 

De Gaulle created a leader - follower connection upon the French identity as pre-

constitutional focal point. This kind of political adherence is different from a one to one 

exchange or an action of personal insurance. To begin with, adherence occurs before the 

adherent has a plan in mind, in expectation of the unexpected. Adherence is closer to a 

placement of faith whose content is transcends personal security. Once I acquire the 

French identity, I might be happier to die as a French than be personally secure without 
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knowing who I am. A political entrepreneur suggests an identity, but does not offer 

identities in exchange for something else. Identity does not make the object of a choice. I 

cannot give a leader something in exchange for my “first-of-all-French” identity because 

I will have already given it to myself for free had I realized I want it. It is more plausible 

that a subject's self perception as French was the outcome of de Gaulle's autonomous 

political entrepreneurship. For this reason we locate the source of the political in 

leadership and in followership, two of the stances people adopt when they choose under 

uncertainty and with incomplete preference and cost functions. 

Political entrepreneurs cause beliefs in their followers. Once they believe something, 

certain preferences follow. To illustrate the unreflective cognitive processes at work in the 

space of governance, and the point that power can be exercised before the subject has the 

chance to form an independent scale of preference, Steven Lukes gave the example of 

certain Indian women who have internalized their identities as daughters, mothers, wives 

and widows (Lukes 2005, 119). Usually, these processes are impersonal and systemic, but 

sometimes they can be initiated by someone's ostensible political entrepreneurial act. The 

window for political entrepreneurship in identity and self conception is open for crafting 

in times of disaster when individuals' usual routines have been destroyed. Take the 

example of a New Orleans citizen's preference to stay and rebuild the community rather 

than move to a different city in the aftermath of Hurricane Katrina. If a reverend suggests 

to a victim of disaster that she is the “heart of New Orleans” (Chamlee-Wright and Storr 

2009) then there is no need for either exchange or command. The preference to stay 

follows from the freshly crafted identity.  
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The political must be distinguished from the state. The fabric of the state includes 

political relationships defined as leadership – followership associations along with other 

kinds of associations, including commercial and legal associations. The whole machinery 

of the state may operate during the time of exception but crucial in that operation are 

leader follower associations, which provide the role of coordination when established 

routines fail to do so. There are such times of failure. All existing systems of rules, 

including legal and constitutional systems, have emerged to deal with a set of past events. 

But the future brings new kinds of events whose nature we cannot predict. Legal and 

constitutional planning involves the formulation of comprehensive “if then” scenarios 

which are vulnerable to the exception. During exceptional times, some of us might want 

fast coordination outside the existing sets of rules (Schmitt 2005; 2008). Some might at 

the time want there to be a way for someone to collect a large amount of resources to 

confront the exception swiftly and unobstructed. This is the minimal requirement for 

condoning the state as an institution: to accept the ultimacy of an exception-motivated 

extralegal action. Condoning the state usually goes further than this. In preparation for 

the event of exception, some individuals voluntarily contribute during normal times to 

maintaining an organizational capital which will facilitate that coordination during the 

expected time of exception. Supporting this mechanism is making it more likely that 

whoever will step forward to perform sovereign acts during the exception, will be the one 

occupying a known office.  

The political transcends the state. The state includes unforeseen leader – follower 

relationships but no matter how comprehensive the networks of the state, such 
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relationships will also cross the state. Since the future brings unexpected novelty, 

windows of exception can be open from unexpected parts of the social system. The nature 

of a sovereign act during one such time cannot be foreseen, but by the same token neither 

can all acts intended to break the order installed by the previous sovereign. Those breaks 

will be somehow motivated in terms which many will understand, because certain 

abstract values do persist across times of exception. But this is very different from 

claiming that a higher law, a natural law or a law of reason we are all aware all underlies 

the political. On the contrary, all laws and systems of rules in the proper sense of the term 

float in a political entrepreneurial space. Kaleidics defeats not only the idea that the state 

is ultimate, but also those versions of liberalism based on the idea of a higher law. There 

is no closure to the political (Schmitt 2008, 45). 

The impossibility of formulating comprehensive constitutions has an implication for how 

each of us approach our moral obligations. Echoing the uncontrollable character of “last 

events” V. Ostrom (1991, 38) spoke of Faustian bargains. In Goethe's tale, salvation from 

the asymmetric bargain comes by grace. By analogy, escape from a given political grip 

comes from outside of the corresponding constitutional stipulation. It comes from 

individuals' use of various organizational means to unexpected ends, according to their 

political competence (Aligica 2014, 37). 
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The Source of the Political 

We suggested that the opportunity for political entrepreneurship in institutions is greatest 

in situations of exception to law, and that the scope for crafting the follower's vision of 

options and, hence, preferences, is greatest when uncertainty is greatest. We believe these 

phenomena are too common and significant for economists to ignore. All choices are 

made in advance of the experience of the consequences of those choices (Shackle 1972).  

 

When the logic of the situation, made of preference and cost functions, is not complete, it 

cannot predetermine action (Knight 1921). Rather than mere operation upon subjectively 

given data, action is then an open-ended exploration into an unknown future. Such open-

ended settings leave a space for choice based on something other than on economic 

calculus. It is then that people may ground their choice on a commitment to norms 

(Bicchieri 2006) or on commitment to a person, commitment which bifurcates into the 

template of leadership-followership. The one who places faith in herself, steps forward as 

the leader. The one who adopts the stance of a follower, places her commitment in a 

leader. The source of the political, its microscopic foundation, is the incompleteness of 

data that confronts acts of choice. 

 

The presumption that the logic of the situation is given at the moment of choice to both 

the subject and the external observer is at work in the standard theory of collective action 

inherited from Mancur Olson and in economists' approach to game-theoretic 

constructions. This presumption has led neoclassical economists to use them as models of 
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collective and social failure that call for exogenous intervention. It prevents economics 

from capturing the whole of the political together with a number of genuinely social 

interactions which are a part of governance. 

 

This limitation enables reduction of inherently complex phenomena of social interaction 

to individual choices as operations upon data. In closed noninteractional systems we can 

plan our moves on the assumption that the environment is given independently of the 

move. But if economics treats interactional systems the same way, economics is cannot 

be a science whose direct object is the category of interaction and the institutional 

patterns that emerge through that interaction (Wagner 2010). A concern with community 

formation and the generation of polycentric forms of governance requires a generative 

approach (Latour (2005), Epstein, ed. (2006), Elias (1982) to social phenomena. Within 

this generative approach, the analytical challenge must be to explain how human 

associations arise from a preceding state where those associations did not exist. In this 

section we probe some contours of this generative approach. We start by reviewing some 

of the ways that economists have by-passed a theory of human association by taking 

associations as if they were built out of choices made separately in situations with closed 

and observable logic. 

 

Mancur Olson assumed individuals plan their choices independently, in response to 

scenarios in which other act one way of another. He drew the intuition for his theory of 

collective inaction from the theory of perfect competition (Olson 1971, 9). Just as a single 
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firm's influence on price is negligible, so is a single potential contributor's influence on 

collective action. The scheme of thought is similar to that of the prisoner's dilemma in its 

standard account. “Given” that the others contribute sufficiently, my contribution is 

redundant. Given they do not contribute sufficiently, my contribution is equally 

redundant. The key word here is “given”. Members conceive of their action separately 

from others' actions which are construed as data to which they can only react. The 

problem with this approach is that it prevents us from understanding the interdependence 

achieved in prisoner's dilemmas by parties who make their actions mutually conditional, 

or link their action to each other's action. Followership is just a social phenomenon where 

that linkage is unidirectional.  

 

Economists have a peculiar approach to game-theoretic constructions, which places 

individuals in a pre-defined situational logic considered as fixed and observable, rather 

than recognizing that individuals act in a broader environment and engage in interaction 

to construct their constraints and payoff matrices. As a common illustration of this 

approach, consider the use by behavioral economists of the ultimatum game to cast doubt 

on the standard use of rationality in economics. A sum of money is to be split between 

two people, one designated Proposer and the other Responder. Proposer offers a share of 

the money to Responder, which Responder can either accept or reject. If Responder 

rejects the offer, the game ends with no one receiving anything. Where the arithmetic of 

solipsistic calculation might seem to suggest something like a 99-1 split as being 

mutually advantageous, actual outcomes of such experiments are in the vicinity of equal 
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distributions. The results of this type of experiment are widely used as refutations of the 

proposition of utility maximization. 

Behavioral economists use the disparity between their presumptions and actual 

observations to discard the assumption of agents' rationality instead of reexamining either 

the logic of the situation or the deeper solipsistic approach to interaction. It is possible 

that individuals are rational in the standard sense, only the logic of the situation is 

different, which means there is a defect in the experiment. In fact, there is a defect in the 

experiment. While the game appears to be a two-person game, it is really a three-person 

game because there is a third person who faces the other two persons with the option, 

someone whose presence the subjects are unable to ignore. Both in these so called 

experiments and in real life, there is a context that surrounds what appears to be an 

ultimatum game. Imagine that two people are on a hike, and one goes to search for better 

fire wood. While doing so, he discovers directions to a treasure. Retrieving the treasure 

requires cooperation from the other person. What choice of split can we expect of these 

two people? We doubt one could ever test ultimatum games because the subjective logic 

of the situation is not given to the observer.  

As McCaleb and Wagner (1985) explained in their examination of the general inability of 

experiments truly to detect free riding, these models appear to entail interaction between 

two people, with conclusions about social interaction being based on these outcomes, 

when in fact they contain three people, with one person standing outside the model and 

manipulating the other two. These models might well illustrate the limits of external 
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manipulation, but they are not genuine models of social interaction. For genuinely social 

models, it is necessary that there be no injection from outside the model. The prisoners’ 

dilemma model likewise features three people, though the third person has been dropped 

from standard presentations which has led to significant misinterpretation, as Daniel 

Ellsberg (1956) explains. In the original formulation, there was a district attorney who 

placed two prisoners in the dilemma to obtain a confession from one of them. This makes 

it unsuitable for explaining the outcomes of genuine human interaction, which Elinor 

Ostrom (1990) has shown lucidly often results in mutually beneficial outcomes despite 

the contrary implications of standard models.  

But on top of this there is something wrongheaded about the theoretical formulation that 

generates a 99-1 split. Even accounting for the light of the past, the shadow of the future, 

and bystander influence, the logic of the situation might not always be complete and 

closed even from the subject's perspective.  The methodology of classic game theory is 

limited because it rests on the idea that each subject forms a conception of the 

environment independently of her conception of her own action, and then acts on that 

basis. Assume for the sake of the argument that we are sometimes able to observe the true 

logic of two players' situation was that of a prisoner's dilemma. Recall the definition of a 

prisoner's dilemma. If S is the payoff I have when you defect and I cooperate, D is the 

payoff I have when we both defect, C is the payoff I have when we both cooperate, and T 

is the payoff I have when you cooperate and I defect, then S<D<C<T and (S+T)/2<C. If 

people sometimes do cooperate in genuine PD games, the fact of cooperation is 

impossible to understand within this methodology. Within standard methodology the 
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prisoner's dilemma should not be called a dilemma at all: the calculus is straightforward 

and the outcome inevitable. The social equilibrium should be the Nash equilibrium which 

is noncooperation. Yet, we know there is something there that entitles us to call it a 

“dilemma” from a first-person perspective. 

The dilemma from a first-person perspective in a genuine PD is whether to conceive of 

one's move and action as interdependent with or independent of the other player's move. 

The dilemma is whether I should plan my action separately, as a best response to 

whatever you do, or I should act on the mutual conditionality of our cooperative actions. 

Perhaps my first thought is to plan my action as a best response. In that case, whatever 

you do, I defect. Stage 2: my second thought is that you too may have a best-response 

approach to your move. If that is the case, the outcome for me is worse than if we both 

cooperated. This recognition induces me to deny the form of thinking that led me there, 

namely, planning my action as a response to your independently planned move. The 

alternative is to think of our actions as mutually conditional: I cooperate only if you do, 

and you cooperate only if I do. Doing this gives me a larger payoff than the best response 

approach. At this point, it seems to me, I should cooperate. Stage 3: An enriched best-

response approach can cast doubt on the outcome of my thought process at stage two. If 

your thought has reached second stage and you act as if our actions were interdependent, 

then, “given” you cooperate on that basis, it is better for me to not cooperate. Stage 4: An 

enriched interdependent approach to interaction casts doubt on the outcome of my 

thought process at stage three. I worry that you reached the stage three best-response 

approach as well, in which case the outcome for me would again be worse than if we both 
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stayed at stage two. This worry leads me to overcome my conclusion drawn at stage three 

and go back to the interdependent approach I had at stage two.  

We are able to detect a pattern in the stages of strategic planning. I realize that if you 

stumble at an even stage and my stopping point is an odd stage, I have my best payoff; 

that if both of us stumble at even stages (like two or four) then I have the second best 

payoff; and that if I stumble at an even stage and you at an odd stage, I'll have my third 

best. I also realize that each of us must have a stopping point in an infinite series, and that 

I cannot to detect your stopping point. This pattern makes the prisoner's dilemma a 

genuine dilemma of approaches, independent (best-response), or interdependent. Is a 

mixed strategy – flipping a coin to decide between the independent, best response 

approach and the interdependent approach – the solution to the dilemma? It is not. When 

you cooperate, I will have C half of the time and T the other half of the time. When you 

defect I have D half of the time, and S half of the time. Therefore, if you cooperate half of 

the time and you defect half of the time, then my expected payoff from a mixed approach 

is M=0.5 (C+T)/2 + 0.5(D+S)/2, which is smaller than C. If we both play mixed 

strategies, then each is worse off than if we cooperate. So I am still in the same dilemma 

whether on whether to have a mixed approach or target interdependence with you as my 

stopping point. The PD game is a genuine dilemma. This and other incomputable 

strategic situations point to the significance of nonequilibrium social phenomena (Koppl 

2002).  

Strategic incomputability is not the only situation which places the individual's choice in 

a condition of perplexity and indeterminacy. James Buchanan (1982; 1999) was 
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concerned with reflexivity and the agony of choice which entails. He used the concept of 

reflexivity or self-consciousness (Brentano (1973), as one incompatible with the 

neoclassical assumption that preferences are data. The conception of marginal choice as 

maximization of a given utility function assumes that both the preferences and the 

constraints are taken as fixed or complete at the moment of choice. An individual's 

reflexivity denotes someone having herself, together with her preferences and her 

thinking about her preferences, and her thinking about her thinking etc, as object of her 

thought and action. The individual's behavior, predictions, beliefs, and value judgments 

about his or her own behavior and preferences reflect back onto and interfere with that 

behavior and preferences.  

Buchanan correctly inferred that if humans are self-reflexive, conscious and free, then 

they are not wholly incorporated into a natural chain of events and so, their behavior 

cannot be fully accounted for as part of the natural order. Humans are self-artifactual. The 

content of meta-preferences may differ from preferences. We may want to want different 

things from the ones we presently want, and then operate on our own preferences from 

the standpoint of meta-preferences. Reflexivity of preferences explodes the distinction 

between endogenous and exogenous. On the other hand, interference occurs from outside, 

because it operates from a logically different standpoint than that of action. On the other, 

the change of the preference function is endogenous to the subject's will and choice.  

This continuous interference precludes a closure of the preference function, and so, the 

utility function cannot completely determine action. Because preference ranking is never 

complete ex ante, then action is not simply an operation upon preference data, but a 
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genuine self-determination. The conflict or tension between preferences and meta-

preferences leave a space for a genuine dilemma which the free subject is responsible to 

resolve one way or another. The subject is free from her own preference function but 

action somehow must close the existential gap.  

The open logic of one's situationo, be it due to reflexivity or to interactional uncertainty, 

leaves space for choice based on something else than operation upon data. In all these 

cases, the presence of another party offers a solution and a guide to action. In that case, 

one may act upon a commitment to rules or might link her action to another person's 

action. Cristina Bicchieri (2000) made a good descriptive case for people's commitment 

to rules, but that happens only when rules are clear. In situations of exception to rules, 

what is left to do is commitment to another person, to link one's action to another's. In 

this case, if the situation allows for symmetries of treatment, commitment can be 

reciprocal (Lewis 2008). But when treatment symmetry is costly, commitment is 

unidirectional in the form of followership. Followers' receptivity to political 

entrepreneurship in rules or in their vision of options is the source of the political. 

In spite of economic theory's overlook of them, situations calling for treatment 

asymmetries are common and inevitable. Followership is a social category irreducible to 

the exchange category, not only operating along side it, but also needed to explain 

exchange. In neoclassical models, including the Tiebout model of governance, trade just 

happens, with no source of initiation. In looking for such a source, a theorist will stumble 

across power, which must be present at least in latent form at the very start of a 

commercial association. The theory of exchange invokes a starting point of equality and 
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mutuality, save for those differences among participants that make trade mutually 

beneficial. Hence, people can differ in their abilities to produce different products or in 

their desires for different products, but differ in no other relevant respect. Relationships 

of power and politics are absent, probably because these have no work to do within the 

stipulative approach to a theory of exchange. By scaling up the model of bi-lateral 

exchange, the framework makes a voluntary society free from power relationships seem 

potentially attainable.  

This pretence dispute, but our challenge resides in how to dispute it. We see two ways of 

approaching this challenge. One is to dispute the scalable character of human interaction, 

by explaining how large associations acquire different character from small associations, 

an approach that Wagner (2016a; b) pursues. The other approach, which we pursue here, 

is to recognize the presence of power and status relationships even in two-party trades. 

Since for a process-oriented theory, all macro patterns arise from micro-level interactions 

and associations (Wagner 2012), we should be able to detect the presence of the political 

even in associations of smallest scale. At this small scale, power or politics may be 

merely latent or implicit, but its presence even at that scale provides the bedding ground 

for power in larger scales of association.  

Rather than starting from a position where two people are already engaged in an 

exchange relationship, suppose we return conceptually to a prior position, similar to 

Latour’s (2005) effort to explain how social phenomena emerge out of nonsocial 

phenomena. We do this to call attention to some relevant phenomena that are buried 
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beneath the presumption that an exchange relationship already exists. In keeping with the 

rudimentary agricultural images with which these ideas are often conveyed, imagine two 

farmers who operate in autarky relative to one another. Both farmers produce crops for 

sale at a local market. From this autarkic point of departure, suppose one farmer 

recognizes that a creek that runs through his property could be diverted to irrigate his 

crops, increasing the yield from his land in the process. Suppose he further recognizes 

that his irrigation channel could be easily extended to his neighbor’s land, as the creek 

has enough water flowing through it to irrigate both parcels of land. The farmer with the 

idea approaches the other farmer, and the two of them work out an arrangement by which 

the second plot of land also becomes irrigated. What were initially autarkic farmers are 

now involved in an irrigation enterprise that provides mutual gain. While an economic 

theorist might add a gloss on this relationship to the effect that the farmer who developed 

the idea might reap a larger share of the gains from irrigation as payment for his 

entrepreneurial effort, we submit that more than this simple gloss is in play in this 

relationship—and becomes even more apparent as we move into larger and more 

complex social relationships and configurations.  

Equality is an elusive notion when applied to social relationships in contexts where 

people differ in their talents and interests. In any situation of team production, total 

output is higher than the sum of autarkic production by the team’s members. This is a 

simple reflection of mutual gains from trade. Economists have focused on those mutual 

gains, while being relatively quiet on how those gains might be captured and apportioned 

among the participants. Insight into how those gains might be captured and apportioned 
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can be acquired by reflecting on some relatively unexamined qualities of social 

interaction. At first glance, the farmer who develops the idea of an irrigation channel 

acquires a larger share of the gains from trade from development of the irrigation system. 

The irrigation system, however, represents but one instance or event in a historical chain 

of societal opportunities or happenings, each of which provides opportunities for mutual 

gain. By historical chain, we have in mind a substantial time interval during which people 

live together in close geographical proximity. We can divide this interval into a sequence 

of small intervals in a continuous stream of time. The irrigation enterprise occurs in one 

such moment within that interval, and other such moments will occur throughout the 

historical duration. How are we to understand participation in this historical chain? There 

would seem to be two ways, one random and one non-random.  

Under the presumption of random participation, each historical opportunity for mutual 

gain is taken as independent of every other opportunity. At any instant, each member of 

the society is equally likely to discern and act upon that particular opportunity, with one 

member actually doing so. The outcome of this instant is independent of the outcomes of 

the instants yet to come. This framework would correspond to an equality of expected 

values from entrepreneurial gain, and would perhaps likewise translate into an equality of 

social status in that each person was viewed as having provided equal rents for the other 

members of the society. To be sure, this equality is an expectation created by application 

of the law of large numbers. But socially-relevant judgments are formed based on 

comparatively short slices of time. Consequently, participants' stances towards each other 

are skewed by the partial string of data in the proximate time context. Recognition of this 



70 

 

possibility leads directly into the presumption that the expectational chain of events 

shaping participants' payoffs at each point is not random.  

The non-random presumption leads to a theory of social differentiation rather than 

equality. There are several ways this non-random presumption might be supported. One 

way relies upon systematic individual differences in those qualities that locate 

opportunities for mutual gain and the acquisition of rents. Another way posits serial 

correlation in the likelihood of locating opportunities for mutual gain. In this setting, 

success in finding an opportunity for mutual gain would increase prospects for future 

success, correlating social status with recent history. Regardless of how this non-random 

quality might be explained or characterized, it leads to social stratification along with 

economic stratification implicit in what appeared to be symmetric setting of mutual gains 

from trade. Accompanying commercial association and the entrepreneurial initiatives that 

come in its train is the conferral of admiration, respect, and authority. In Wieser's (1983, 

16) words, the origin of power is success.  

Individuals understand their interactions within an expectational chain of events which 

shape their payoff structure, but are aware that some of these future events cannot be 

conceived or classified ex ante. Nor can individuals estimate their marginal returns from 

searching for more information regarding events they cannot construe (Knight 1921, 206; 

Popper 1962, 340; Polanyi 1998, 110). In that case, the bond between followership and 

leadership is a projection of the leader's success devoid of specified content. The origin of 

power in the form of followership is once again the uncertainty regarding future 
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circumstances. Naturally, the asymmetry between follower and leader increases as 

political entrepreneurs specialize in prospecting opportunities. 

We have argued that the source of politics is not calculation of data and operates below 

the level at which initial preferences are subjectively defined. But this argument does not 

align with behavioral economics. Behavioral economists dispute individual rationality 

upon a presumably objective situational logic. But a debate about the rationality of 

followership is misplaced since tests for rationality as correct manipulation of data can be 

devised only against a standard visible in the logic of the situation. When conditions of of 

radical uncertainty, incomputability, or meta-preference interference prevent the closure 

of one's situational logic they thereby dissolve the standard against which a researcher 

can evaluate whether followers are rational.  

If we want, we can pose the question of rationality from a different perspective. One path 

is axiomatic (Mises 1996). If followership is conscious, it is rational. Yet another path is 

ecological. An action's rationality may reside in the character of the external impersonal 

filtering process of actions (Alchian 1950). Followership – leadership associations taking 

place in uncharted terrain with indeterminate situational logic, redeem their rationality 

when they achieve coordinative success.  

Cognitive psychology and developmental psychology provide support for the 

development of this idea of ecological rationality. Mercier and Sperber (2011) ask why 

we mostly consider other people's viewpoints for rebuttal and our own for confirmation. 

Their answer is that this is the right stance when working in assemblies. Reason has 
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evolved to serve the individual not directly, in survival contexts, but indirectly, in 

argumentative contexts. The main function of reason may thus be social, not individual. 

More relevant to followership, M. Tomasello (1993) argues that self-categorization 

through others begins minutes after birth and continues throughout the lifespan. Children 

engage in a rhythmic reciprocal matching of behavior with the caregiver. They look 

where adults are looking and get clues on how to categorize an object and how to feel 

about it. Self perception and self conceptualization is a similarly learned activity. When 

the attention focus of this joint activity is the child herself, the child is learning and 

perceiving what she is through the adult's perspective. The social connection or human 

bond involved in this process takes place at a level below reflection. Such connections 

cannot be modeled as concatenations of best responses. Rather than pairs of 

maximizations of expected utility by separate centers of action, we see such associations 

as systems phenomena. The possibility that social assemblies produce their participants' 

self concepts gives us a window into leadership - followership, a part of politics which is 

not reducible to action as optimization.  

 

Closing remarks 

Economics has built an impressive conceptual structure on acting and interacting man in 

the presence of stipulated preferences, but to understand political phenomena it is 

necessary to transcend that static analytical structure. The association between political 

entrepreneurs and a passive mass of citizens is only partially tractable with the templates 
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of utility, cost, contract, delegation, and similar economic categories whereby common 

individuals in well-defined situations act to secure their well defined ends.  

A theory of governance formulated in terms of exchanges is incomplete because 

exchanges are impossible without a host of other preceding social phenomena which 

enable them. They presuppose for example some recognition of property rights, which 

are nothing but patterns of expected treatment. Because such patterns are only discernible 

in series of treatments, and any series has a first instance, all innovations in property 

rights start with entrepreneurial acts. By definition, such acts are political and not legal 

when they are performed outside of expected routines. Such windows of exception and 

opportunities for political performance exist because the social system is susceptible to 

unexpected novelty. While market entrepreneurs act in supply and demand disequilibrium 

but under institutional equilibrium, political entrepreneurs also act within institutional 

disequilibrium. 

Political entrepreneurial acts are most visible in large scale social situations of exception 

to law, or in constitutional crises, as Schmitt observed. However, all environments are 

open-ended and the problem of undetermined preferences and costs is endemic. Strategic 

incomputability, reflexivity, and genuine uncertainty regarding future events make the 

problem of indeterminacy of subjective choice data insoluble. One way individuals react 

to this condition is with a simple pair of heuristics. Some link their action to that of 

another. Some act by faith in themselves. These two complementary stances individuals 

adopt in the face of indeterminacy provide the microscopic foundations of the political.  
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Followership thus creates two kinds of opportunities for political enterprise. One is at the 

social level, one at the subjective level. The open nature of the situational logic presents 

the subject with exceptions to familiar classifications, and leaves a gap which political 

entrepreneurs close by creating new visions of options to which the remainder of the 

citizenry respond. From a system's perspective, the leader neither curtails nor serves the 

follower's predefined goals. Rather, the assembly jointly formed by the two parties 

generates novelty at the level of the follower's self concept. At both levels, social and 

subjective, the political operates in a space of exception. 

The political cannot vanish from human social organization. Yet there is a strong case for 

limiting it. The scale of political operation increases only relative to the market and 

precedent based legal systems which make economic behavior possible. Unlike the 

market and precedent based law, political protocols of interaction cannot form global 

coherent systems of rules, due to those competing for leadership providing different and 

often incongruent focal points for coordination (Sterpan and Tarko 2017). The range of 

the political spirals up uncertainty which feeds back into more followership behavior, 

reaffirming the cogency of Ostrom’s (1997) effort to wrestle with the vulnerabilities 

inherent in democratic governance.  

Our paper has an implication for the methodology of governance studies. We have 

formulated a protocol for crossing from economic theory to political economy using 

Wiser's concept of followership - leadership, Schmitt's concept of exception to law, and 

V. Ostrom's vision of polycentric political authorities and fragmentary constitutions. It 

also has an implication for the history of economic thought. Hayek's systems theoretic 
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approach to social phenomena enables a richer understanding of Wieser as an Austrian 

political economist. 
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Abstract 

This paper renders Vincent Ostrom's and Michael Polanyi's theory of polycentric order 

consistent with the Austrian idea that what matters for order is a systematic use of 

dispersed knowledge. We use two Austrian research keys to revise Ostrom’s concept of 

polycentricity. The first is that central planning is impossible. If central planning cannot 

exist anyway, then the only question left to investigate, and the only way left to use the 

term polycentricity, is in opposition not to monocentricity but to other kinds of 

decentralized systems. Not all decentralized systems are polycentric. Polycentric systems 

are decentralized systems where decision centers achieve functional interdependence 

by acting according to a certain unique set of rules. The second research key is 

methodological individualism. To reformulate polycentricity theory in strict observance 
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to methodological individualism we discharge it of concepts like collective unit and 

quasi-market, and decompose the phenomenon of governance in micro associations 

between individuals. A governance system is made of at least two polycentric 

subsystems, market and precedent based law, and a decentralized but non-polycentric 

residual: the network of political associations. Each polycentric subsystem has two 

layers, an associational infrastructure or base, and an informational superstructure able 

to aggregate a large amount of information in an accessible way and coordinate 

individuals. The superstructure emerges on the infrastructure, provided associations in 

the base are made according to the rule. We identify each system's specific rule and its 

specific superstructure. The rules are private property and coherence with precedent. 

The superstructures are the price network and the network of judicial summaries. 

Political associations do not have a rule of association and have not given rise to a 

superstructure. This makes the assembly of political associations a poor problem solver 

relative to genuine polycentric systems within the composition of governance. 

 

Keywords: human association; governance; knowledge, polycentricity; emergence; 

social systems; Austrian economics; Vincent Ostrom; Paul Craig Roberts 
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Introduction 

Empirical comparative analysis of economic and governance systems is rife with 

difficulties. Only few countries exist relative to the very large number of distinct 

institutional factors that may have a bearing on economic development. For example, the 

Fraser Economic Freedom Index is comprised of 42 different institutional variables, 

while the Comparative Constitutions Project maps out 665 characteristics of 

constitutions, ranging from the type of electoral system to the various rights guaranteed 

by the constitution. Also, the only good estimates of institutional characteristics we have 

are dating back a few decades. To make matters worse, institutional characteristics 

interact in nonlinear fashion, with a certain institution's impact on an indicator depending 

on the presence of certain other institutions. If the connection between institutions and 

social system performance resists empirical analysis using standard econometric 

methods, then empirical analysis must be supplemented with other methods (Tarko 

2015a).  

To answer what makes some governance systems more successful than others, this paper 

revisits Vincent Ostrom's and Michael Polanyi's notion of polycentric order from an 

Austrian perspective. Systems like market, common law, science and competitive 

governance achieve order spontaneously by decentralized action under a unique set of 

rules. Polycentric systems have formally independent centers of action, but gain 

functional interdependence when they operate under an overarching set of rules (Polanyi 

(1998, 137; V. Ostrom (1973, 52); Aligica and Tarko (2012, 254).  
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Ostrom and Polanyi observed that high degrees of order can be achieved by mutual 

adjustment but left open the question of what exactly is being adjusted to what. In this 

paper we propose that what individuals adjust to each other is their knowledge. The 

insight that the use of knowledge is what matters for order is Austrian. We apply this 

insight to Ostrom's polycentricity theory. The research outcome is that in normal times, 

and we shall explain what that means, system scale problems must be solved by markets 

and the precedent based law, not by political associations. Normal times and political 

associations are technical terms and we shall explain what they mean. 

The proposition that what matters for order is the use of knowlegde is inspired by 

Hayek's (1945) idea that the market system performs well due to its capacity to integrate 

dispersed economically relevant knowledge. We extend Hayek's idea about the market 

system to science, precedent based law, and competitive governance. These systems solve 

problems. To solve those problems, they use knowledge which is initially dispersed. The 

mutual adjustment process is a process of integrating knowledge, and a system's 

performance depends on its capacity to utilize dispersed knowledge.  

To apply the insight about knowledge to Ostrom's polycentricity theory we must 

reformulate polycentricity theory to be consistent with two Austrian research keys. One is 

that central planning is impossible, the other is the methodological instruction to apply 

methodological individualism.  

The first change we make is rooted in Ludwig von Mises's (1991[1949]), Hayek's (1945) 

insight that central planning – what Ostrom would call monocentricity – is impossible. A 

debate led in terms of monocentricity versus polycentricity, or one that understands 
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polycentricity by opposition to monocentricity is obsolete. It implicitly takes for granted 

that in principle central planning is practicable, which is not the case. If monocentricity is 

impracticable anyway, as Paul Craig Robert's observed (1969), then what looks like 

monocentricity must be something else. The relevant institutional choice is not in terms 

of polycentricity versus monocentricity, but in terms of polycentricity versus other kinds 

of decentralized systems. Specifically, we must understand it in opposition with 

decentralized networks where decision centers do not operate under clear overarching 

rules. We shall see that this is the case with the network of political associations.  

If the question left to investigate is the difference in the quality of connections in different 

decentralized systems, then we follow this route and attempt to identify the overarching 

rules for market, science, precedent based law. The kinds of associations or the protocols 

of interaction specific to market is private property; for a precedent based system, it is 

coherence with precedents; for science, it is publicity. 

For each of these systems, we discover that rule following interaction gives rise to an 

informational superstructure to which individual participants can connect at low cost. For 

market, the superstructure emerged on the associational assembly is the price network, 

for science, the network of citations, for precedent based law the network of judicial 

rulings and judicial summaries.  

Each polycentric system is thus described by a two-layered architecture, where the 

aggregate properties of the base layer cause the aggregate properties of the superior layer 

(Broad 1925, 77). The layers correspond, respectively, to connections among people and 

to connections among pieces of information. Human associations are the system's base, 
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or infrastructure. The base consists of the network of associations between participants. 

The superstructure is a network of connected information units. Activity in the 

infrastructure stimulates the manifestation of knowledge into action; interaction gives rise 

and projects information unto a superstructure and transmits it along the superstructure. 

This is the knowledge based theory of system performance which we propose. This 

theory will be instrumental to demonstrating what kind of governance systems perform 

better.  

The second change we make to Ostrom's theory of polycentric order is to reformulate it 

in terms of individual associations. Ostrom did not completely delimit his theory from 

methodological collectivism. To demonstrate that federalism was superior to 

administrative consolidation, Ostrom (1969) conceived of competitive governance as a 

pattern of quasi-exchanges conducted by collective units. Small democratic collective 

entities self-determine and conduct exchanges with each other. He constructed his model 

within neoclassical economics and with Wicksell (1958) as a source of inspiration. In 

Ostrom's view, governance was a phenomenon of the public economy modeled as an 

exchange between collective units with the public as buyer and the public as seller.  

Ostrom presented the system of competitive governance as a pattern of special kinds of 

exchanges with special kinds of goods. Collective exchanges are made with public goods. 

Because Ostrom did not see how to reduce the allegedly special phenomenon of public 

economy to anything else, he enlisted competitive governance as a polycentric system 

alongside market, precedent based law, and science.  
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We reach the same outcome the same outcome Ostrom has: competitive governance is 

superior. But we do so in a way fully consistent with methodological individualism. We 

decompose competitive governance at a level at which we do not need to speak of quasi-

market or exchanges between collective entities. These concepts are charged with 

unrealistic assumptions. Moreover, the phenomena Ostrom referred to as quasi-markets 

also fail to solve public good problems (Boettke, Coyne, Leeson 2011). 

In our view, governance systems are ecologies of individual associations among which 

market associations, precedent based associations, and political associations. Sterpan and 

Aligica (2015) already showed that a successful system of governance must include 

market associations, especially market associations for legal services. Also, there will 

always be associations seeking to coordinate on precedent based legal resolutions. This is 

because decision makers and participants to those associations, seek the rulings to be 

stable, and so, seek to integrate them in a network of past settlements. In addition to these 

associations, a governance system must also include political associations. Sterpan and 

Wagner (2017) already showed that political associations in the form of leaders-follower 

relationships are irreducible to exchanges and always present in a social system. They 

must be included in any real phenomenon of governance no matter how competitive. An 

argument can be made that a competitive governance system also includes scientific 

associations in its composition. Competitive governance systems are not sustainable 

without a public discourse specialized in discussing institutions critically.  

These two methodological changes to polycentricity theory, economic calculation and 

methodological individualism, are constructive changes for polycentricity theory. Ostrom 
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did not have the same methodology, but he would consider this development useful. The 

research outcome from this decomposition is that we see the reason why governance 

systems with a high ratio of political associations to market, precedent based, and 

scientific associations perform poorly. Political associations do not give rise to 

superstructures which coordinate and integrate knowledge. The protocols of interaction 

describing the associations within what would be the infrastructure, are volatile, 

ambiguous and secant. This is why they have been unable during the long course of 

evolution to give rise to an informational superstructure. Political networks of association 

do not form a polycentric subsystem within the composition of governance like the other 

subsystems we studied.  

We argue that political associations perform a useful coordinative function when the 

subsystems within the ecology of governance are in crisis. We also argue that in normal 

times, a governance system which defers tasks from its genuine subsystems to its 

networks of political associations, will perform poorly.  

Ostrom's insight about the superiority of competitive governance also needs a precise 

reformulation. Successful competitive governance systems should rely heavily on 

markets and precedent based law not because market agents compete or because judges 

compete. Political agents also compete for leadership. What matters is the quality of 

competition. Successful competitive governance systems are successful because they 

incorporate subsystems whose competing decision centers spontaneously build an 

architecture which integrates dispersed knowledge.  
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Making Ostrom’s polycentricity theory consistent with the economic calculation 

argument and methodological individualism is a conceptual effort. One implication at 

that level is a use of the term “competitive governance” that discharges it from suspicions 

of methodological collectivism and that central planning is practicable. Competitive 

governance systems are simply systems with a low ratio of political associations relative 

to market associations for public goods and precedent based legal associations.  

All governance systems are decentralized 

In this section, we make polycentricity theory consistent with the research outcome that 

what looks like monocentricity must be something else. We show that there is no such 

thing as monocentricity, and so, the relevant choice is not in terms of monocentricity 

versus polycentricity, or centralization versus decentralization. We must forge a new 

understanding of the concept of polycentricity that moves the accent from whether the 

decision centers are one or many, to the kind of connections between the independent 

centers, which are always many. 

In the 1950s Michael Polanyi and Vincent Ostrom used the notion of polycentricity to 

denote the feature shared by market, science, common law, and competitive governance 

that made them successful. They contrasted polycentricity with monocentricity. Simply 

put, they said independent decision centers in a social system mutually adjust to produce 

order. This is useful, but it leaves open what exactly is being mutually adjusted and how. 

If we knew what exactly is being adjusted then we could also answer how functional 

interdependence is achieved. We propose that what is being mutually adjusted is 

knowledge. All social systems solve problems, and successful systems solve problems 
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successfully. To solve those problems, systems must pool and assemble initially dispersed 

knowledge.  

The operation of the market system in terms of knowledge use is familiar to economists. 

In the market, two aspects of knowledge need to be utilized: knowledge of valuations and 

knowledge of how to respond to those valuations. Mises (1991) looked at the knowledge 

of valuations present in a system. Hayek (1945; 1968) looked at the knowledge needed to 

respond to them. From both angles, they showed that a system must have some 

polycentric initiative if it is to work at all.  

Mises (1949) argued that if dispersed agents lacked the right to freely exchange capital 

goods, neither planners nor anyone else would observe the preferred rates of exchange 

between them. Without revelation of relative preferences for one capital good over 

another, planners and everyone else would allocate capital in ways uncorrelated to what 

individuals valued at the time. Without polycentric initiative to trade, the system could 

not use knowledge of preferences. Given the variety of capital goods and of their multi-

specificity, the level of misallocation and waste would be too great to allow subsistence. 

The system would collapse. But if central planning is impracticable, then we cannot find 

it at work at that scale in the real world. If we cannot find it in the real world, then the 

difference between systems relevant to their performance must be stated somehow else 

than in terms of monocentricity versus polycentricity. There are no monocentric systems. 

The difference in the systems we observe in the real world must reside in the nature of the 

connections between decision centers.  
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Hayek showed that even supposing central planners knew individuals’ preferences, they 

would still need to collect the knowledge to satisfy them, which is itself encapsulated and 

dispersed in many subjects (Hayek 1945; 1968). The planner could not pool and integrate 

this nonexplicit knowledge. Tacit knowledge is still knowledge because so long as 

individuals can cope with situations, then they know what they cannot articulate, 

communicate and even identify correctly when prompted. And certain abilities are not 

communicable by their nature (Ryle 1945, Hayek 1945, Polanyi 1998). Examples of 

inarticulate knowledge are in the ways an individual is conducting a certain kind of 

research (science), in ways to carry business plans through unspecified circumstances 

(market), in fine tuning others' behavior to rules and arbitrate conflicts (common law), or 

in how to rally followers (politics).  

Some of the tacit knowledge is embedded in tools. Pieces of capital are congealed 

activities, tools, recipes, routines, technologies of conducting activities (Potts 2003). 

Some of these tools are the spontaneous product of individual assemblies of actors. The 

problem with collecting knowledge at the center is that individuals on the ground are not 

able to codify their knowledge uniformly, which is required for it to be collected and 

processed by a central unit.  

Decodification of a central objective into the local knowledge needed to achieve it is also 

impossible. Suppose the central planners know what needs to be done. The planners 

would state their objective. The same kind of objective still requires different ways of 

manipulating different objects in each context. The source of inspiration for the general 

objective is in many successful past local operations. What looks like general technique 
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which only needs to be applied, is a narrative which cannot be further applied to new 

local circumstances. What looks like a central plan, said Polanyi (1998, 165), is a 

“meaningless summary” of many plans dressed up as a single plan: “It is as if the 

manager of a team of chess-players were to find out from each individual player what his 

next move was going to be and would then sum up the result by saying that the plan of 

his team was to advance 45 pawns by one place, move 20 bishops by an average of three 

places...”.  

The central objective looks like a task but it is in fact not a task. It is simply a name for a 

macro similarity which comes to be exhibited by many tasks which look very different 

from each other. Individuals are unable to write the algorithms for the applications by 

simple deduction. Take the example of promoting wind power (Wagner 2011, 16). To 

promote wind power in South Carolina, individuals need to act on different particular 

objects arranged differently than those promoting wind power in Oregon. Society's 

surface is coarse with heterogeneous social relationships which define problems and the 

solutions which are always local, and which cannot be made explicit in a sufficiently 

detailed and timely manner. After observing what entrepreneurs do in each of the two 

American states, I could make a summary but that summary would not be enough to 

ensure success to future entrepreneurs – the people who actually solve the problems – in 

either Oregon or South Carolina. The initiative of a general objective can be central but 

not the initiative for each of the steps which must be taken to achieve it.  

A central plan would need to be stated as an algorithm involving large collections of 

interacting data. When putting it in practice, the steps of the algorithm would leave an 
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interval which individuals would fill with self-motivated action. The central plan would 

need to be changed at every step to respond to unpredictable individual reactions to the 

previous step and to other individuals' reactions to that reaction. This makes large scale 

plans impossible. The way assembly scale problems are actually solved is by the 

integration of knowledge manifested in action by self-motivated individuals. Individuals 

are spontaneously lead to follow rules which assemble them in systems and makes them 

functional parts of a spontaneously evolved architecture. Individuals assemble in a way 

that their actions produce a rational whole (Hayek 1969; Gigerenzer 2008). Only such 

spontaneous assemblies solve social-scale problems.   

Knowledge, in the form of expectations, is also initially contradictory. The market system 

utilizes contradictory knowledge in the process of equilibration. In the market process, a 

parallel-processed reconciliation takes place timely due to the system of profit and loss 

(Hayek 1945; Kirzner 2013). A and central planner is impossible. A conscious 

reconciliation of contradictory knowledge by a conscious arbiter would take a long 

bureaucratic investigation. By the time the investigatin would reconcile some pieces of 

knowledge, the result would be made obsolete by the development of other pieces. The 

designed process would pass too many opportunities to economize. 

Paul Craig Roberts (1969) understood that real world countries advertising themselves as 

central planning economies must have been polycentric networks. Managers of socialist 

enterprises were in fact part of a decentralized assembly of economic decision making. 

Once the plan was formulated, directives received from the so called central planning 

board, left room for many local interpretations, and so, each manager was choosing the 
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interpretation which suited them better. But the central planners were also heavily 

drawing on managers' suggestions when they were formulating the plan. The source of 

authority was in fact decentralized and was to some extent tracking the division of 

knowledge.  

The difference from capitalism was that managers were seeking rents to take advantage 

of the political power enjoyed by central planners. Real world governance systems 

advertising themselves as command economies were rent seeking societies. Pressure 

groups across industries competed with each other to increase their own nominal output 

and so their budget share (Niskanen 1968). From their monopoly position within their 

own industry, they would restrict output and raise price to acquire non-monetary rents 

from consumers (Tullock 2005; Anderson and Boettke 1997; Boettke 2001). But these 

systems' rent seeking character did not make them less “polycentric”, said Roberts, 

meaning that these systems are still decentralized and thy did use divided knowledge to 

some extent.  

If all systems are decentralized, then, to explain the relative success of some over the 

others, we must look into the differences in connections between decision centers. The 

rent seeking nature of these systems' institutions (type of connections) decreased 

knowledge inputs and knowledge transmission. Because capital was not openly alienable, 

it was not alienated to those who could made good use of it. The network of capital users 

was not open. This constraint on entry in the network of economic decision makers 

decreased the amount of knowledge inputs. Sure, planners made use of some of the 

managers' (at the same time the effective owners) knowledge on how to use capital. They 
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knew where to find them. But in the absence of open auctions, managers did not know 

where to find potentially better capital users than themselves. Constraints on entry are 

constraints on knowledge inputs. Rent seeking systems also suffer from poor knowledge 

transmission. Managers did barter. But due to price controls, and an absence of 

comprehensive monetary prices managers did not know quickly enough what all other 

owners wanted more and when.  

The knowledge integration process is always polycentric, both at the social level, and at 

the intraindividual level. At the intraindividual level knowledge integration is not a matter 

of a summary consciously made by a center of reflection. The pooling of knowledge for 

an individual task is not a conscious, centrally lead investigation. Polanyi (1998) 

described an individual's knowledge as a spontaneous aggregation of subjective clues into 

a focal whole. Even when the focal whole is accessible to introspection and observation, 

the intra-individual clues integrated in that focal whole are hidden from the reflective 

self, and so is the process of integration. We can manipulate representations in ways 

which we cannot articulate. The individual cognitive system consists of separately 

evolved and mutually incongruous set of cognitive routines, each stimulated by different 

sets of elements in the environment and generating separate contents. Each of these 

routines have their way of framing “the” problem. The heterogeneous, independently 

evolved intra-individual cognitive routines are geared to react to various elements in the 

environment. Multiple instances of content fixations or drafts compete for dominance in 

an individual's cognitive system as a whole. Knowledge at the intraindividual level 

(which is being integrated at the individual level) has the same initial attributes: tacit, 
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circumstantial and contradictory. These contents get reedited at the system level in 

retrospect, in light of all the others, but this does not mean a reflective self is controlling 

the editing process from some privileged standpoint (Dennett 1991). And of course, no 

intraindividual cognitive routine contains the whole reasoning process. The individual 

solves the problem as a spontaneous assembly of drafts, not as an agent with a central 

initiative and viewpoint. 

Individuals' cognitive functions communicate directly with the outside social 

environment, so the landscape is always vastly polycentric. Monocentricity is simply not 

there to be studied by the social scientist. Individuals' cognitive functions did not evolve 

to serve the individual directly. Experiments have shown that when individuals are asked 

to use their costly apparatus of abstract reasoning, all they do is reinforce their initial 

intuitions (Nickerson 1998). What is the evolutionary point of equipping the individual 

with a costly apparatus if all it does is reinforce individual's bias? If we consider the 

individual in isolation, we are forced to admit that the costly cognitive ability of abstract 

reasoning evolved to perform a redundant task, in other words, that a costly ability has no 

evolutionary explanation. Mercier and Sperber (2011) solve the puzzle by showing that 

the direct role of individual reasoning is to aid in the cognition of the social system. 

Reasoning first enables a group-level cognitive function and improves individual welfare 

indirectly. Given the possibility of working in assemblies, individuals' reason evolves to 

enhance communication and social interaction. Given assemblies, individuals can benefit 

massively on others' help, on accurate information provided by others, but are also at risk 

of being manipulated. In these conditions, our individual reason evolved to 
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simultaneously provide a self-biased argumentative capacity to convince others to trust 

us, and an epistemic vigilance against being deceived. What appear to be imperfections 

for the individual, are prerequisites of division of labor enabling overall system 

rationality. If so, then Gigerenzer and Selten's (2002) research on the imperfections of 

individual rational capacities gains new support. They showed that individual cognitive 

functions serve the individual in most common situations, given the kind of environment 

to which we have adapted. Now we see these capacities serve the individual by first 

serving the social assembly which embeds the individual.  

Once we reject the dichotomy of monocentricity versus polycentricity as meaningless, we 

are only left with comparisons between decentralized systems. We choose to preserve the 

name “polycentric” for those systems whose decision centers achieve high degrees of 

order by their mutual adjustments. Along with the name we can also preserve many of 

Ostrom's important insights. The degree of order depends on the kind of connections or 

associations between decision centers. We shall investigate that quality consistently at the 

level of connections between individuals. Ostrom's analysis was not fully consistent with 

this methodological choice.  

Systems should be described in terms of connections between individuals 

In this section, we reformulate polycentricity theory to be reformulated in terms of 

individual associations. We show that collectives do not choose; and because collectives 

do not choose, a model of competitive governance made of exchanges between collective 

units is merely metaphorical. This part of Ostrom's model needs to be replaced with a 

realistic account under the strictures of methodological individualism. 
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Ostrom's interest in market, science, and common law is secondary to his interest in 

governance. In spite of governance being a public good which could not be produced for 

profit, governance still had to be “more polycentric” by emulating the success of 

polycentric systems (Ostrom, Tiebout, Warren 1994, 145; V. Ostrom 2002, 69). But if 

polycentricity is only about the quality of connections between centers (as we have 

shown it is), it is unclear what “more polycentric” means. It does not mean to 

decentralize decision to many centers, because that is always the case anyway.  

In what follows we want to elucidate the quality of connections while keeping under the 

stricture of methodological individualism. We presented market, science, and common 

law as systems of associations between individuals. We wish to keep the analysis of 

competitive governance under the same strictures. 

Ostrom did not. As an embodiment of his ideal of polycentric governance he proposed a 

quasi-market model of governance (Ostrom, Tiebout, Warren 1994; Ostrom and Ostrom 

1994). In this view individuals are only able to provide and enjoy public or collective 

goods by associating in public or collective units. Taken together, individuals become 

collective consumption units and collective provision units. Public expenditure is an 

exchange between a consumption and a provision unit (“we buy it from ourselves”). The 

quasi-market governance system becomes an assemblage of partly overlapping public 

good provision collective units and public good collective consumption units compete 

and cooperate (Ostrom, Tiebout, Warren 1994; V. and E. Ostrom 1977). 

Public provision units collect tax-prices from members of the public consumption units 

they serve. But the multiplicity of units with partially overlapping jurisdiction ensures 
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easy entry and exit. Easy entry and exit attain a close to unanimity principle (Wicksell 

1958). They also reveal value. Machinery for painting city stripes seems to be used more 

efficiently on a large scale than garbage collection. On the other hand, a large scale a 

political unit makes its members victims of management costs and injects unwanted 

third-party interests (V. Ostrom 1991, 159). 

The market part in quasi-market models of governance resides in the contract concluded 

by a consumption unit with a provision unit. It also riseds in individuals' ease of exit and 

entry in such units (an exchange between the individual and the unit). The non-market 

part resides in the constraint that membership in the group of decision makers (the 

provision unit) is conditioned by membership in the consumption unit. If the service is 

territorial – as governance is – then the condition of membership in the consumption unit 

is equivalent to residence. This is a non-market capture. 

In the quasi-market model, the problem which public authority solves is under-provision 

of public goods (due to free riding). Exit and voice are supposed to solve of over-

provision (externalities). Competition between public provision units makes them re-

bundle public services with public disservices, redefine boundaries of public units or 

invent new districts and professional associations until each collective unit reaches it 

optimal scale in regard to each public good (V. Ostrom 1994, 151). The solution to this 

pair of problems is a scaling, where each public service and its tax-price falls on its own 

“public” (its own collective consumption unit).   

But the non-market part of the quasi-market model is larger than this model suggests it is. 

Even in districts as small as a few thousand people exit is not easy, voice is not informed, 
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and not effective. Natural technological constraints on communication (Jouvenel 1961) 

and technical organizational constraints (Michels 2001) make it so. Both constraints are 

inescapable consequences of the scarcity of time.  

First, we can only listen to one person at a time, for a limited amount of time. Some must 

enjoy priority (Jouvenel 1961). If the problem is to determine who enjoys priority, then 

we have the same problem at another level: the collective cannot act to decide who 

enjoys priority. Because an exchange of intentions is precluded in an assembly of 

thousands, people cannot as a matter of natural fact participate in collective decision-

making side by side. What actually happens in large collectives is that those who are self-

motivated make a motion first, walk in front, put forth the proposition, and whoever is 

there to listen responds with yes or no. In elections, the "elector" does not himself select 

but only approves or disapproves of the candidate already selected by other self-selected 

and self-motivated de facto leaders (Wieser 1983, 39). Decisions binding on large groups 

come about with the large majority merely saying yes or no, and, due to time pressure, 

eventually, yes.  

Second, designing the coordination of a few thousand people involves full time salaried 

officers specialized in coordinating others' efforts. These full time salaried officers 

deepen their specialization. Any dispute between public authorities and common citizens 

quickly becomes unequal (Michels 2001). It is a dispute carried out by specialists who 

are as a matter of fact able to employ public and private resources to the purpose of 

winning the dispute, against non-specialists who only employ private resources.  
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If these considerations are taken seriously, we cannot believe in democratic group self-

determination or in democratic units conducting exchanges with each other.  We cannot 

work with representative agents when members' utilities vary differently with 

management's action. Some members are positively and some are negatively affected and 

nothing reveals how much they are. A group has a utility function, and therefore can be 

said to act, only if its members' utility varies in the same way with the action performed 

those people who act in its name (Wagner 2016, 134). The quasi-market model becomes 

unrealistic. In the real world, such democratic groups are slow at utilizing knowledge of 

preferences and knowledge of how to attain them. The problem of quasi-markets is that 

authorities in charge of collective units use their space of discretion to place restrictions 

on commercial provision of public goods and to subsidize their own supply of public 

goods. By lowering the price, they further crowd out commercial supply.  

Can we find alternative mechanisms that perform better? One obvious route is to defer 

the problem of governance to the market system and precedent based system. As a matter 

of principle, commercial agents provide public goods on every transaction. Because 

circumstances change continuously, all exchanges are different. All transaction initiators 

first establish a secure channel for the transaction. The channel is established regardless 

of whether the addressee will take the offer addressed by the initiator. That is a public 

good for the addressee. Is the addressee taking a free ride? Yes. But the point of this 

argument is that free-riding is present in all markets anyway. 

Deference to market in the case of public goods means removing non-market constraint 

of consumption on shareholders. A democratic group becomes a commercial group. 
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Unlike democratic groups, a commercial group can self-determine and make exchanges. 

Shareholders of publicly held, for profit corporations, buy and sell shares without facing 

the restriction to consume the bundle of goods provided (Wagner 2016, 50; 136). Malls 

and hotels provide public transportation and public security to their patrons (Wagner 

2013). The commercial group of owners is a different group. Following a management's 

action, members of a commercial group face lower costs of revealing their valuation of 

the manager's actions by buying or selling shares. Members transparently stand behind 

the action or punish it. Deference to market gets us closer to the Wicksellian principle.  

Can all governance be deferred to market? No. In practice, there will always be operators 

in an extralegal space who will find it in their interest to provide wide swaths of public 

goods bundled with public bads. Markets operate only when the rules of property are 

clearly applicable, but rules have limits of application. Because the world is open, there 

will always be a space for exception to rules. Individuals understand this and acquiesce to 

other individuals' holding positions of discretion. That space of exception is a space of 

discretion to decide property rights ad hoc (Sterpan and Wagner 2017). Those decisions 

will provide bundles of public goods and bads. Sorting the good from the bad will be a 

matter of speculation, because political networks would have dislocated the commercial 

networks which would have constituted the only means to measure the value of those 

actions. But intuitively, some amount of public goods still springs from the political 

network.  

It is hard to see how the market part of the model of quasi-market governance resists the 

objection from the discretion of the self-appointed. Those with the de facto power to do 
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so will place barriers against individual entry and exit. Political discretion undermines 

democratic group self-determination. It gives exchanges between collective units a 

metaphoric outlook. Instead of using metaphors about self-determined democratic 

groups, we can try to see the fabric of the social phenomenon of governance in terms of 

individual associations. And instead of inventing a pattern of competitive governance 

which works when the problem of discretion (the problem of the political) is assumed 

away, we can try to describe the fabric of competitive governance as inclusive of them. 

The fabric of competitive governance systems  

We suggested that the question left for investigation is the kind of connections or 

associations between decision centers that are responsible for systems' performance. The 

level of investigation is that of associations between individuals. We now propose that 

real world governance systems include at least science, market, precedent based law and 

political associations in their composition. What is remarkable about the first three kinds 

of associations, is that they are not merely loose networks, but that their assembly forms 

subsystems with a special capacity of aggregating dispersed knowledge.  

These systems are dynamic, not ideal static patterns. We wish to see how these systems 

work, not what they would look like after they have done work. The way they work is by 

generating and transmitting knowledge across two levels: its infrastructure and 

superstructure. Knowledge is produced by interactions in the base, projected onto and 

transmitted along the superstructure. The infrastructure is the network of associations 

between participants who contribute their local knowledge to the system. The emergent 

superstructure is a publicly accessible, shared information network. It emerges 
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spontaneously on participants' associations, provided they follow certain rules of 

association. 

 

For the market, that superstructure is the price network; for science, the bibliographical or 

citation tree; for law, it is the network of judicial summaries and referrals. These 

spontaneously emerged superstructures are public goods. Their emergence and 

accessibility are facts of nature which can be taken advantage of at low cost. This is what 

makes these systems very powerful tools compared to any system we can collectively 

design of that scale.  

 

What are the specific rules of association between participants which describe activity in 

the infrastructure? A market system's rule of association is private property. Exchanges 

are impossible without it. The defining rule of association in the scientific network is 

publicity (Solcan 2012, 138; 149). Publicity is the rule of keeping the research outcome, 

the data used and the steps in the data-processing procedure transparent and inviting to 

inspection. The defining rule of association within the precedent-based legal system is 

consistency with past precedents.  

Private property, consistency with precedent, and publicity enhance knowledge 

production and transmission. The knowledge production aspect depends on open entry 

and residual claimancy on novel knowledge inputs. Associations by these rules have the 

spontaneous function of building a cultural superstructure, a platform of connected units 
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of information which enhance long distance transmission among anonymous users.  

 

Scientific associations: the rule of publicity and the emergent citations tree  

The protocol of association describing scientists' assembly which describe their 

infrastructure exhibits a pattern of “publicity” regarding the data they use and the data 

processing procedures. This assembly gives rise to a public record of citations and 

references. This is a superstructure or a map which helps us trace the research outcomes 

we need. We discuss science as yet another intuitive illustration of a polycentric system 

but this is not the only reason we discuss it. Scientific associations must also be there in 

the composition of a competitive governance system. The protocols of association 

between scientists provide an important part of the public discourse. No competitive 

governance system can survive without a network of public discourse specialized in 

discussing institutions critically.  

Polanyi realized that planning science was impossible for the same reason that planning 

economic production was. We cannot uniformly codify and centralize the knowledge 

needed to advance science. That knowledge is made of scientists' subjective flows of 

half-conscious surmises, assortment of private clues, their loose system of intuitions 

which cannot be formulated in definite terms, their personal outlooks in constant revision, 

which can be transmitted only and very imperfectly to collaborators (Polanyi 1998, 63).  

In the market, entrepreneurs compare the price of tin to the cost of those activities 'only 

they know they might be able to conduct'. We cannot plan the kind of entrepreneurship 

which will work. It is the same in science. Philosophers of science had a hard time 
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finding a unique scientific method. Successful science belies past patterns (Feyerabend 

1993, 14-19). Science is a collection of heterogeneous enterprises. Scientists are 

entrepreneurs who devise tests to show that something rather than something else is an 

answer to a question. Their tests are ingenious, they do not have a imposed method. Any 

certain scientific method is merely one example of entrepreneurship. 

There is no universally valid description of the objects that markets in general are bent on 

producing. Nor can we define the general objects of scientific study.  If we say that 

“science is the study of these objects”, then we posit those objects and impose a 

preconception of reality on scientific activity. Polanyi would call those objects 

“meaningless summaries” of what science has studied thus far but without useful 

practical application from thence on. The insistence on “the method” of science, and the 

insistence on “the object” of science, are versions of the idea that we can centrally plan 

science (Bartley in Radnitzky and Bartley 1993, 207). We find remnants of the same idea 

in expressions like “the scientific community”. Communities are communities of 

objectives and plans. Scientists do not have such things in common. Just like market 

participants, they merely form an assembly of individuals connected by certain protocols 

of association (Ostrom, Tiebout, Warren in V. Ostrom 1991, 137). 

Rather than the study of certain objects, it is better to consider science as a peculiar way 

of answering questions (Solcan 2012, 138).  “to see the answer to that question one 

should proceed in this way”. The reason for believing an answer resides in the nature of 

that impersonal way or procedure. The reliability of the procedure is a consequence of its 

openness to tests and resilience to them. Anyone can reproduce the steps of the procedure 
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and check whether the research outcome really follows from those steps. Science is a 

protocol of association open to all individuals who devise tests to show that something is 

an answer to a question, and individuals who devise tests to test those tests. This protocol 

of association between scientists is publicity (Solcan 2012, 149): having the question, the 

data, and the data-processing procedure open to tests or inviting to criticism. Science is 

institutionalized scepticism (Merton 1968, 601; Solcan 2012, 176).  

Since publicity is the rule describing the associations in the infrastructure, scientists are 

transparent about using others' research outcomes when they assemble their intellectual 

enterprise. They openly refer to those existing outcomes. References develops a publicly 

accessible record of citations in a public language. That network of citations constitutes a 

map of existing research outcomes. This map (superstructure) integrates information on 

how they integrate or cohere with each other, on where to proceed if interested to learn 

the answers to a question or to test the answers to a question. We can easily trace the 

developments of research topics.  Due to the tacit dispersed nature of knowledge to 

advance science, we cannot design it. We can only have the map when scientists follow 

the protocol of publicity in their associations. 

 

Market associations: the rule of private property and the emergent price network  

If an assembly of associations (infrastructure) exhibits a pattern of private property, it 

gives rise to a price network. The price network is the market's superstructure. It is an 

easy guide to doing what is valuable.  
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We can use Hayek's example of tin supply to see how the price network summarizes the 

knowledge present in an assembly of agents to solve a problem. In a market system with 

publicity of supply, when a particular tin supply disappears somewhere, the demanders of 

that source move to a remaining supplier. If the system permits money auction and 

protects it from interference from other modes of competition, these new demanders 

compete with existing demanders in the new place. If the system has a medium of 

exchange and permits money auction, the highest bidder conducts a transaction at the 

new price. This price is a piece of information emergent on interaction in the base level. 

If participants to the transaction allow this to be seen by others, these individuals will 

compare it to other pieces of information accessible to them. They will allow it, because 

they want more customers. The new piece of information has now been projected into an 

informational network.  

This information is used by demanders who do not value tin as much as existing 

outbidders. They will divert their resources into purchasing tin substitutes for their 

projects, leaving tin for those who find it harder to substitute it. The market system thus 

helps economize all those who can economize. The problem of short supply is prevented 

to grow.  

If the system allows free entry and residual claimancy, the same information is used by 

profit seeking entrepreneurs across the system. Entrepreneurs compare the price of tin to 

the cost to them of those activities only they know they might be able to conduct. At this 

point the new piece of information has been integrated into an informational network. If 

the new price is greater than those activities, entrepreneurs will divert resources from 
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other uses toward supplying tin. They put their plan to the test. For as long as it succeeds, 

more tin will appear somewhere else and the problem of supply falling short of demand is 

corrected. When associations in the infrastructure are such that these conditions obtain, 

the problem is prevented to grow. It is also corrected because an informational 

superstructure or panel arises to indicate all problems to all who might solve them. 

There are many "ifs" pertaining to human association: publicity of supply, medium of 

exchange, protection from interference with auctions, publicity of price, free entry, 

residual claimancy. Each of these concepts reduces in one way or another to the 

requirement of private property.  

But conceptual unpacking does not give the practical recipe to enforce private property 

across the system. To say that the government needs to enforce private property is not of 

practical use to the people who need to concretely enforce it. Polanyi would call the 

central plan of enforcing private property a “meaningless summary”. To put this 

institution into practice we run into the difficulty of knowledge decodification we 

mentioned in the section about the impossibility of planning. Just like promoting wind 

power, promoting private property is a macro objective which still requires different ways 

of manipulating different objects in each context. Promoting private property is a name 

for a macro similarity which comes to be exhibited by tasks which in practical terms look 

very different from each other. A central planner cannot plan to achieve this because the 

promotion of private property in two contexts of association requires actions that look 

very different from each other. Private property is itself a macro pattern exhibited by 
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micro-level associations. The algorithms for these associations cannot be specified in 

advance.  

The promotion of private property is only meaningful as a macro guide from the 

perspective of local agents. Local agents establish their protocol of interaction through 

trial and error guided by the macro objective like private property.  Whatever micro level 

actions cause that pattern to form and describe the infrastructure in broad terms, are the 

actions which give rise to the price vector.  

The fabric of governance must include market associations. No system survives without 

exchanges. All the exchanges conducted by people acting as nominal representatives of 

others (which V. Ostrom codified as exchanges between collective units), are still 

exchanges. In Parliaments, the non-commercial exchanges made with other people's 

rights, at their net expense, and without their understanding, are still exchanges. Net 

benefit exchanges with bundled public goods conducted by commercial groups, 

following the template of malls and hotels, are of course, exchanges.  

The quality of governance depends on the reach of such commercial associations into the 

selection of governance services (rights or rules). On an open market for rules demanders 

of rules act as a selection mechanism for the rules provided by competing suppliers. 

Because we know of no other mechanism able to track valuation than market exchanges, 

somehow a market for rules must be behind the efficiency of a legal system. This 

mechanism could be the historical explanation behind the West's economic development 

(Sterpan and Aligica 2015).  
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Precedent-based legal associations: the rule of coherence with precedents and the 

emergent network of judicial summaries  

The protocol of association in a precedent based legal system is coherence with 

precedents. Publicity of rulings and connections with past rulings gives rise to a public 

record of judicial decisions and summaries. This network of references is a valuable 

informational superstructure which enable judges to connect to precedents and 

participants to anticipate future resolutions. 

The basic insight of economic analysis of law was to present law as a set of economic 

goods: rights over various uses of resources. How are these goods produced and 

distributed? Disputes over the use of resources occur naturally. During disputes, parties 

come to understand how they want to specify rights, to identify “the parts of a bundle”. A 

legal specialist might help one of the parties, or both, to do so. They give rights a clear 

formulation. This is how legal goods are produced.  Once they are produced, then a 

question of distribution arises.  

If the law is made of economic goods then the analytical ground is clear to apply the 

economic calculation argument. Can a central planner produce and distribute these 

rights? No. The precedent based legal system handles two kinds of knowledge: 

knowledge about how to “produce” rights (how to specify rights and to identify the parts 

in a bundle) and how to distribute or to whom to assign them. Both kinds of knowledge 

are initially dispersed. It is not surprising that judges have been using plural and 

incommensurate criteria for distribution in their rulings. The heterogeneity of these 

criteria is due the heterogeneity of circumstances, including stakeholders' interpretations. 
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Interpretations cannot be codified uniformly, because people hold irreconcilable views. 

The planner cannot collect this knowledge and straighten it out for general application. 

Again, we meet Polanyi's “meaningless summaries”.  

What the planner can do is set a decision with a strong hand. There are two problems 

with that. First, valuations. Without exchanges, too many assignments will be made to 

parties who do not value those rights as high as other parties. Sure, according to Coase, 

the market will take over these distributional / assignment errors to correct them as long 

as the assignment is clearly defined. The problem is that the planner cannot clearly define 

property rights in a way usable on the ground. The knowledge needed to define property 

rights in each case is connected to local circumstances, local activities, local 

interpretations. Alternatively, the assignment can be clear, but prevented from 

modification by markets. This is the case with nominally national or collective rights. In 

either case, the centralized system would collapse under so much inefficiency. 

If the central planner cannot produce and distribute rights, then “legislation” is 

impossible. Ruling from the center would be impossibly inefficient, and so, 

impracticable. We must abandon the debate legislation versus common law as 

meaningless, since legislation is impracticable anyway. What P. C. Roberts saw it must 

had been the case with the Soviet Union regarding capital goods, we can see to be the 

case with legal goods: Congress may look like a locus of centrally planned legislation but 

whatever it is, per knowledge arguments it cannot be that.  

Realistically, Congress is a hub in a large network of transactions (Wagner 2016, 125). 

Participants in this network produce (formulate) and trade nonparticipants' rights. 
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Nonparticipants' rights are de facto participants' rights to produce and trade, but these 

transactions mainly affect those who are not active participants to the transaction.  

There are more than one people involved and specialize in legal matters, or matters 

deciding rights. The people involved who specialize in the production and distribution of 

rights, are in competition for business. In common law system, these people have a 

transparent business. They are the system's judges. To keep their business, judges seek to 

give stable rulings. When past rulings are public, as they are in a common law system, 

stability depends on a backward-looking element (coherence with precedents) along with 

a forward-looking element (forecasting). A judge seeking to give a stable ruling 

anticipates whether the ruling is stable. This is the forward-looking element of 

entrepreneurship involved. Judges also use the guidance of past. They see which rulings 

for those cases have stood the test of time and look to make their ruling consistent with 

them. Past rulings are there to be seen because judges who wanted their decision to be 

stable, had an incentive to make trials and decisions public to show all stakeholders that 

they do their best to cohere with past precedents, and to attract other business. 

Presumably, parliamentary transactions have opposing incentives to make their true deals 

opaque.  

Stable means neither just nor efficient. To be stable, a ruling must also be efficient only in 

systems where pairs of litigants have easy recourse to alternative judges. This is not the 

case with Parliaments but it is with common law systems.  

In common law systems, the judges who do not produce efficient distributions, impose a 

higher opportunity cost on pairs of litigants. These pairs of litigants are more likely than 
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other pairs to work their way to a reversal, which is exactly what judges want to avoid. 

Since the pair's joint opportunity cost of accepting the decision is higher than the joint 

cost of those pairs who enjoy efficient distributions the first time, they will invest greater 

resources to take their case somewhere else. Thus, the invisible hand forces common law 

judges seeking stable rulings to simultaneously give efficient rulings. To some extent this 

is what happened historically in the Anglo-Saxon common law system (Priest 1977). The 

pursuit of stable rulings leads to efficiency only in a system with easy access to 

alternative distributors of rights. 

Because each case is different in its circumstances, the network of judicial summaries is 

always enriched by legal entrepreneurship. Given the initial heterogeneity of rulings' 

summaries, the best a judge can do to achieve stability of her rulings is to attempt to 

integrate her own decision in the superstructure and place it in accord to many sides of 

many precedents.  

Both kinds of knowledge, how rights should be defined and to whom they should be 

assigned (production and distribution) become codified in the record of precedents and 

their summaries. This is a superstructure to which anyone can connect at low cost 

emerged spontaneously in a system with availability of many judges. That mere 

availability forces a protocol of coherence with what is stable for the associations 

between legal workers. 

The fabric of governance must include “legal associations”. We have defined these as 

relationships between litigants and legal specialists who specify and distribute rights 

following a protocol of coherence with precedents. Producers of rights and distributors of 
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rights seek stability and, for fear of reversal in a system where they are a small part and 

litigants have recourse to alternative judges, they must attempt to make their rulings 

cohere with the network's precedents.  

 

Political associations: unstable and secant rules cannot give rise to a superstructure 
 

Political associations must be included in the composition of governance. But in contrast 

to the other three, political associations do not feature a uniform protocol of interaction, 

and do not give rise to an informational superstructure. The network of political 

associations does not even form a system.  

The political resides in the space for discretion. All systems have a space for discretion 

because actions are not predetermined but bring some amount of novelty. The precedent 

based legal system has its own space of discretion. In a common law system, a small 

innovation in property rights or a small extension of a concept brought by a judge has a 

small discretionary aspect. But that action is still legal and not political because it is 

based in the network of past results. Both the forward looking entrepreneurial element 

and coherence with the past are present in legal associations. Only if we drop that 

coherence, we are dealing with political associations (Jouvenel 1963, 152).  

Entrepreneurship in property rights is primarily political only when the forward looking 

discretionary element is prominent. Judge William Douglass's 1972 opinion that trees 

have independent legal standing illustrates a disconnection of the concept of legal 

standing from the network of precedents. While ordinary judges fear that partners to their 

associations might seek recourse to alternative distributors of rights and reverse their 

decision, Judge Douglass had a captive pool of subjects. This was made possible by the 
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institution of the Supreme Court itself, whose position of ultimacy crosses the border 

from the legal realm to the realm of politics. The institution of a Supreme Court is outside 

of the precedent based legal system.  

The market system also has its own space of discretion. We can find discretion even 

between business partners, in groups as small as three people. Donald Trump (2011, 72-

82) reports how deals are successfully concluded when business partners who would have 

expressed veto rights to a deal are not present on site to express it. After the fact, the 

bypassed business partner usually goes along with the bold decision made by the more 

persistent partner who was present. Alternatively, that person seeks recourse in the 

precedent based legal system.  

Small discretionary acts may find simple resolution in the commercial system and in the 

precedent based legal system. There is a great chance that acts performed from a common 

person's position are small scale relative to the whole social assembly and so, that kind of 

act has a high frequency in the system, is repeatable and therefore not perplexingly novel. 

If these oversteps find their profile in the system's memory bank, they also find their 

remedy in the same place.  

But some acts of discretion are too large scale for the control of a legal system. These 

acts are possible because they come from special offices of discretion. Individuals 

acquiesce to such offices. The prospect that fundamental disagreement in courts of law is 

backed by violence, makes people go along with the institution of a ruler of last resort. It 

is accepted that great resources must be attached to positions of last resort in matters with 

high stakes. But once available, these resources can and will be used to perform large 
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scale acts of great novelty that not only respond to shocks, but also initiate shocks to the 

system. Wars, revolutions, or coups, are born from spaces of discretion. The system might 

not have the epistemic or practical resources to deal with elaborate political acts. Such 

conditions of “exception to law” (Schmitt 2005) suspend for a time our usual 

expectations and reliance on law. In that case, the elements of the system open new 

spaces of discretion to counteract the shock.  

This kind of indeterminacy is always present, though in a less dramatic form. The 

subject's situational logic is never completely closed. The open character of choice is the 

micro source of the political (Sterpan and Wagner (2017). Leadership and followership 

are two stances people adopt when their preference functions and cost functions are 

incompletely specified. In a leader-follower association, preference and cost functions are 

not given before the association takes place, as it is the case with exchanges. It is the 

other way around. The system formed by leader and follower together determines the 

participants' spectrum of options and thus, their preference and cost functions. 

The indeterminacy of subjects' situational logic in times of social scale crises, which is 

usually caused by someone's discretionary acts, also has its remedy in discretion. When 

indeterminacy is dramatic in a social system, political associations may provide a useful 

response to large-scale time-sensitive shocks. A leader-follower heuristic provides fast 

and effective coordination when the routines of too many people at once are in 

suspension. Political associations may achieve coordination and restore the operation of a 

system which lacks the informational resources to respond to timely respond to the 

disturbance.  
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But this same feature that gives politics superiority in times of exception constitutes its 

major drawback in normal times. The subsystems we examined give rise to informational 

superstructures able to achieve coordination through the aggregation of dispersed 

knowledge only because their infrastructural associations universally follow a certain 

protocol. But political associations are not described by any particular protocol. The focal 

criteria for some political associations are different from the focal criteria used for other 

political associations across the globe. Also, new cultural and economic developments 

bring new kinds of splits with the past.  

It is precisely its operation in a space of discretion that prevents political associations 

from presenting everywhere a definite protocol of interaction, a universal regularity in the 

kind of coordination. Wieser astutely codified political associations as ones of leadership-

followership (Wieser 1983; Sterpan and Wagner 2017). Leadership refers to someone's 

stepping forward and proposing oneself as a focal point, while followership is the simple 

heuristic of coordination around the leader and the unspecified actions the leader might 

take. Followers link their efforts to the leader's efforts directly using various nonexplicit 

heuristics. Objectives and rules offer their assistance to the linkage but objectives are 

vague and protocols of interaction are volatile.  

Market, science, and precedent based law are global and anonymous systems relying on 

and only on a definite universal protocol of interaction. In the long course of evolution, 

the uniform regularity of that protocol ordered an assembly of associations able to give 

rise to a global informational superstructure of coordination.  
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The network of political associations stands in stark contrast. Political focal criteria for 

coordination are often ambiguous (“universal education”, “affordable care”, “ending the 

Muslim threat”). When they are not ambiguous they are secant. They separate “us” from 

“them” (Schmitt 2007). Political relationships cut apart by “nationality”, “class”, “race”, 

“gender” and ever newer categories in deciding property rights. Due to the ambiguous, 

secant, and volatile nature of basic associations, they cannot not give rise to 

superstructures for knowledge transmission.  

This is our research outcome regarding the performance of governance systems. Within a 

system of governance, if times are normal, it would be a mistake to defer a task which 

can be solved by a genuine subsystem to the political network.  

When individuals rely on politics, they shift coordination away from the rules of private 

property and consistency with precedent to focal criteria which are unable to aid in the 

emergence of an informational superstructure. Because of this, a political assembly 

performs more poorly at integrating knowledge than a system which does benefit from 

such structure.  

Political focal criteria for coordination are also destructive of genuine systems. They 

close access, fracture participation and fragment the globality of the market and legal 

system. The political brings miscoordination within the governance system by decreasing 

the knowledge input and slowing down knowledge transmission. Tampering with the 

knowledge aggregation by market and precedent based legal subsystems depresses the 

quality of governance.  
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Closing Remarks 

We singled out publicity, private property, and coherence with precedents to be, 

respectively, the rules describing interaction in science, market, precedent based law. We 

also found the informational superstructures emerged on these systems' assemblies: the 

network of citations; the price network; the network of judicial summaries. This suggests 

an answer to the general question of how individuals achieve social order. If social order 

is a function of the use of knowledge, then individuals should simultaneously make use 

of these thorough, systematic, and low cost informational superstructures. To do so, they 

would follow all their rules at once, perhaps along with the superstructures of other 

genuine subsystems in the composition of governance which we have not considered 

here. It would be interesting to investigate how genuine systems have evolved to support 

each other, in the sense that play by the rules in one component system creates the 

incentives for play by the rules in the other subsystems. For example, markets need 

property rights which are curated by legal workers in a precedent based system. Legal 

workers are sorted by markets for legal services. Legal services are served by conceptual 

structures produced in the scientific assembly. 

We can also study how political associations obstruct the systematic use of knowledge 

(Tarko 2015b). Political networks are decentralized and its sources are plural. The same 

participants in these systems also engage in political associations. Individuals acquiesce 

to political offices as an insurance against unspecified states of exception, but people 

occupying those offices can also act in response to false crises, thereby initiating states of 

exception. From that point, political associations reciprocally intensify and increase each 
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other’s influence. The overall increase will continuously transfer system scale tasks of 

governance from the domain of genuine subsystems into the domain of political 

associations. We have shown that this development is unfortunate. Since political 

associations operate in the realm of exception to rules, they do not themselves have a 

stable rule of association. The instability of association protocols prevents political 

networks to give rise to global superstructures that aggregate knowledge, which makes 

them poorer problem solvers than genuine systems. 
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