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Real world situations
characterized by:
 complex environment
 externalities
 direct interdependencies
 market imperfections
 incomplete contracting
 spatial and functional
fragmentation

This results in:
 dilemma-type situations
 uncertainty
 suboptimal outcomes
 demand for coordinating
institutions (induced institutional
change)

 Show how dilemma type
situations are solved by various
institutions.
  Illustrate that the institutional
embeddedness of markets is
crucial for economic
performance.
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 The problem: Boundedly rational agents searching in complex
and uncertain environments arrive at suboptimal outcomes.
 Improvement is possible if firms coordinate, i.e. by the
establishment of inter-firm relations.
 Firms form groups (e.g. business cluster, strategic alliance, joint
venture, Keiretsu, TNC).
 Within groups knowledge is shared, knowledge as a public good.
 BUT: Repeated contribution to the public good is crucial!

1. Central authority is established, dilemma structure is
transformed through rules, sanctions, and punishment (E.
Ostrom).
Problems: asymmetric information, monitoring, low social
cohesion since power-based solution.

2. Change in socio-economic framework through emergence of
conditions favorable to cooperation; trust, reputation, personal
relations and social cohesion (S. Gächter).
Problems: solution is prone to deviation.

3. Combination of control and trust, use control to facilitate
buildup of trust (A. Weibel).

Kauffman’s NK Model as a Technology Landscape
 Essentially phenotypic variation - a landscape is a metaphor.
 Fitness peaks on this landscape essentially map out either local
or global optima for the system and its functions.
 N=No. of parts of the system.
 K=No. of dependent parts each element has; a measure of how
cross-coupled the system is.
 Firms search for more efficient technologies (= higher peaks).

K=0    no complexity K>0    complexity

 Coordinating institutions are a response to complexity and
uncertainty.

 Firms are embedded; there are no isolated optimizing agents;
the connections between firms matter.

 Further work should concentrate on group formation and
optimal group size.

Conclusion

 comparative advantage of groups relative to individuals
increases with complexity (thick lines on the left) and
uncertainty (dashed lines on the right)
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