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Summary:
Assuming the collective exist

• Searle: from collective intentionality
– To institutional facts: “X counts as Y in C”

• Douglas: thought collective, thought world
– Institutions as “natural things”
– Providing categories for thinking
– Defending the “natural” order of the universe 

by feelings of justice and injustice
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Assuming only selfish motives
• How is collective action possible without 

Leviathan to force cooperation onto us?
• New Institutional Economics (NIE) has a 

problem in explaining collective action when 
moral values and ideologies are unstable. NIE 
needs to internalise ideology.

• Ostrom explains how the collective action 
problem is different in different situations
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A case of selfish motives?
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Ostrom 1990:
Three influential models to discuss

1. The tragedy of the commons, 
2. The prisoners dilemma, and 
3. The logic of collective action
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The unsolved problem

• How do we govern the exploitation of 
natural resources?
– Some recommend the state
– Some recommend privatisation
– Some communities have successfully managed 

scarce resources for a long time without either a 
state or private ownership, relying on other 
types of institutions: self-governance
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The state as solution

• The tragedy of the commons
– Hardin 1968, Aristotle, Hobbes 1651, 

Foster Lloyd 1833, Scott Gordon 1954, 
and Dales 1968 all describe the same 
problem (for references see Ostrom 1990)

• The commons as a PD game
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Hardin’s herder game (Game 1)

Payoff
A: 10
B: 10

B's choice is Cooperate

Payoff
A: -1
B: 11

B's choice is Defect

A's choise is Cooperate
Player B's options
given A's choice

Payoff
A: 11
B: -1

B's choice is Cooperate

Payoff
A: 0
B: 0

B's choice is Defect

A's choice is Defect
Player B options
given A's choice

Game 1
Hardin Herder Game
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Interest groups cooperating

• Mancur Olson did not quite believe interest 
groups (IG) would cooperate as assumed
– If the collective good is available to all once it is 

produced, rational actors have little incentive to 
contribute voluntarily. 

– (but he believed it occurs in small groups and 
keeps the door open for intermediate size groups: 
compare Douglas 1986 ch 2-3)
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Tragedy, Prisoner, Collective Action

• These are powerful models, but also dangerous 
models if used metaphorically in policy 
settings

• Model rules do not resemble real world setting 
in general, only in some particular cases

• Core concept: free riders, commitment, supply 
of institutions (rules of the game), monitoring
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Centralised management (game 2)

Payoff
A: 10
B: 10

B's choice is Cooperate

Payoff
A: -1
B: 9

B's choice is Defect

A's choise is Cooperate
Player B's options
given A's choice

Payoff
A: 9
B: -1

B's choice is Cooperate

Payoff
A: -2
B: -2

B's choice is Defect

A's choice is Defect
Player B options
given A's choice

Game 2
Hardin Herder Game
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Centralised management with 
incomplete information

Payoff
A: 10-2x
B: 10-2x

B's choice is Cooperate

Payoff
A: -1-2x
B:11-2y

B's choice is Defect

A's choise is Cooperate
Player B's options
given A's choice

Payoff
A: 11-2y
B: -1-2x

B's choice is Cooperate

Payoff
A: -2y
B: -2y

B's choice is Defect

A's choice is Defect
Player B options
given A's choice

Game 3
Hardin Herder Game

Fall 2004 © Erling Berge 2004 14

Privatisation

• Dividing land into individually owned plots 
is not costless
– Fencing costs
– Erratic rains may necessitate insurance schemes 

and/ or a market in grazing rights
• Privatisation of non-stationary resources 

like fish or water is still an unsolved task
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An alternative solution

Payoff
A: 10
B: 10

B's choice is Cooperate

Payoff
A: -1
B: 11

B's choice is Defect

A's choise is Cooperate
Player B's options
given A's choice

Payoff
A: 11
B: -1

B's choice is Cooperate

Payoff
A: 0
B: 0

B's choice is Defect

A's choice is Defect
Player B options
given A's choice

A do not agree to contract
B agrees to contract or

B do not agree to contract
both play like game 1

B do not agree to contract
Play like game 1
See left branch

Payoff
A: 10-e/2
B: 10-e/2

B agrees to contract

A agrees to contract

Game 5
Hardin's herder game
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Self-organisation and self-governance

• “The central question in this study is how a 
group of principals who are in an 
interdependent situation can organise and 
govern themselves to obtain continuing 
joint benefit when all face the temptation to 
free ride, shirk, or otherwise act 
opportunistically.” (Ostrom 1990, p.29)

• It is still a theoretical puzzle.
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Classification of goods

Public goodsClub GoodsNon-rivalry in 
appropriation

Common Pool 
Goods

Private GoodsRivalry in 
appropriation

Appropriator is 
Non-excludable

Appropriator is 
Excludable
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Rational appropriators

• Complex and uncertain situations
– Choice of action depends on how the individual 

learns about, views, and weighs the benefits 
and costs of actions and their perceived 
linkages to outcomes that also involve a 
mixture of benefits and costs.

• Discount rates
• Norms of behaviour 
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Figure 2.1 The internal world of 
individual choice

Choice of 
strategies

Expected 
benefits

Expected 
costs

Internal norms 
Discount rates

Out-comes

External world
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Interdependence (1)

• Changing from independent action to 
coordinated action
– The firm

• Entrepreneur recognize interdependence and 
negotiate contracts for coordinated behaviour 
(interdependent production function) or

• Entrepreneur recognize savings from large 
transaction costs in contacts negotiated in the market 
for independent producers
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Interdependence (2)

– The state
• Ruler recognize need for protection and sell 

protection by instituting a monopoly on power. His 
subjects save substantially on individual protection 
and will be willing to be taxed for a portion of the 
savings.

• The monopoly on force can be used to coerce people 
into further organised behaviour. If the organisation 
is tailored to the “needs of the people” they will 
prosper and the tax base increases
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Theory of self-organisation (1)

• Problems of Open access CPR: rent dissipation
• Problems of Limited access CPR: incentives 

depends on rules governing 
– Quantity,
– Timing,
– Location, and
– Technology of appropriation. And how these are

• Monitored and Enforced.
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Theory of self-organisation (2)

Unsolved problems
• Supply of institutions

– First order dilemma: A set of rules will satisfy 
the “demand” for coordinated behaviour. But 
how do you provide rules ? They are also a 
public good (Second order dilemma). 

• Credible commitments
– Without resort to the external enforcer. How?
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Theory of self-organisation (3)

Unsolved problems
• Monitoring

– Mutual monitoring and sanctioning is a 
collective action problem. Sanctioning is almost 
always costly to the punisher. Benefits accrue 
to all. Why no free ride? 

• The problem of self-organisation unravels 
from both ends. Yet, it has been done!
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FIGURE 2.2 LINKAGES AMONG RULES AND 
LEVELS OF ANALYSIS (Ostrom 1990:53)

OperationalCollectiveConstitutionalRules

Appropriation
Provision
Monitoring
Enforcement

Policy-making
Management
Adjudication

Formulation
Governance
Adjudication
Modification

Processes

Operational 
choice

Collective 
choice

Constitutional 
choice

Level of 
analysis
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Figure 2.3 Relationships of formal and informal 
collective-choice arenas and CPR operational rules

National, regional, and/or local 
formal collective-choice arenas:
•Legislatures
•Regulatory agencies
•Courts

Formal monitoring and 
enforcement activities

Operational rules in use

Informal monitoring and 
enforcement activities

Informal collective-choice arenas
•Informal gatherings
•Appropriation teams
•Private associations


