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 Power and Political Institutions


The last time I visited Yale was more than a decade ago when I attended a conference on political institutions.  My paper for that conference took issue with the way rational choice theories of political institutions were then developing (Moe, 1990).  The problem, as I saw it, was that these theories tended to view political institutions as beneficent structures of voluntary cooperation that resolve collective action problems and generate gains from trade—when in fact there is a dark side of institutions that needs to be appreciated as well.  The reason (in large measure) is that the foundations of politics are coercive, even in democracies, and frequently give rise to institutions that are good for some people and bad for others, depending on who has the power to impose their will.  Institutions may be structures of cooperation.  But they may also be structures of power. (See also Knight, 1992.)  


In the years since, rational choice theory has grown and expanded dramatically and so has its intellectual influence.  There are competing schools of thought and modes of analysis, but no others have so dominated the major journals, and no others have so structured the language and logic by which institutions are understood.  Throughout this time (and even before) rational choice theorists—who are just as astute about real-world politics as anyone else—have certainly recognized that power is  important to an understanding of political institutions, and they have naturally included it in their own empirical accounts of institutional politics.  Indeed, power has been front and center in some of the most prominent works in the field (e.g., North, 1981,1990; Levi, 1988; Bates, 1989, 2001).  Nonetheless, the analytical core of the approach has remained pretty much the same. The theories that get developed and the lessons that get conveyed are typically about cooperation, mutual gains, credible commitment, self-enforcing equilibria, and other trappings of the same voluntaristic framework that has guided this literature from the beginning—and that give it, to this day, a very positive spin on what institutions are, what they do, and why they are stable.


There are two problems here.  One is that power is not a part of the analytical core that drives these theories, and they are not equipped to provide a balanced account of the roles that both power and cooperation play shaping political institutions.   The second is that, because everyone seems to recognize that politics is largely about power, and because there is much discussion of power even in the rational choice theorists’ own accounts, there seems to be a sense in the literature that power is being given equal (or at least empirically appropriate) weight in the overall theory.  It is this confusion, I believe, that has allowed the imbalance to continue for so long.    


Of course, maybe there is just one problem here: that I am confused.  And I expect that more than one rational choice theorist will tell me as much.  But I have been reading and participating in this literature for a long time now, and I think it’s fair to say that, if I am confused, I’m not alone.  So even if most rational choice theorists have achieved total clarity on these issues (which I suspect is not the case), there is value for the rest of us—and for the field as a whole—in clarifying how power and cooperation are actually dealt with in this literature, and in encouraging an appropriate balance between the two in the fundamentals of the theory.  That is what I’ll be trying to do in this paper.

Institutions as Structures of Cooperation


Prior to the 1980s, social choice theory had shown that majority rule and other methods of making collective decisions were prone to instabilities, and indeed that voting could easily lead to “chaos” in which virtually any alternative could beat any other given the right manipulation of the agenda (Arrow, 1951; McKelvey, 1976).   While these conclusions were on the money, something seemed to be missing, because voting processes in the real world of government seemed to be quite stable.  Why so much stability?  The answer, as Shepsle (1979) so elegantly showed, is that voting typically takes place within a structure of rules that control and limit the agenda, and these rules bring about stability.  They generate a “structure-induced equilibrium.”


Thus began the positive theory of political institutions.  The early focus on agenda control was only natural, given the dilemmas of social choice and their centrality to the rational choice literature.  Yet agenda control was regarded as important not simply because it brought stability to chaos, but also because there was a clear connection between agenda control and political power: anyone in a privileged position (under the rules) to control the agenda would be able to engineer voting outcomes more to his own liking, and thus to gain power over policy.  Indeed, the influential work of Romer and Rosenthal (1978) on agenda control, and before them the pioneering work of Niskanen (1971), weren’t centrally about chaos and stability, but rather about how institutions conferred power on particular political actors—school boards in the former case, bureaus in the latter—and enhanced their capacity to pursue their own ends.  These were studies of institutionally based power.


This being so, it might seem that a budding theory of political institutions, a theory attempting to understand how agenda rules and other political institutions emerge and why they take the forms they do, would see power as one of its most fundamental components.  It only makes sense that self-interested actors would seek to create institutions that enhance their own power relative to that of competitors or opponents, and that they would press for the particular designs that most favor their own interests.  It also makes sense that their success at getting the institutions and designs they want would depend on whatever power they initially possess, and that, in any political system, the institutions actually created should tend to reflect—in the ways they are organized, in the groups and interests they favor—the relative powers of the various actors involved in their creation.  Other things being equal, then, the connection between institutions and power should be strong and reciprocal: with institutions shaping the allocation of power, and power shaping the structure of institutions.


By the early 1980s, the public choice literature was already well developed, and it had long been generating theoretical work that highlighted the role of power and self-interest in politics generally.  Its work on rent-seeking, in particular, focused on the power of interest groups in the making of public policy, and on the social inefficiencies that arise out of the political process—due to resources wasted on lobbying, for example, and ill-designed public policies (the product of special-interest pressures) that distort economic decisions and hinder economic growth (e.g., Buchanan, Tollison, and Tullock, 1980). While the subject of this work was policy rather than institutions, there is in fact no clear dividing line between the two.  Policies that create tariffs and quotas in international trade, for example, or decision making bodies for such purposes, are essentially just creating institutions—rules, organizations—and the same is true for most other types of policies as well.  There is a structure to welfare policy, a structure to health care policy, a structure to educational policy, and many if not most of these structures are created through policy decisions—which can be explained in basically the same way that other policy decisions are explained.  Thus, the rent-seeking literature, which tends to be characterized as offering an interest-group theory of public policy, also offers a (nascent) theory of political institutions.  It brings the usual logic of rational choice to bear in showing how the political pressure of self-interested groups leads to the creation of governmental structures—structures that are beneficial to some, often harmful to others, and socially inefficient.  


Prior to the takeoff of the new institutionalism, then, the existing body of rational choice theory was already providing power-based explanations for important aspects of governmental structure.   Its analytic center of gravity, however, was about to change.  The stimulus for this change—and for the onset of the new institutionalism itself—was the development of a new body of theory within economics that sought to explain the existence and fundamental properties of economic organization: aspects of the world that economists had traditionally ignored (Williamson, 1985).  Once economists trained their sights on issues of organization, their new analytic tools—among them transaction cost economics, agency theory, and theories of repeated games—proved extraordinarily productive and literally changed the intellectual terrain of economics as a discipline.  They would soon do the same to political science.  Rational choice theorists saw what was happening within economics, quickly realized that these tools could be applied to political institutions, and the new institutionalism was off and running at a breathtaking pace (Moe, 1984).


From this point on, rational choice theorists began to see institutions through the lens of the new economics of organization.  As in economics generally, the basic framework in this literature is one of voluntary exchange among autonomous actors.  But its distinctive focus is on cooperation.  How can individuals who are self-interested (and opportunistic) manage to overcome their collective action problems and cooperate with one another to mutual advantage?  The answers take the form of institutions of various sorts—usually involving rules and other formal structures, but sometimes consisting solely of informal arrangements (rooted in norms, for instance, or reputation or tacit coordination)—which, if well designed and mutually agreed upon (or for informal institutions, compatible with everyone’s incentives), allow the people involved to mitigate the obstacles to collective action, commit to enforceable cooperative agreements, and realize gains from trade.  As such, institutions emerge as good things, and it is their goodness that ultimately explains them: they exist and take the forms they do because they make people better off.  This is why people choose them and stick with them (e.g., Weingast, 1996, 2002).


Consider a simple economic example in which a principal (an employer) seeks to hire an agent (a worker) to carry out a rather complicated job.  Obviously, there are potential benefits for both actors in such a deal.  The principal has limited time and knowledge, and he can gain by hiring someone with expertise to do the work for him.  The worker gains by getting paid.  Despite the prospect of mutual gain, however, it is not so easy for them to cooperate.  The agent has interests of his own—in income, leisure, family, professionalism, and whatever—that may conflict with those of the principal and give him incentives to shirk on the job.  In addition, there is an information asymmetry plaguing their relationship that may allow him to get away with this: for he has expertise that the principal does not have, may take actions that the principal cannot observe, and has personal qualities—bearing on whether he is honest, diligent, loyal, and the like—that are largely hidden.  This information asymmetry threatens to undermine their deal.  A bad worker will have incentives to lie and otherwise use the information asymmetry to portray himself as a good worker, while a genuinely good worker will have a hard time convincing the principal of his true type.  Objective measures of behavior are uncertain and imperfect, and may not help much. The principal, recognizing his informational disadvantage, has reason to distrust his agent, to pay him less than a good agent is worth, and perhaps not to hire anyone at all.  The whole deal could fall through.


These actors face a collective action problem.  The principal and a good worker could both benefit from cooperation, but the information asymmetry prevents them from fully realizing the gains from trade.  What can the principal do?  A standard answer is that he can devise an efficient set of rules, incentive structures, and monitoring and reporting mechanisms that—by mitigating the information asymmetry and bringing the agent’s interests more fully into alignment with those of the principal—represents an arrangement that is beneficial to both actors, that both can credibly commit to, and that is either self-enforcing or enforced by a third party, such as the courts.  This arrangement is an institutional solution (a simplified version of the business firm, in effect) that makes their cooperation possible.  The actors choose it and stick with it because it is mutually beneficial, and this is what explains the institution’s emergence, its specific form, and its ultimate stability and survival (e.g., Pratt and Zeckhauser, 1985).


I have used the principal-agent framework for purposes of illustration, but the basic logic at work here is characteristic of other analytic approaches within the new economics as well.  Were the above problem understood from the standpoint of transaction cost economics, for example, we would arrive at the same conclusion—because efforts by both actors to strike a beneficial deal would be confounded by the same information asymmetry, which creates high transaction costs, and their efforts to minimize these costs would lead them to favor the same sorts of institutional solutions that helped the principal and agent to cooperate for mutual gain.  All roads lead to Rome.


Given this general perspective on institutions, how does power seem to fit in?  The answer is: not very comfortably.  In our principal-agent example, it might seem that the principal, as the employer and (apparent) prime mover, is exercising power over the employee.  But this isn’t really the case, as the optimal institutional solution to their cooperation problem has to be mutually beneficial, and indeed could just as well have been designed by the agent.  This is even true, I should point out, of whatever structure of hierarchical authority proves to be part of the institution; for authority is endogenous to their agreement and beneficial to the agent as well as the principal. The principal has no special power just because he seems to be on top.


A more compelling case, one would think, could be made that it is actually the agent that wields power because his expertise (and his private information more generally) give him a basis for circumventing the principal’s control and going his own way.  This sort of information-based power is legendary in the study of bureaucracy, going back most famously to Max Weber’s (1947) concern that bureaucrats would use their advantage in expertise to dominate their political superiors.  But such arguments, which seem pretty obvious on the surface, become less compelling when we go back to the basics of the theory.  For the real import of asymmetric information is not that it somehow empowers the agent, but that it creates problems for the principal and the agent and is bad for both of them.  It is true that the agent’s expertise gives him leverage and allows him to shirk.  But it is precisely for that reason that the principal distrusts him, is hesitant to pay him, and may not want to deal with him at all.  The source of his power is the source of his undoing.  His challenge is not to achieve his ends through the exercise of power, but rather to find a way—by agreeing to monitoring and reporting requirements, for example—to overcome the handicap of his power and get the principal to cooperate with him for mutual gain.  This is what the analysis is really about.  Not agent power, but cooperation for mutual gain.  


In political science, the new economics of organization has been applied with a vengeance to a broad range of political institutions, from legislatures to bureaucracies to international organizations to the basic framework of democratic (and nondemocratic) governance (e.g., Bates, 1989, 2001; Greif, 1998; Horn, 1995; Keohane, 1984; Levi, 1988; McCubbins, Noll, and Weingast, 1987;  Milgrom, North, and Weingast, 1990; North, 1981, 1990; North and Weingast, 1989; Przeworski, 1991; Weingast and Marshall, 1989).  Throughout this literature, across all fields of application, the core logic is basically the same.  While considerations of power are regularly included, indeed are sometimes paramount, in the empirical stories that surround these applications, this seems to happen simply because power actually is fundamental to institutional politics and literally can’t be ignored, not because rational choice theorists have actually integrated it into the core analytics of their theories in a conscious, systematic way.  When all is said and done, and when the stories give way to rigorous logic, the central theoretical arguments are about how self-interested actors, through their voluntary choices, can overcome collective action problems and cooperate for mutual gain.  In a great many cases, the focus is specifically on credible commitments and self-enforcing agreements: two major ingredients that can make cooperation possible. 


A good example is Weingast and Marshall’s (1989) seminal analysis of Congress, which attempts to put the new economics to use in explaining why this legislature is structured as it is.  In effect, their logic begins by imagining a state of nature in which hundreds of autonomous legislators, each elected from separate districts and motivated to get reelected, are required to make joint decisions by majority rule.  These legislators face a collective action problem.  All want policies beneficial to their own districts, but to get their favored policies they need majority support from colleagues whose interests are not only different but competing.  Some sort of vote-trading is obviously called for.  Efforts to construct the countless coalitions needed for countless bills over countless time periods, however, would require enormous investments of energy and attention and be threatened by endless haggling, frequent reneging, complexity, uncertainty, and other sources of heavy transaction costs.  Most coalitions would never get off the ground, and many that did would fall apart—to the ultimate disadvantage of all.


The solution, Weingast and Marshall argue, is to dramatically reduce transaction costs through a set of internal structures—committees with strict jurisdictions and gate-keeping powers, procedures assuring that legislators will be assigned to committees based on constituency interests, and so on—that facilitate credible commitments and make it much easier for legislators to cooperate on a regular, ongoing basis.  This institutional solution, they say, is essentially the structure that has actually emerged to govern the modern Congress, and it is stable because it is self-enforcing—that is to say, because individual legislators find it beneficial and have no incentive to defect.  The theoretical bottom line, then, is an affirmation of the new economics’ central theme.  The internal structure of Congress solves the collective action problems of its members and allows them to cooperate to mutual advantage. This is why the structure exists and takes the form it does: the members want it, choose it, and stay with it because it is good for them.


As I’ve said, the rational choice literature is more diverse than this one illustration can suggest.  But at the heart of all this diversity is an analytical core that has put a distinctive stamp on the way institutions have been studied and understood for the last twenty years, and it has been the driving force behind the development of institutional theory.  The influence of this analytical core is apparent in the work itself, but it is most succinctly revealed in the observations of scholars who have sought to provide perspective on the literature as a whole.  Consider, for example, the summary remarks offered by Shepsle (1986, p.74) in one of his early and influential pieces on the nature of political institutions:

    The argument developed only briefly here is that cooperation that is chancy and costly to transact at the level of individual agents is facilitated at the level of institutions.  Practices, arrangements, and structures at the institutional level economize on transaction costs, reduce opportunism and other forms of agency “slippage,” and thereby enhance the prospects of gains through cooperation, in a manner generally less available at the individual level.  Institutions, then, look like ex ante agreements about the structure of cooperation.


Thematically, things haven’t changed over the years.  In a recent compendium on the state of the discipline in political science, for example, Weingast (2002, p.670) offers the following overview in discussing the literature on why institutions exist and take the forms they do.   

     In brief, the answer is parties often need institutions to help capture gains from cooperation.  In the absence of institutions, individuals often face a social dilemma, that is, a situation where their behavior makes all worse off…

    Appropriately configured institutions restructure incentives so that individuals have an incentive to cooperate…The essence of institutions is to enforce mutually beneficial exchange and cooperation.

Power and Domestic Institutions


The new economics of organization has had an enormously positive impact on the study of political institutions and on political science generally.  Indeed, with the possible exception of social choice theory, the new economics has provided political science with the single most powerful basis for theory-building in the discipline’s entire history.  But while there has been a lot of theoretical action over the last two decades, action that was necessary to lay the foundation for things to come, most of its potential will be realized in the future—particularly as changes are made and theories modified to provide an analytical core that is better suited to the reality of politics.


For now, there is a gap between what the theories say institutions are about and what institutions are really about.  There is also a measure of confusion that makes it difficult to discern what the problems are or to do anything about them.  I don’t claim to have any magical solutions, but I do want to make some arguments and offer some observations that I hope may stimulate discussion and perhaps help to move us onto a more productive path.   


Consider the way choices about political institutions get made.  They are always made within a context, and each context can be thought of as taking one of two stylized forms: either it has a constitution—which I will interpret generally, as referring to any overarching governance structure that provides rules of the game under which authoritative public decisions must be made—or it does not.   The latter type of context is essentially an anarchic state of nature of the sort that may obtain in the international political system, for example, or in particular nations when constitutions are lacking or being decided upon absent any formal rules for doing so.  The former type of context is one of internal governance, in which a constitution (as defined here) provides the rules of the game by which new institutional choices must be made.   This is the realm of domestic politics.  


In this section, I want to focus on contexts of internal governance, and thus on political institutions created through domestic politics.  I think it is fair to say that most of the world’s formal political institutions have been created through domestic decision processes.  Political scientists have a constitutionalist bias, in the sense that they tend to rivet their attention on the key decision making institutions—the legislature, the executive, the courts—that are typically set up via constitution, or on the framework of democratic rules themselves.  But the fact is, most political institutions are not of this type.  Hardly any are.  The great bulk of government is made up of bureaucratic agencies of one kind or another, and these agencies are set up by domestic authorities who make decisions under prevailing rules of the game.


In some third-world and authoritarian countries, there may be a question as to what these rules really are, and there may be a big difference between the written constitution and the rules that actually govern day-to-day governmental decisions (as there surely was, for example, in the old Soviet Union).  So in some cases there may be scholarly disagreement, at least at the outset, as to what the rules of the game actually are, or indeed whether there are any that go beyond autocratic whim.  But for most nations, and clearly for the developed nations of the West, decisions about the creation and design of new political institutions—meaning, almost all the time, the creation and design of new bureaucratic agencies—are made according to accepted formal rules.  Often, these rules require a vote of the legislature.  


It is unavoidable that the institutions created within contexts of internal governance are often not cooperative or mutually beneficial for the people affected by them, but in fact are fundamentally coercive.  Let’s focus on what might appear to be the most benign case, that of democratic government, and assume that democratic rules of the game are assiduously followed and govern the creation and design of any new institutions. In such contexts, public authority can be exercised by whatever coalitions are able to gain the necessary support in the legislature (often a majority).  Whoever wins has the right to make decisions on behalf of everyone, and whoever loses is required by law—backed by the police powers of the state—to accept the decisions of those who win.


As any rational choice theorist can appreciate, this means that groups in a position to win under the formal rules can legitimately use public authority to promote their own interests—and that is precisely what they will do.  They will adopt the policies they favor, of course.  But they will also create bureaucratic structures to carry out those policies, and they will design those structures to ensure that their interests are protected and carried out over time.  They will seek to embed their own interests, in other words, in the new institutions they create.  The losers, meantime, have no choice but to accept what the winners dish out, even if it means that they are absolutely worse off as a result (Moe, 1990).  


In the voluntaristic framework of the new economics, which makes good sense in market contexts of economic choice, people who expect to lose from any proposed institutional arrangement can simply walk away.  This is what guarantees that such structures will be mutually beneficial.  The losers don’t have to participate.  But in democratic politics, they can’t leave, at least not unless they are prepared to leave the country, which is typically not a practical option.  So when they lose under the democratic rules of the game, they simply have to suffer the consequences—and the winners are well aware of this.  The latter can simply go ahead and impose the outcomes they want.  There is nothing to stop them.  They don’t need the loser’s consent.  They don’t need to cooperate.

Alternative Views


There are other ways of looking at institutional politics that might seem to put a much more positive, cooperationist spin on the nature of domestically created political institutions, and these are worth considering—in part because they represent familiar, more general lines of reasoning, and in part because I think they are sources of confusion that need to be highlighted.  Two stand out.


The first is rooted in classical models of economic exchange, in which it is well established that, when actors are free to bargain and enter into trades, they can arrive at an efficient point on the Pareto frontier that is beneficial (or not harmful) to all concerned.  Transported into politics, the idea is that, when public policies help some interests and hurt others but expand the size of the economic pie (by promoting economic growth, for example, or making an industry more efficient), then the winners can compensate the losers through some form of bargain and both can be better off.  The vision is one of cooperation and mutual gain.    


But in our case this argument doesn’t wash.  In the first place, it doesn’t apply to policies and institutions that are not intended to (and don’t) expand the size of the pie or promote efficiency, but are simply intended to promote special interests.  Here, the social costs will often outweigh the social benefits, and there is no way to compensate the losers.  Second, the interests of the two sides may be zero-sum: what makes the winners better off will make the losers worse off, and vice versa.  This is common in much of politics—the regulation of business, for instance—and when it obtains there is no basis for mutually beneficial trades or compensation payments.  The losers are just going to lose.  Third, even if both sides could be made better off (ideally) through compensation payments—as may often be the case, for instance, in shifts toward free trade—such payments tend to involve enormous transaction costs and are difficult or impossible to arrange.  The transaction costs have to do not only with identifying the relevant actors, amounts, and conditions, but also (and perhaps mainly) with arriving at agreements that can be mutually credible and enforced over time despite the uncertainties and shifting powers of democratic politics—which is usually not possible.  As Eggertsson (1990) has put it, “in the real world, high costs of negotiating and enforcing such agreements prohibit them: Seldom do winners voluntarily compensate the losers” (see also Dixit and Londregan, 1995, 1996; Libecap, 1986).


Note the logic of this final point.  The argument that compensation payments will somehow save institutions from social inefficiency and redistribution—an argument that is essentially an attempt to defend the cooperationist theme of the new economics—runs smack into the logic of the new economics itself.  Even if there is an economic surplus, compensation payments are only likely to work (and produce efficient outcomes) in a Coasian world in which transaction costs are small and unimportant.  But it is the defining claim of the new economics that transaction costs tend to be large and important.  Indeed, this is the foundation for much of its analysis of institutions (Williamson, 1985).  If transaction costs in politics are large and important, however, then compensations for government decisions are likely to go unpaid, political outcomes are likely to be inefficient, and there will often be a redistribution from losers to winners.    


Now consider a second line of reasoning that also seems to put a positive spin on the nature of domestic political institutions.  This one arises from the familiar notion that politics is based on a social contract.  The idea here is that, while certain groups may well be losers when new institutions are created within domestic politics, they are not really losers in the grander scheme of things (or at least do not expect to be).  They accept the overarching framework of democratic rules; and although they know they may lose on particular decisions, they still expect to be better off than if they would be if they were outside the framework—under some other constitution, say, or no constitution at all.  Thus, particular domestic institutions may impose costs on them and not be to their liking, but this is part of the larger institutional deal, and the system as a whole is good and beneficial (or has an expected value that is).


This argument might carry some weight if a political system were analogous to what Williamson (1985) calls a “governance structure” in the economic realm.  Governance structures are essentially relational contracts in which actors set up rules and procedures acceptable to all concerned that allow them to adjudicate disputes, adjust for unexpected developments, take account of new information, and otherwise see to it that their original agreement can be maintained and enforced over time in a changing, complex, and uncertain environment.  The actors know that particular decisions may not go their way, but they participate because they see the entire arrangement and its stream of decisions as beneficial.  
What makes such governance structures different from political systems, however, is that they are voluntary.  People agree to participate, and they can walk away if they believe they aren’t better off.  Political systems are different.  Centuries of political philosophy notwithstanding, there is no social contract in any meaningful sense that can account for the foundations of government (Hardin, 1990).  The typical situation in all modern societies is that people are born into the formal structure of their political systems, do not agree to it from the outset, and cannot leave if they find it disadvantageous (unless they are prepared to leave the country).  In general, constitutions are simply sets of rules, enforced by the police powers of the state, by which people are forced to live whether they like it or not.  This being so, the fact that some groups may lose in domestic politics—and may, in particular, have new institutions thrust upon them that they don’t want and don’t find beneficial—cannot be glossed over by saying that they have agreed to the larger system.  They haven’t.


There is another problem with the social contract argument, however, that is just as important and probably more confusing: it substitutes oranges for apples.  In the case of domestic politics, a theory of institutions should ideally be able to explain (among other things) how bureaucratic agencies—like the Environmental Protection Agency, say, or the Department of Homeland Security—emerge from the political process and why they take the forms they do.  If the analytical core of rational choice theory implies that institutions are cooperative and mutually beneficial, then surely this conclusion should apply to these particular organizations (where it fails).  But the social contract argument shifts attention to the democratic framework itself.  While it agrees that bureaucratic organizations may not be cooperative and mutually beneficial, it implicitly contends that the framework is the institution we ought to be focusing on—and that this institution is cooperative and mutually beneficial.  Even if this claim were true (and it isn’t), it does nothing to address the original challenge to the theory—that bureaucratic institutions often violate the theory’s expectations—and does nothing to move us toward a theory that can account for the kinds of institutions that arise out of domestic politics.  Instead, it confuses the issue by creating ambiguity around what we mean by “institution” and what we are trying to explain.  

Theories of Bureaucracy


These sorts of ambiguities are not unique to the social contract argument.   They pervade virtually all aspects of what the new economics has to say about political institutions.  In fact, they even infect my own arguments about coercion.  I’ve let these ambiguities ride thus far because I wanted to set out some basic building blocks for analysis.  Now that this is done, it will be easier for me to suggest what the ambiguities are, why they exist, and how the building blocks can be more clearly linked together.


By way of introduction to these issues—and to make them more concrete—let’s take a closer look at the rational choice theory of public bureaucracy, which is an effort to explain precisely the kinds of domestic institutions that we have been discussing thus far.  Here the seminal work is by McCubbins, Noll, and Weingast (1987), who use a principal-agent approach to explain the structure of American bureaucracy.  The principal in their analysis is an “enacting coalition” of legislators and interest groups who have sufficient support to get legislation passed, and who use their electoral dominance to impose an array of rules, decision procedures, and reporting requirements on their bureaucratic agent—elements of structure that are strategically designed to stack the deck in favor of the coalition’s interests and constrain the agent to do the coalition’s bidding.  Writ large, then, bureaucratic structure emerges as a set of ex ante legislative controls, and is explained by the efforts of legislators and interest groups to make sure that their favored policies are properly carried out by public agencies.


In another major work on bureaucracy, Horn (1995) essentially wants to explain the same things that McCubbins, Noll, and Weingast do. But his theoretical focus is less on the principal-agent problem facing the enacting coalition than on the exchange relationship between legislators and interest groups—and thus on the agreement that gives rise to the enacting coalition itself.  Actors on both sides of the exchange have something to trade. Interest groups have campaign contributions and other resources of electoral value to legislators.  Legislators have the public authority to create policies and bureaucratic agencies that will supply the interest groups with benefits.  Their attempts to cooperate for mutual gain, however, are undermined by transaction costs, mainly due to commitment problems.  Most importantly, the legislators need to ensure that the benefits will endure over time, despite possible shifts in the political balance of power (and other dangers); and the less they are able to secure these benefits—the less, that is, they are able to commit to providing them ex ante—the less the groups will want to pay in campaign contributions and the like.  The way the legislators solve this commitment problem is by creating agencies whose structures are designed to insulate them from unwanted political influences and to stack the deck in favor of the enacting coalition’s interests.


If institutions are supposed to be structures of cooperation, as the rational choice literature keeps claiming, one would think that these prominent theories of public bureaucracy—which are both self-conscious applications of the new economics—would be making just this argument.  But they don’t.  They have insightful things to say about how rational political actors create the structures of government.  But they do not speak to this larger issue, and so leave it unclear how the logic of their analysis actually ties into the analytic core of the larger theory they claim to be applying.


To clarify this connection, let me offer a simple reconstruction of their arguments that I think is consistent with the logic of their work.  In Horn’s analysis, as well as that of McCubbins, Noll, and Weingast, there inevitably stand to be losers in the larger politics by which these agencies are created.  The authors are unconcerned about this and don’t see it as inconsistent with what they are up to.  But the fact is that the enacting coalition consists of only one faction of legislators and interest groups.  Other factions are losers and may well be worse off because of the coalition’s choices.  In this fundamental sense, the bureaucracy certainly cannot be viewed as a structure of cooperation.


  This is only half the story, however.  For even if the bureaucracy is ultimately coercive, these analyses correctly point to two cooperative elements that explain how structural choices emerge out of politics. The first is that the legislators and groups in the enacting coalition must arrive at an agreement that overcomes their collective action problems. This agreement, which is largely (but not entirely) about the agency, is cooperative and mutually beneficial.  The second element is the principle-agent relationship between the legislators and the bureaucratic agency.  If the legislators are to provide a properly structured agency that ensures a flow of benefits to the groups, they must solve the “principal’s problem” of settling on a structure that does the job, recognizing that the bureaucracy is made up of strategic, self-interested actors and that the structure must ultimately be acceptable to them.  Because of the acceptability criterion, which is fundamental to any principal-agent relationship, this agreement too can be viewed as cooperative and mutually beneficial.
   The bureaucracy thus arises out of two founding agreements, a coalitional agreement between legislators and interest groups and a principal-agent agreement between legislators and bureaucrats.  These agreements are obviously interrelated—each presupposes the other—and can jointly be viewed as a nexus of contracts that form the basis of the new institution.
   


Putting all these elements together, then, we can see that public agencies essentially have two sides—one corresponding to power, the other to cooperation—that are central to any effort to understand them.  Bureaucracies are institutions that are imposed by winners on losers.  But they are also institutions that are cooperative and mutually beneficial for the subset of actors who agree to their creation.  Each property, in fact, is fundamental to the other.  For it is precisely because they cooperate that the winners are able to use the coercive power of public authority to impose their will on the rest of society.  And it is the prospect of exercising this power that motivates the winners to cooperate.  


With this as background, let’s step back and consider more abstractly the ambiguities that seem to plague the new economics, at least as it applies to political institutions.  The ambiguities center around two fundamental questions.  First, what are the institutions we are trying to explain?  And second, when we assess whether these institutions are cooperative and mutually beneficial, who are the actors we ought to be referring to in determining whether the agreement is cooperative and beneficial? 


When attention is confined to private firms, the logic is sufficiently clear and the situation that is being analyzed is self-contained.  All the action is “internal.”  The firm is seen as a nexus of contracts among owners, managers, and workers, who enter into voluntary agreements about the organization and its structure that apply to them and govern their own behavior.  In effect, the institution is their agreement, and they are creating the institution for themselves.  It only makes sense, then, that they—the “insiders”—are the relevant population by which we determine whether the institution is cooperative and mutually beneficial, which of course it is.  


Suppose we apply this same line of reasoning to public agencies.  On the surface, what we are trying to explain is exactly the same: the organization and its structure.  But the underlying agreement that creates the agency does not consist of the people we would at first blush think are its “insiders”: the bureaucrats (at all levels) who make up the agency itself.  The agreement includes the bureaucrats plus all the legislators and interest groups in the enacting coalition.  It is this much larger and very different “institution” that is the political analogue to the business firm.  And all these political players—bureaucrats, winning legislators, winning interest groups—are its “insiders.”  They are the ones who have cooperated in creating an agency that is beneficial for them.   If we view them as the relevant population, then, the “institution” can be said to be cooperative and mutually beneficial.


Odd though it may be when judged by the standards of common sense and ordinary language, this perspective on political institutions is a useful one as far as it goes, because it does identify an important sense in which these institutions are structures of cooperation.  This sense is a narrow one, however, that not only fails to target what we really want to explain—the agency itself—but also fails to recognize what is truly fundamental about political institutions.    


This fundamental feature is that public agencies, unlike business firms, are created through a process of collective choice in which the just-mentioned “insiders” get to impose their institutional creation on everyone in society.  The cooperative agreement that they reach among themselves, therefore, is not just an agreement that applies to them and governs their own behavior.  It is an agreement that applies to everyone and governs everyone’s behavior.  This being so, defining the “institution” in terms of the agreement among “insiders” ignores the fact that, once the agreement becomes law, everyone in some sense becomes an “insider”—because everyone must follow its rules (both as they are initially set out and as they are generated by the agency over time) and everyone stands to be somehow affected whether they like it or not.  They can’t walk away.


The narrow, new-economics notions of “institution” and “insiders” leads to other confusions as well.  Consider, for example, what happens when we try to explain a public agency’s stability.  The new economics would have us focus on the overarching agreement among the “insiders,” and on whether they have incentives not to defect from the deal.   But in politics this doesn’t make much sense.  The fact is, once such an agency is created it becomes a legal entity in its own right, and its survival and structural integrity are protected by democratic rules of the game.  In the American system, for instance, the policymaking process is filled with veto points, making new legislation very difficult to achieve and blocking relatively easy.  The upshot is that, while a strong coalition may have been necessary to create the agency, protecting it from formal change is a much easier political job—and can be carried out by a much weaker coalition, a different coalition, or by ad hoc, never-to-be-repeated voting partners who come to the agency’s aid in a time of need.  Thus, the stability of the agency itself (however “institution” is defined) is not contingent upon maintaining the original agreement or preventing members from defecting from the enacting coalition.  The only part of the agreement that needs to live on is the agency, and the agency can live forever as long as no new legislation is passed.       


In the end, whether a political institution is considered cooperative and mutually beneficial, as well as how we want to think about its stability, depends on what we mean by “institution” and which actors we count as the relevant population. These are not matters of objective truth, but matters of analytical choice.   The argument I presented earlier in the paper, in which I claimed that domestically created political institutions are inherently coercive, is also not a straightforward matter of truth.  It was actually founded on a conceptual choice, which I left ambiguous—I was looking at “institutions” and their relevant populations in the broader sense I just outlined, and not in the narrower sense that a strict application of the new economics would seem to imply.   The claims I made were correct, given my implicit definitions of terms.  But a new-economics claim that political institutions are cooperative and mutually beneficial is also correct, based on alternative interpretations of those same terms.


While there can be no right way to define our concepts, we do need to be clear about them, and thus clear about what we are saying.   When we are, it turns out that both power and cooperation have central roles to play in explaining how public agencies emerge from politics, how they get designed, and what their consequences are.  The cooperation story is about how the founding agreement emerges among the members of the enacting coalition and its agents.  The power story is about how that agreement gets imposed on everyone else and structures their lives into the future.  And the two stories are really one: for it is cooperation that makes the exercise of power possible, and the prospect of exercising power that motivates the cooperation.

Power and Institutions in the State of Nature


I’ve devoted a lot of attention to the context of domestic politics for two reasons.  One is that most of the world’s political institutions are created in such settings. The other is that collective decisions in these settings are based on the inherently coercive role of public authority, and this makes it fairly easy to see that the political institutions so created are not simply structures of cooperation.  They are also structures of power. 


But what about contexts that lack any overarching set of constitutional rules—because the rules don’t exist, say, or because they are vague or in transition or the subject of struggle?  In these sorts of anarchic settings, public authority cannot be used by some groups to impose their will on other groups.  If political institutions are to be created, at least initially, they must be created in another way.  In some sense, the various actors have to do it “on their own.”


This might seem to suggest that power should play a lesser role here, and cooperation a greater role, than we found in the domestic arena.  It is perhaps natural, in the absence of higher authority, to think of social actors as being free to pursue their own interests as they see fit, and to make their own decisions about whether to enter into agreements with others. Given such a scenario, it would seem to follow that any agreements they manage to fashion among themselves should tend to be cooperative and mutually beneficial.  If this weren’t the case, after all, they could just walk away.


There is also a downside to the absence of government, however, that this scenario ignores.  To illustrate, consider the state of nature that economists often assume—a market without firms—in which economic actors are free to make choices and enter into trades and agreements as they see fit.  On the surface, such a context would seem analogous to the one we are supposing here.  Yet when economists take such a state of nature as their logical starting point, they implicitly assume an overarching system of law that guarantees property rights and enforces contracts.  The existence of such a system obviously reduces the likelihood of theft and violence, promotes social order, and enhances the prospects for cooperation and exchange.  It also violates what we mean here by a state of nature, for its actors are playing by a set of rules imposed and enforced from above.


What happens when there aren’t any rules?  The answer is that social actors are plunged into a Hobbesian world in which everyone is nominally free to make their own decisions and free to enter into whatever cooperative arrangements they like—but in which everyone is also vulnerable to predation by everyone else, and the weak are particularly vulnerable to predation by the powerful.  They are free to be robbed, free to be murdered, free to be enslaved.  This may seem extreme; but in a world of self-interested, opportunistic individuals who are unconstrained by rules and not assumed to have any particular moral values, there will surely be some who seek to tyrannize and otherwise take advantage of others—and with resources unequally distributed, some of these people may have ample means of getting their way.  


The absence of government, then, cuts both ways.  It removes public authority from the political equation, and thus eliminates the immediate means by which winners exercise power to impose new institutions on the losers in domestic politics.  Yet it also removes the framework of rules that (at least potentially) can serve to guarantee order in society, protect property rights and contracts, and promote trade and cooperation—and in eliminating such rules, opens up new temptations and opportunities for the exercise of other types of power that do not depend on public authority for their force.  There is no guarantee, as a result, that power is destined to play a less important role here than it does in domestic settings, and cooperation a more important role.  Depending on the circumstances, quite the reverse could be true.

The Rise of National Institutions


In the rational choice theory of institutions, purely theoretical work often begins with a state of nature, which is sometimes Hobbesian and sometimes not, and attention centers on the prospects for cooperation: how can self-interested individuals overcome their collective action problems—and all the dangers of the state of nature—to arrive at basic rules for the conduct of their affairs (e.g. Hardin, 1982, 1997).  Until the new economics burst on the scene, the accepted answers were essentially negative.  Hobbes, of course, had argued that the only solution was an all-powerful Leviathan.  And Olson’s (1965) theory of collective action had argued that rational individuals would usually not cooperate in pursuit of common interests, and that selective incentives and coercion would typically be required to get them to organize.  (Even then, they wouldn’t really be cooperating).


With the new economics, the pendulum swung hard the other way.   Theories of repeated games, whose technology was just becoming available, tackled the dilemma of collective action and showed that the prospects for cooperation were much brighter when people interacted with one another again and again over time, and pointed toward a variety of factors—the strategies of the players (e.g., tit for tat), the “shadow of the future,” the information they possess about one another’s behavior, the development of reputations, the ability to commit, and so on—that determined whether and to what extent cooperation would occur (Axelrod, 1984; Hardin, 1982; Kreps, 1990).  The rise of transaction cost economics and agency theory, which linked cooperation more explicitly to formal institutions, were an integral part of all this.  Both took advantage of the same technology, and the thrust of their cooperationist logic reinforced and advanced the same themes.  Before long, cooperation was the basis for a new theory of political institutions.


As the theory has grown and developed over the years and as it has been applied to a range of institutional topics, some of the most influential work has dealt with how the fundamentals of modern political institutions—the basic features of democracy, for example—emerge out of state-of-nature-like contexts in which overarching rules of governance are absent, problematic, or in flux.  The question is: where do the basic rules come from and why do they get designed as they do?  The answers—and the theoretical lessons that scholars take away—portray these institutions as structures that arise from cooperative, mutually beneficial agreements.  Just as the new economics sees business firms as structures of cooperation that arise from a state-of-nature-like settings (markets), so it sees democratic government in much the same way.


A widely cited example of this line of work is North and Weingast (1989), who focus on the rise of democracy in seventeenth-century England and the events surrounding the Glorious Revolution.  Their account essentially takes the following form.  The monarchs of the time had difficulty raising money for their military campaigns, and a prime reason they ran into these financial troubles was that they were too powerful.  Financial elites were unwilling to lend the crown money precisely because monarchs were all-powerful sovereigns and thus in a position to renege on any deals at a later time.  Monarchs could promise to pay back the money, but their promises were not credible as long as their power remained unchecked. There was, however, a way out of this dilemma.  The solution was to “tie the king’s hands” by devising a new system of governance that imposed checks on monarchical power: a system that transferred significant legal power (especially over finances) to parliament and created an independent judiciary.   This dilution of monarchical power turned out to be good for kings, because they could now raise money by making credible promises to repay their loans.  And it was good for the moneyed interests (represented in parliament), because they could now make such loans, get repaid, and more generally have their property rights protected.  The institutional solution—the basic framework of democracy—was thus cooperative and mutually beneficial, and it was stable because neither side had an incentive to defect (see also Root, 1989). 


The notion that democratic institutions can be understood as structures of cooperation and solutions to collective action problems can be found in influential works throughout the literature.  In his study of transitions to democracy in Eastern Europe and Latin America, for example, Przeworski (199x) sets out a theory of democracy that makes essentially this same general argument.  Democracies emerge when the each of the contending groups has a fair chance to compete for office, and when each believes that—even if it stands to lose at times in future elections—it can still advance its interests over the long haul.  When these conditions are met, then, democracies are structures of cooperation and mutual benefit, and they are self-enforcing. 


Let’s say we agree that the “institutions” to be explained are the basic institutions of democracy, and there is no ambiguity.  Who, then, are the “insiders” for whom the agreement is cooperative and mutually beneficial?  In Przeworski’s case, the “insiders” are the two groups contending for power, and what his analysis shows is that, under certain circumstances, such groups can arrive at a solution that involves elections.  Yet in any real-world context, these two groups would not truly represent the preferences of all the citizens of the nation in question, and there is no guarantee whatever that these unrepresented people would be better off as a result of the deal.  They never agreed to it.  What we do know is that two groups that are powerful enough to be threats to one another, and probably to national peace and stability, have forged an agreement that is imposed on everyone else.  It is cooperative and mutually beneficial for them, but not necessarily for others. 


In North and Weingast’s argument, the situation is a bit more involved.  As I have told their story—which is consistent with the theoretical lesson usually associated with it in the literature—the “insiders” would appear to be a select group of elites, namely, the king and the moneyed elites.  If so,  it would be their agreement.  The new democratic institutions would then be cooperative and mutually beneficial for them—but not necessarily for ordinary people, who were not part of the deal.  In the article, however, the story North and Weingast really tell is more complicated.  For although “tying the king’s hands” ultimately proves to be a good thing for monarchs over the long haul—the lesson, after all, is that this is their way of making credible commitments, and thus is to their own advantage—the fact is that the monarchs themselves, because subject to short-term pressures and motivations (often due to wars they needed to finance right away), did not see it that way ex ante.  They fervently resisted having their hands tied, and it was only through violence and revolution that the issue was settled.  Democratic institutions had to be forced on the English monarchy.  North and Weingast make much of the fact that, after this massive power play, the institutions thus imposed were cooperative, mutually beneficial, and self-enforcing.  They don’t, however, really offer a new economics explanation for how these institutions got adopted in the first place.  Had they done so, the “insiders” would presumably have been the pro-parliament (moneyed) coalitions, whose cooperation within their own ranks allowed them to marshal enough power to impose new institutions on the monarchy (and everyone else).  Their cooperation would then have been beneficial for them (and ex post, for monarchs too), but not necessarily for others.


At any rate, to put the point most generally, the new economics literature on the emergence of democratic institutions tends to adopt the usual, very limited view of who the relevant “insiders” are: they are key groups of elites.  Everybody else is excluded from the agreement and considered irrelevant when it comes time to figure out who benefits.  The claim that democratic institutions are cooperative and mutually beneficial, then, is valid only in this highly restrictive sense.  To fully understand where these institutions come from, we also need to pay attention to power—and to who gets left out of the deal.


This same literature contains an important secondary theme that needs to be explored a bit here.  The theme is that democratic institutions promote economic growth, that economic growth is good for everyone, and that this can make democracy attractive to those who are in a position to choose their institutions.  


The connection between institutions and economic growth has been explored most famously by North (1981, 1900).  In a series of books and articles that ultimately won him a Nobel prize, North  builds an institutional theory of economic development from the ground up, beginning with the most basic elements of the new economics—transaction costs and their implications for cooperation—and working his way toward an analysis that departs significantly from neoclassical economics in explaining why some economies succeed and some don’t.  While his argument is multi-faceted, the lesson that most seems to have been absorbed by the literature is simply this: political institutions of all kinds have profound effects on economic growth, and if rulers are able to adopt the right institutions—if they are able to get property rights right—then the economy will grow and everyone in society can benefit, including the ruler.  


A similar lesson can readily be gained from Bates’ (1989) innovative work on Africa.  Here too, the argument is that political institutions have a big impact on economic development, and that when countries get their institutions right—as Kenya largely did, because its leaders adopted institutions that protected property and promoted investment—then economic growth will follow, and people will be better off.  


Throughout this literature the influential lessons, the ones that seem to be deeply stamped into the collective mind of the discipline, are positive ones.  They are lessons about institutions as structures of cooperation, about institutions as good things that solve collective action problems.  Yet if we look beyond the abstract lessons that supposedly distil the simple principles we ought to be learning, there is actually a great deal going on in both the logic and the empirics of this work that isn’t positive at all.   Indeed, even if we stick to some of the most prominent works in the field, the specter of Hobbes continues to loom large.  These analyses show quite clearly that, however much cooperation may improve things in some cases, power and predation are central features of institutional development—and indeed are essentially the norm.  


North does argue that, when rulers make the right decisions about institutions and get property rights right, their economies will grow.  But he also argues that rulers usually do not do this, in part because it threatens their hold on power, and that they often create institutions that are predatory and socially inefficient instead.  The coercive power of the state, he says, is necessary in order to impose a good framework of rules that encourage productive cooperation, but the conundrum is that “if the state has coercive force, then those who run the state will use that force in their own interest at the expense of the rest of the society” (North, 1990, p.59).  This problem might be mitigated when the circumstances are right—e.g. when leaders have a long time horizon, and when the power of social groups can lead to formal checks on leader prerogatives.  But history has shown that these and other helpful  circumstances tend to be the exception.  The norm is power, predation, and institutions that serve as their vehicles.


Bates is just as gloomy.  While he does show that Kenya did a better job than its neighbors, Uganda and Tanzania, in creating productive institutions, he does not argue that even the Kenyan institutions were structures of cooperation and mutual benefit.  In discussing the early development of these institutions, for instance, he says that an effort to understand them brings us  “out of a world in which private parties make self-interested decisions from which all gain and into a world in which people possess the capacity for coercive acts—acts which extract involuntary transfers of wealth, privatize the benefits of economic progress, and inflict the costs of economic change on others…” (1989, p.34).  A major reason for this, he argues, is that the organization of economic interests allows the groups so organized to gain access to government, and thus to turn their economic power into political power—and coercion and redistribution.


The bottom line is that the relative roles of cooperation and power appear much the same in state-of-nature-like situations as they are in domestic politics.  The argument there was that bureaucratic institutions get created when legislators, interest groups, and bureaucrats arrive at cooperative agreements on the nature of the agency and then impose them on everyone else through the coercive power of public authority.  The argument here, with some reconstruction, is the same.  Cooperation and mutual benefit can explain how coalitions bind themselves together and amass power, and they can explain how rulers cement relationships with these coalitions and with their own bureaucratic agents.  Cooperation among the few then allows them to use their institutional creations to impose their will on others—which may lead to a fairly mild and perhaps palatable form of democratic predation, but may also and much more commonly lead to out-and-out plundering, extortion, and violence.


This virtually describes the perspective developed in Levi’s (1988) widely read work on political institutions, which is also based on the new economics.  Like North, she takes a top-down perspective and thinks about institution-building largely from the standpoint of the ruler.  Among her central themes is that, in order for rulers to stay in power and extract resources as efficiently as possible from their populations, they need to bargain and enter into exchanges with powerful groups. These relationships may rightfully be thought of as cooperative and mutually beneficial.  But once the rulers secure their base through such supportive relationships with other elites and agents, they—and the elites they are bonded to—may use these institutions to plunder those who are not part of the deal: namely, the rest of the population.  As Levi puts it,

All rulers are part of a contract, yet all engage in conflict.  The contract is with those who agree with the selection of a particular individual as ruler; the conflict is with those who do not.  The contract is with those who gain from the trade of revenue for protection and other services; the conflict is with those who are plundered or victims of a protection racket. (pp.46-7)


The dark side of institutions, then, doesn’t go away when we shift from domestic politics to state-of-nature-like settings.  It is true that public authority isn’t automatically available to allow the winners to impose their will on the losers.  But the absence of an overarching framework of coercive rules just means that the key players have to find other ways to use their power in creating, designing, and imposing institutions—and they do (see also Olson, 1993).  

The International System


The international system is the paradigmatic state of nature, an anarchy in which there is no overarching structure of authority, property rights are ultimately unprotected, and every nation is out for itself.   Scholarship on international politics has long put the focus on power—and war.  While there are various schools of thought that structure debate within the field, there is general agreement that power is of the utmost theoretical importance; and it is the realist school, which portrays the international system in stark terms of power and self-interest, that is the benchmark theory against which all others try to establish their validity and earn attention and support.  


The rise of the new economics has presented realism with a major challenge.   The pioneering work comes from Keohane (1984), whose early application of the new economics to international institutions has proven hugely influential, arguing that these institutions are cooperative means by which nation-states can (and often do) overcome their collective action problems to realize mutually beneficial gains from trade.  He does not deny the importance of power.  Indeed, he agrees that powerful nations like the United States are in the business of creating institutions that reflect and promote their own interests.  But he also argues that other nations only join these institutions because they benefit from them, and he emphasizes that the structural means by which institutions bring about cooperation—chiefly by providing information, rules, and principles that reduce transaction costs, enhance decentralized enforcement, and increase interaction—make it easier for members to pursue shared interests and reap gains from trade.  


Keohane’s book has stimulated a flood of new work on the prospects for cooperation in the international system, and in the process the new economics has essentially come to dominate the intellectual perspective of the field.  Whether the subject is international trade or war and peace, and however much the discussion recognizes the importance of power, the language is one of credible commitments, self-enforcing agreements, and cooperation for mutual benefit.  Even realists, who tend to discount institutions as epiphenomena of power, often find themselves speaking the same language—and singing much the same tune.


In a widely cited article, for instance, Krasner (1991) argues that the institutional system is basically driven by power; and he tries to point the way toward a broader theory rooted in the new economics that can lay bare how power is put to use in the service of national interests.  His analysis, however, which explores cooperative behavior among nations in the area of telecommunications policy, shows how nations faced with coordination problems are able to move from inefficient outcomes to the Pareto frontier, and how the more powerful nations have disproportionate influence over where on the frontier the cooperative solution winds up.   The role of power, then, simply determines how the benefits of cooperation are divided up.  All of the cooperating nations are made better off in the process.  There are no losers.


What the literature has yet to come to grips with is how the prevailing theory of cooperation can incorporate a role for power that recognizes all the bad things it can do (at least for the nations being victimized by it)—and that is capable, therefore, of broadening the new economics to take account of the rough and tumble world of international politics that everyone agrees is really out there.   There is clear evidence that, even outside the realist camp, scholars see the incorporation of power into the new economics as a desirable.  A recent consortium of researchers involved in what they call the Rational Design project, for example, has embraced the task of using the new economics to map out and explain the details of institutional structure in the international system, and they explicitly acknowledge the need for an expanded framework that takes power into account.  But even for them, power mainly has to with distribution problems, coordination problems, and choices among multiple equilibria, and not with nations being forced to do things that are against their interests.  Indeed, it is one of their premises that “over the long haul states gain by participating in specific institutions—or else they will abandon them” (Koremenos, Lipson, and Snidal, p.768).


A recent book by Gruber (2000) stands apart from the rest of the literature.  Gruber takes the mainstream to task for building a cooperationist theory of international institutions that largely ignores power.  But rather than nibbling about the edges by arguing that power affects how coordination problems get resolved or how institutions get designed, he launches a fundamental challenge: arguing that nations may sometimes join international institutions when they expect to be made worse off as a result.  What looks like cooperation and mutual benefit, on his account, can be a veneer that hides an underlying exercise of power.   


Gruber’s argument is based on an insightful idea that is both simple and correct.  Some nations, he notes, are so important in a given sphere of activity—as nations with large economies might be, for example, in international trade—that when one or more of them decide to “go it alone” in creating multinational institutions, other nations may eventually choose to join up even if they never wanted such an institution in the first place and expect to be worse off.  While this may seem inconsistent with the very meaning of rational behavior, it actually isn’t.  For the key issue is: worse off compared to what? 


This is where the novel insight comes in.  When the prime movers band together and attract supporters to form their own institution—say, for purposes of a trading union—nations that oppose such a development are faced with a fait accompli.  The original status quo has been taken away from them, and the new reality is that this trading institution does exist. They can either join it or be left out in the cold—but they can’t go back to the status quo.  Thus, if they now decide that joining makes them better off than not joining, they will voluntarily decide to become members.  They expect to be worse off, however, than if the institution had never existed in the first place.  


Gruber marshals evidence for his argument by carrying out an extensive empirical analysis of NAFTA and the European Monetary Union.  He shows that in both cases there were prime movers (the United States and Canada for NAFTA, Germany and France for the EMS) that effectively engineered a new status quo, and there were nations that preferred not to have any institution at all (Mexico for NAFTA, Italy and Britain for the EMS) but joined nonetheless once the original status quo was taken away from them.  Other scholars may or may not agree with Gruber’s empirical conclusions, as it is obviously very difficult to make calculations of each nation’s expected benefits under alternative scenarios.  Even so, from a theoretical standpoint his argument is a provocatively subversive contribution.  For it not only suggests how power can worm its way into the very foundations of “voluntary” choice, but also argues that institutions may not be cooperative and mutually beneficial even for the “insiders” that join them.  By this logic, then, power isn’t just a means by which “insiders” impose their institution on everyone else.  It may also by a means by which institutions can essentially  be imposed on some of the “insiders” themselves.

Power


If power is indeed fundamental to an understanding of institutions, as I have argued, then we need to be able to think about power as rigorously and systematically as we now think about cooperation, and we need to be able to integrate both into a common rational choice framework.  This is more easily said than done, particularly in view of power’s jaded history as a concept that is difficult to define and deal with analytically.   But it seems to me that there are aspects of power that are readily incorporated into rational choice—indeed, are already part of it—and that there is a solid basis for moving ahead. 


So what exactly is power, then?  Political scientists have been pondering this one for years without any slam-dunk answers, so I don’t feel entirely guilty in saying that I don’t have any of my own.  On the other hand, these sorts of definitional problems are common in social science, and they don’t always have to be resolved with finality in order for theoretical progress to be made.  After all, there is still no agreement on what an institution is.  Some scholars see institutions in terms of rules, others in terms of patterned behavior, still others in terms “myths” and other ideational structures that constrain the way people think and act (Hall and Taylor, 1998; Soltan, 1998).  But these differences haven’t prevented the theory of political institutions from making tremendous progress over the last twenty years.  They haven’t helped, but they certainly haven’t deflated the whole effort, and I suspect the same will hold true for different notions of power.


In light of this, my intention here is not to define power in some global sense, but simply to identify a few basic features that I think ought to be associated with it and that we can deal with analytically.  The basic argument is that important aspects of power can usefully be thought of in terms of agenda control.  And because agenda control is an integral part of institutional analysis—indeed, it is where institutional analysis in political science really began—there is no reason to think that power cannot comfortably be taken into account once theorists take it seriously.  Let me explain with a few simple examples.


Consider a stylized situation in which a criminal confronts his victim and presents him with a classic choice: “your money or your life.”  An economist might say that this is just another case of voluntary exchange, and that it can be understood in the same way other voluntary exchanges are understood.  If the victim chooses to hand over his wallet, he is simply acting on his preferences and making a rational choice.  He would rather lose his money than his life.  There is no need to introduce power into the equation, because voluntary exchange already explains the outcome.


Common sense would seem to suggest, however, that this exchange in not voluntary.  The criminal is using threats of violence, and he is coercing the victim to give up his money against his will.  But the economist can respond that it actually is the victim’s will to give up the money, and common sense is thus thrown into doubt by a semantic dispute over what the victim’s “will” really is.  This is a dispute, however, that can be resolved.


The way to resolve it is to recognize that the victim’s will—his judgment of which alternative makes him better off—is being expressed relative to a specific agenda of alternatives.  And the criminal is now controlling the agenda.   Before the criminal walks up, the victim lives peacefully with his wallet in his own pocket and his life not subject to threat.  This is the original status quo.  When the criminal arrives on the scene, however, the victim is presented with two alternatives—give up his money or give up his life—and they compose his entire choice set.  He cannot choose the original status quo, which requires that he be left alone, because the criminal has taken this alternative away from him.  The victim “voluntarily” gives up his wallet when faced with the power-constrained choice set, because he is better off giving up his money than getting killed.  But he is worse off than he would be under the original status quo—which is what he really wants but can no longer have, thanks to the criminal’s exercise of agenda power. 


This is just a generalized version of the kind of power that Gruber is talking about.  It is a form of agenda control in which one actor denies the status quo to others in order to steer them into accepting alternatives more to his liking.  Most instances of institutional power discussed in my own paper, moreover, are of this type as well: for when legislators and interest groups impose their own institutions on the broader citizenry, or when rulers adopt predatory institutions to extract resources from their populations, these “insiders” are essentially revoking the original status quo and giving the “outsiders” two choices: play by these new rules or you will be punished by the police powers of the state.  The “outsiders” can’t go back to the way things were.  That option has been taken away from them.  They now have to choose from the power-constrained choice set, and from that alone.  They may (and probably will) choose to “cooperate”—but they may also be worse off than before the institutions were imposed.


As I’ve discussed it here, this kind of agenda control may involve the issuance of threats, which obviously make the power-holder’s preferred alternative all the more attractive to the victim.  But although threats (at least implicit ones) are empirically common, particularly when we recognize that  most political institutions are backed by the police powers of the state, they are in principle not necessary.  As long as the power-holder can deny the original status quo, he can engineer the victim’s choices by presenting alternatives that seem quite benign and involve no coercion, violence, or aggression of any kind.   The key to this power-play is that the victim has no choice but to opt for one of the new alternatives: which he wouldn’t have chosen if the original status quo were still available.


Agenda control can also work to protect the status quo rather than change it.  This can occur, for example, when actor A uses his agenda power not to deny actor B the original status quo, but rather to deny him other alternatives that he would actually find preferable to it—alternatives that A does not like and wants to prevent being adopted.  This is the kind of power that Bachrach and Baratz (1962) highlight in their classic critique of pluralism, in which they argue that the essence of power is not simply that its holders are able to win conflicts against opponents, but that they can control the agenda in such a way that only alternatives compatible with the status quo (which favors the power-holders) are publicly considered, while alternatives threatening to the status quo are kept off the agenda entirely.


With this type of power, too, economists might see the Bs of the world as making voluntary choices that leave them better off.  And this assessment is valid if we simply look at the choice sets the Bs are actually faced with.  Yet their choice sets have been determined for them by power-holders, who have seen to it that alternatives that could have made the Bs still better off (and the power-holders worse off) are not included in the choice set at all.  Thus, the Bs are worse off than they would have been had the power-holders not controlled their agenda and prevented change.


This kind of power has a lot to do with the stability of political institutions.  Recall, for example, that public bureaucracies become legal entities in their own right once they are created by their enacting coalitions, and from that point on their survival is mainly dependent upon preventing new legislation from passing.  Supporters who play pivotal roles in the policymaking process, then, can protect agency stability by using their agenda powers to keep threatening legislation off the agenda—and thus to deny other policymakers and their constituents the option of making a change.  If supporters play their cards right, even if they are a distinct minority, reform may never come up for a vote.  This is what agenda power is all about.  And it clearly tells us something important about why public agencies are so stable.       


Both these types of power are essentially negative.  That is, the powerful get their way by denying other actors alternatives that would make the latter better off (and sometimes by issuing threats).   In the first case, the Bs are denied the original status quo, and thus pushed into changes they don’t want.  In the second case, they are denied alternatives to the status quo, and thus prevented from adopting changes that they do want.  Both are limitations on the choice set, and both are consistent with what we normally mean by the exercise of power.  


Things are less clear when power takes the form of positive inducements.  Obviously, power-holders in the real world often get their way by buying other actors off—which, in more abstract terms, takes the form of adding new and attractive alternatives to the choice set (and perhaps linking them to alternatives that were already there—see, e.g., Martin, 1992).  Thus, if large nation A wants to station troops on the territory of small nation B, and nation B is initially unwilling to go along, nation A might win B’s compliance by paying it several billion dollars.  In an important sense, this is just a voluntary exchange that makes both nations better off.  We might say, however, that B has power over A because it has succeeded in milking A of lots of extra money.   Or we might say that, in the grander scheme of things, A is able to use its vast resources to get B and other countries to bend to its will, and thus to create a world more compatible with its own interests—and that, because opposing nations with fewer resources can’t do the same thing, A’s resources give it the power to make these things happen.


Whether it is analytically useful to think of power in these ways when positive inducements are involved is simply unclear.  Ultimately these ambiguities need to be addressed and sorted through.  But if we want to make some progress in dealing with the key claims of the new economics—such as that institutions are cooperative and mutually beneficial—then the aspects of power that matter most are those that are essentially negative.  They involve A getting B to do things that, by reference to some reasonable baseline, make B worse off.  When these negative aspects of power are being exercised, the new economics can be misleading.   This is the point that most needs to be appreciated and explored, and it is sensible to think that progress can be made without resolving all the ambiguities that might plague the concept of power more generally.  For now, the negative side of power is sufficient. 


What a focus on the negative aspects of power prompts us to do, above all else, is to take a closer, more subtle look at “voluntary” choice and its associated benefits and to insist on asking: voluntary compared to what, and beneficial compared to what?  The key thing to remember is that choices may be voluntary and beneficial over a power-constrained set of alternatives—but when we take into account alternatives the power-holder has eliminated from consideration, the same decisions can look involuntary and nonbeneficial.  Whether we recognize power, then, depends on our frame of reference.  From one perspective we see it.  From another we don’t.  


Both, however, can be viewed as natural outgrowths of a common analytical framework.  Agenda control fits comfortably into institutional analysis and has always been a central part of it.  That the new economics has paid so little attention to it is not because the tools and concepts are somehow foreign, but because the spectacular take-off of the theory of cooperation has channeled attention and investment elsewhere.  Taking power into account—or at least some aspects of it—requires little more than a new mind-set and an interest in following its lead.

Conclusion


I want to emphasize that, although I’ve been critical of how the new economics of organization has been applied to political institutions, I also think it has generated the most productive body of theory in the discipline’s history, and I have no doubt that it will continue to be productive in the years ahead.  So I am a critic in some respects, but I am also a fan—and in my own soft-core way, a participant as well.  The assessments I offer here are intended as constructive ones, in hopes that they can contribute to the eventual development of a broader, more balanced theory that is better suited to political institutions.  


It is the political part that has caused the theory’s growing pains.  As I’ve tried to show in this paper, there are two basic reasons for this.  The first reason is that, as the new economics has been transported from economics into politics, and as the explanatory focus has shifted from business firms to public institutions, the logic of the analysis has gotten muddied.  It may appear on the surface that the same logic is being applied to both sectors, but the fact is that key concepts and components of the analysis—like what the “institutions” are and which actors count as the relevant population—don’t make the transition very well.  They get used in different ways across the two sectors, and indeed in various ways within the public sector itself, and this alters the meaning and the logic of what is actually being argued.  Even the most basic of claims become unclear and confusing.  We can no longer be sure what our theories are saying, not to mention whether their claims are valid—or even whether they refer to something that we ought to care about.


The second reason the political part has caused problems is that public institutions are inherently bound up with power.   The new economics is founded on a theory of cooperation, and it rivets attention on the cooperative agreement among creators (the winners) that allows them to overcome their collective action problems and realize mutual gains.  While this is surely one part of an adequate  explanation, it ignores the fact that public institutions—unlike private business firms—are adopted through decision processes that involve winners and losers, and in which outcomes are imposed on everyone in the population.  The creators aren’t just adopting structures that will govern their own behavior.  They are adopting—and imposing—structures that will govern everyone’s behavior, whether people like it or not.  In politics, cooperation and power are two sides of the same coin: cooperation makes the exercise of power possible, and the exercise of power is what motivates the cooperation.


To focus on cooperation alone, then, is to miss the essence of what is going on as political institutions are being created.  And much the same can be said about their stability over time.  Once these institutions are actually set up, they can remain stable even if the cooperative agreement that gave rise to them falls apart.  In domestic politics, the institutions become legal entities in their own right, protected by the rules of the game, and they can readily live on with only periodic backstopping from much smaller, less powerful, and perhaps very different bands of supporters.  The new economics’ focus on the stability of the original cooperative agreement—usually, on whether it is self-enforcing—misses the boat, and misconstrues what often accounts for the survival of political institutions.


Rational choice theorists are well aware that power is fundamental to politics, and their own accounts—especially their empirical accounts—of the creation and stability of political institutions are full of discussions that illustrate its key role.  The ambiguities that have surrounded the applications of the new economics to politics, however, have made it appear that power is somehow being taken systematically into account when it isn’t.  The analytic core of the new economics is about cooperation, not power.  And its technology—designed, in effect, for private contexts of voluntary choice in which the “insiders” are the only relevant players—has generated explanations in which power is essentially organized out, allowed to pop up in informal discussions of institutional politics but not to play an integral role in the rigorous logic of the explanations.  Thus, while the literature already suffers from one layer of ambiguities about how key terms are defined and how the transition from economics to politics can be made, there is a second layer—aided and abetted by the first—that gives the appearance that power is an integral part of the theory.  Both layers of ambiguity help to bolster the implicit belief among proponents that the new economics is on the right track: analytically rigorous, focusing on the right things, and telling us what we need to know.  


Although I do think the new economics is on an extraordinarily productive path, particularly by comparison to other institutional theories, I also think it could benefit from midcourse corrections.  It goes without saying that ambiguities are not good for any theory, and that the ambiguities that we have discussed here—which go to the very heart of how the new economics can be rigorously applied to political institutions—need to recognized and clarified so that confusions can be swept away, wise conceptual choices made, and the theory put on a firmer and more suitable footing.  Dealing with current ambiguities, moreover, cannot be viewed as just an analytic or logical task.  It is also a  substantive task.  The reason for the ambiguities is that there is something about politics that doesn’t fit the economic model of voluntary choice, and dealing with them involves moving toward a conceptual framework that usefully matches the substance of politics.


As part of this effort to match the substance of politics, a midcourse correction also needs to see that power is incorporated into the analytic core of the theory.  The long run agenda should be to encourage the development of a more broadly based theory of political institutions that elevates power to an analytic status equal to that of cooperation, that is open to an aggressive investigation of the dark side of institutions, and that seeks an appreciation of the subtle ways that cooperation and power interact in explaining the creation, design, and stability of the various organizations that populate the public sector.  


As with most proposals for change, it is easier to set out attractive goals than it is to specify how they should be accomplished.  This is especially true in the case of rational choice theory, which is constantly being criticized for leaving out important aspects of reality—when the strength of its methodology is precisely that it radically simplifies its subject matter in order to allow for a clear, rigorous, deductively powerful analysis.  On this score, I am entirely sympathetic to rational choice.   Burying the theory in complexity and detail will sap its strength.  The key to success, in my view, is in identifying just those aspects of a phenomenon that seem to be most essential to explaining it, and in incorporating only these—as simply as possible—into a rational choice framework. This is why, in trying to take account of a concept as potentially troublesome as power, I have suggested thinking of power in terms of agenda control, and focusing at least initially on the negative aspects of power, which are more clearly conceptualized.  There is good reason to think that this approach to power can be handled within the existing methodology, and that it won’t really complicate things much.  It could well provide a useful basis for a broader political theory.


If we think more ambitiously, though, it is clear that power can be important to institutional politics in ways that I didn’t really explore in this paper, and that an adequate theory should try to incorporate and build upon if at all possible.  For example:


(1) Institutions allocate power; and because this is so, when rational actors create institutions to promote their own interests they will favor designs that allocate additional power to themselves, thus shoring up and increasing the power they already have.  Absent any exogenous changes in the underlying society (e.g., in social groups and their resources), the process of institution-building should therefore tend to reinforce the existing power structure, constrain the kinds of institutions that get created, and promote stability. 

  
(2) Rational actors in positions of institutional power will resist any changes that threaten their power, and they will use their existing institutional power to do it.  Thus, even if society changes and  existing institutions grow increasingly out of sync with the interests of the larger population, demands for changes in institutions—and thus for changes in the allocation of power—will be put down and the “old” institutions will persist.  Eventually, society may change so much that the strength of the opposition can win out.  But until that break-point is reached, which may be a very long period of time, the institutions of the “old” order will tend to be entrenched and stable—automatically protected by the self-interest of those they give power to.


(3) Political institutions generate new vested interests, not present at creation, that later provide much the same kind of automatic protection. Newly created institutions need to hire employees, often vast numbers of them, and these government employees then have an interest in maintaining their jobs—and thus in using whatever political power they may possess (through public employee unions, for example) to assure that their own institutions are stable, grow, and thrive.  In addition, these institutions are likely to have social clienteles who benefit from their services and regulations; and these clientele groups, which may only get organized and active ex post, have similar incentives to use their political power on behalf of the institutions’ stability and well-being.  The power of new vested interests, then, is yet another built-in force that protects the institutional system from change.


These sorts of power dynamics, needless to say, are a far cry from the analytic notion of a self-enforcing, cooperative equilibrium that the new economics offers up in explaining why political institutions are stable.  But it seems to me that they do a good job of capturing what actually goes on in politics.  And they are consistent (by my reading) with much of the work by historical institutionalists, whose detailed accounts of institutional politics have documented not only the profound importance of power, but also that its own dynamics—which contribute mightily to processes of path dependence (see Pierson, 2000)—have a lot to tell us about why political institutions develop as they do and why they are so stable (e.g., Pierson and Skocpol, 2002; Hall and Taylor, 1998; Korpi, 2001)


At this point, it is probably wise not to push for a dramatic expansion of what the existing theory is expected to include.  The new economics and game theory are not very good at handling dynamics, and it may be that, at least for the foreseeable future, only static versions of the considerations I’ve outlined here can be taken into account.  That would be fine.  The short term goal is simply to get power on the agenda and to move toward a theory that—however much it may still leave out—is no longer focused so exclusively on cooperation and on the positive side of what political institutions are and do. 
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� While the acceptability criterion may seem odd in a governmental setting, as the legislators have the legal right to impose any structure they want, the relationship is still voluntary: existing bureaucrats can quit or transfer, potential bureaucrats can refuse to apply for the jobs, and so on.  This being so, the structural solution can be thought of as cooperative and mutually beneficial.    





� I will use the term “nexus of contracts” throughout this paper because it drives home an important similarity in the agreements that create both private firms and public agencies.  But I should note that, when agreements are self-enforcing and not backed by law, some people might argue that we shouldn’t be calling them “contracts.”  See Hardin (1989) and Przeworski (1991).  
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