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INSTITUTIONS
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What is an institution?

North (1990): Institutions are the
rules of the game in a society ...
the humanly devised constraints
that structure political,economic and
social interactions
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COOPERATION
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Prisoners’ Dilemma (PD)

P1

P2

C = stay quiet D = rat out

C = stay quiet 3, 3 1, 4

D = rat out 4, 1 2, 2

I Each players’ payoff function: DC > CC > DD > CD

I Nash Equilibrium: {D,D}
I Takeaway: Individual vs. collective optimum
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The puzzle of human cooperation

I If cooperation is costly, why does anyone do it?
I Cooperative behavior = one individual incurs an immediate cost to

help another
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Explaining cooperation

1. Kinship: We help to propagate our genes by helping our relatives

2. Reciprocity: We might meet again. “The shadow of the future”
I Direct
I Indirect: Reputation-building. Boosted by observability
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Robert Axelrod
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Axelrod: IR
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Axelrod’s tournaments

I Professional game theorists were invited to submit their favorite
strategy

I Each of these strategies was paired off with each of the others to see
which would do best overall

I The winner was the simplest of all strategies submitted: Tit For Tat
(TFT)

I TFT = cooperate on the first move and then does whatever the other
player did on the previous move
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TFT in Infinitely Repeated Games

Payoff from cooperation:

I Cooperate: C C C C C C C C C C C C C C C C C C C C =
3 + 3 + 3 ...

Payoff from Deviation:

I P1: C D C D C D C D C D ... = 1 + 4 + 1 + 4 + 1 ...

I P2: D C D C D C D C D C ... = 4 + 1 + 4 + 1 + 4 ...

I Is cooperating an equilibrium? EU(C ) ≥ EU(D)

I Cooperation is possible in infinitely repeated interactions if players are
patient enough
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One shot vs. repeated game
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Punishment: Fehr and Gächter (2002)
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Cleaner Fish
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Cleaner Fish: Observability (Pinto et al. 2011)
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Observability: Perez-Truglia and Troiano (2018)
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Observability: Perez-Truglia and Troiano (2018)
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These can’t be the only explanations

I People routinely cooperate with non-kin

I People cooperate even in one-shot interactions
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Cross-cultural variation: Ensminger and Henrich (2014)
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Interesting stuff

I Robert Axelrod. 1984. The Evolution of Cooperation.

I Joseph Henrich and Natalie Henrich 2007. Why Humans Cooperate.

I Herbert Gintis and Samuel Bowles. 2004. A Cooperative Species.

I Erez Yoeli TED Talk
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https://www.ted.com/talks/erez_yoeli_how_to_motivate_people_to_do_good_for_others?language=en


What have we learned?

I Definition of institutions

I The conditions under which cooperation happens

I Theories of human cooperation
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