Contents

1 Conventions 1
1.1 Imtroduction. . ... .. .. ... . ... ..., 1
1.2 Conventions and Game Theory . .. ... ................. 3

12.1 Coordination Games . . . . . .. .. ................ 3
1.2.2 Equilibrivm Refinements . . . ... ... .............. 6
1.2.3 Conventional Behavior as Bounded Rationality . . ... ... .. 7
1.2.4 Conventions Minimize Transaction Costs . . ........... 9
1.3 Explaining the Emergence of Conventions . . ... ... ......... 11
1.3.1 The Spontaneous Order Tradition . ... ............. 11
1.3.2 Desiderata for Evolutionary Explanations . ... ......... 13
1.4 Evolutionary Games . . . .. .. ... ... ... 14
1.4.1 Game Theory and Optimization . ................. 14
14.2 Evolutionarily Stable Strategies . . . . . . ... .......... 15
1.4.3 Evolution Does Not Imply Efficiency . . . ............. 16
1.5 A Summary of the Rest of the Thesis . . . ... ............. 18
151 Language ... ... . ... ... ... ... 19
1.5.2 Property. . . .. .. ... .. 20
1.5.3 Money . . . . . ... 21
154 TheFirm .. ... ... ... .. ... . . .. .. . ... 22

2 Language 23
21 Introduction. . . ... ... ... ... .. .. .. e 23
2.2 The Problematic Intuition . . . ... ... ... .............. 25
23 SignalingSystems . .. ......... .. ... .. . .. .., 27

i



2.4 Signaling as an Equilibrium Refinement . .. ...............
2.5 Examples and Anomalies . .. .................. ...
2.6 Natural Language . . ... ...... ..oy
Property
31 Imtroduction. . . . . . . o i i i i it it e e e
32 Babooms . . . . . .t e e e e e e e e e e e e e e e e
3.2.1 Symmetric “Hawk and Dove” . . . .. ... ... .........
3.2.2 “Hawk and Dove” with Recognizable Role Asymmetry . . . . . .
33 Gold-Diggers . . .. . .ot ittt e
3.3.1 Players and Strategies . . . . .. ... ... ... 0
3.3.2 The “Veil of Uncertainty” . . . ... ... ... .. ........
3.3.3 Interactionand Payoffs ... ....................
34 Equilibrium . .. .. ... ... .. .
3.4.1 A Classification of Social States . . . . . .. ... .........
34.2 An Equilibrium Concept . . . . ... ... ... ... ...
343 Equilibra ... ... ... ... .. o oo
3.5 Evolutionary Dynamics . ... ... ....... ... ... ... ...
36 Concluding Remarks . . . . .. ... ... ... ... ... ...
Money
41 Introduction . . . . . . . ¢ v i i i i i e e e e e
4.2 The Emergence of Media of Exchange . . ... ..............
4.3 Media of Exchange as Conventions . . . . ... ... ... ........
44 TheStaticModel . . . . .. . . ... . o
4.5 A Positive Approach to Dynamics . . . . ... .. ... . ... .. ..
46 The Evolutionary Model . . . . . . .. ... ... .. ... ... .....
47 Concluding Remarks . . . . . ... ... ... ...
The Firm
5.1 Introduction . . . . . v v v v i e e e e e e e e e e
5.2 The Cost of Market Transactions . . . . .. .. ... ... ........

iii

35
35
37
37
39
40
40
40
41
43
43
44
45
50
51

52
52
54
57
60
63
65
68

70
70



5.3

54

5.2.1 The Coase-Dahlman Transaction Cost Concept . . . . .. .. .. 72

5.2.2 Coordination Problems and Transaction Costs . . ... ... .. 72
5.2.3 A Division of Labor Problem . . ... ... ............ 74
The FIIM . . & o v v e e e e e et e e et e e e e e e s e e 76
5.3.1 The Internal Workings of Organizations . . ... ... ...... 76
5.3.2 EquilibriumwithaFirm . . . ... ... .............. 77
Remarks . .« v v o o v e e e e e e e e e e e e e e e e e e e 78



