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                                           CHAPTER X 
 
 
 
 
 
                            INSTITUTIONS AND ACTIONS 
 
 
 
1. Introduction 
 
In this chapter I try to formulate an outline of an institutional 
approach to human action. This approach is based on three 
foundations. The first is the replacement of methodological 
individualism by institutional individualism. As a 
consequence, not the explanation of the spontaneous 
emergence of institutions is at the forefront, but the 
continuous reproduction and transformation of existing 
institutions. The second is the distinction between rules that 
justify a practice and rules justifying an action falling under 
it. This is the distinction between constitutive and regulative 
rules. In the case of rules that are constitutive of practices 
agents do not have the liberty to deliberate whether they will 
apply these rules or ignore them. Many discussions about 
social rules that focus on the reasons to comply with rules are 
dealing with regulative rules. The third is a bargaining 
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approach to the establishment and transformation of 
institutions. 
  I shall present my arguments in the following way. In 
section 2 I will present a discussion about the distinction 
between methodological individualism and institutional 
individualism. In section 3 I present some definitions of 
institutions and discuss their functions. In the section that 
follows I introduce the distinction between regulative and 
constitutive rules. Thereafter, I discuss a bargaining approach 
to the selection of rules. In section 6 the question to be 
answered is whether rule following must or can be 
considered to be a special case of rational action.  
  This exposition of an institutional approach will be followed 
up with chapters about human agency and social structures.  
 
2. Institutional individualism 
 
The key methodological obstacle for standard rational choice 
theory is the specification of an appropriate conception of the 
relation between institutions and individuals. On the one 
hand, social institutions are the consequences of decisions 
made by two or more individuals. On the other hand, 
individual decision-makers are constrained (or assisted) by 
existing institutions. If any given institution is the result of 
actions of individuals, can it ever be an exogenous variable? 
That is, can institutions really be constraints (or facilities)?  
This is one of the central problems in social science: how 
rational actors intentionally or unintentionally bring about 
the institutions that form the normative framework for their 
actions. The co-presence of both consequence and cause 
creates a process of endless regression and ultimately forces 
one to start the analysis of institutional evolution by 
returning to some pre-institutional, 'natural' state (see also 
Rutherford, 1989; Hodgson, 1986). On basis of the writings of 
Agassi (1960, 1975) and Rutherford (1994), I will try to for- 
mulate an alternative.   
  From Agassi 's point of view the problem is the combination 
of methodological individualism and classical liberalism that 
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has led to psychological individualism. This is the doctrine 
that says that a theory should reduce phenomena to its 
essentials, and that the essence of human phenomena is 
human nature. The implication of adhering to a psychological 
individualist' version of neoclassical theory means that 
everything or every variable which cannot be reduced either 
to someone's psychological state or to a natural given must be 
explained somewhere outside the theory. Methodological 
Individualism (MI) can be summarized in three propositions: 
(see Rutherford, 1994, 31/2) 
1. only individuals have goals and interests. 
2. the social system and the changes in it are the result of 

actions by individuals. 
3. a theory must uncover the essence of the phenomena  that 

it wants to explain and for social phenomena this means 
that they have to be explained in terms of theories that 
refer to individuals only.  

The first proposition says nothing about the way those 
individual goals and interests are established. There is no 
indication of social conditioning, but that would not be a 
contradiction. The second proposition declares that 
institutions emerge and change as intended or unintended 
consequences of individual actions. The third proposition 
falls apart in two assertions: first that social theories should 
be reduced to theories about individuals and second, that in 
order to explain social phenomena one should refer to the 
preferences, inclinations etc. of individuals. This third 
proposition is a programmatic proposition that does not 
follow irrevocably from the first two. This third proposition is 
criticized for several reasons. The important ones are that 
some social phenomena cannot be reduced to individual 
characteristics (for instance a bureaucracy); that individual 
behavior is sometimes only intelligible by referring to social 
practices and roles (a doctor, a teacher, a judge etc) and that 
in many situations the behavior of people can only be 
explained by referring to social rules, that is to social 
institutions.  
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Methodological Holism (MH) can also be summarized in 
three propositions: (Rutherford, 1994, 28) 
1. society (the whole) is more than the sum of its constituting 

parts (individuals). 
2. the social context influences individual behavior. 
3. the behavior of individuals should be deduced from social 

'laws' which are 'sui generis', and which apply to the social 
system as a whole, and from the positions and roles that 
individuals fulfill within that system. 

The first proposition says that a society is more than an 
aggregate of individuals. A society possesses cohesion and 
has structure. The second proposition says that the objectives 
of individuals can be influenced by the objectives of other 
individuals and that individuals internalize norms and obeys 
norms without external sanctions. The third proposition, 
again, is a programmatic proposition, which says that a social 
system cannot be explained by referring to the intended and 
unintended consequences of individual actions. This third 
proposition is, of course, severely attacked by the proponents 
of methodological individualism. 
  Of all these propositions the programmatic ones clearly 
oppose each other. But that is not the case with the other 
ones. The challenge is to combine them in order to formulate 
a new programmatic proposition. Agassi undertook this task. 
He argues in favor of a program that he calls institutional 
individualism. The purpose of this program is: "..neither to 
assume the existence of all co-ordinations nor to explain all of 
them, but rather to assume the existence of some co-ordination 
in order to explain the existence of some other co-ordinations. 
It is an error to assume that the only satisfactory explanation 
of institutions is by assumptions which say nothing about 
institutions." (Agassi, 1960, 263)  Agassi 's formulation offers 
a solution to escape the dilemma of explaining institutions by 
referring to individual actions and to explain actions by 
referring to institutions. He argues that social phenomena are 
not just the product of individual objectives and material 
resources, but also of existing interpersonal means of 
coordination and cooperation (institutions) and the capability 
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of individuals to use, reform or abandon them. Institutions 
are to be included among the explanatory variables of actions 
along with the aims of individuals. Thus institutions must be 
included in the set of permissible exogenous variables. The 
really important thing that Agassi brings to the foreground is 
the impossibility of endogenizing all institutions. Each theory 
that tries to explain the development of certain institutions 
has to accept the existence of some other institutions as 
exogenous variables (as part of the situation).  
  
Recently, the ontological and epistemological characteristics 
of methodological individualism have been reconsidered. 
There are writers who claim that methodological 
individualism comes in different guises. (see Hodgson, 2007; 
Zwirn, 2007) They emphasize the difference between 
methodological individualism and methodological atomism. 
Methodological atomism is a specific version of methodo-
logical individualism that adopts an atomistic ontology. "The 
distinction is important because the fairly widespread 
practice of interpreting methodological individualism as 
methodological atomism often leads to the erroneous 
conclusion that methodological individualism is not 
compatible with an organicist conception of social reality." 
(Zwirn, 2007, 76) The main difference between 
methodological atomism and methodological individualism 
is whether social phenomena should be entirely explained in 
terms of individuals alone; or in terms of individuals plus 
relations between individuals. In the latter case " social 
phenomena should be explained in terms of individuals and 
social structures." (Hodgson, 2007, 220) 
  From the point of view of these authors Agassi's institu- 
tional individualism should be seen as (a version) of 
methodological individualism, namely as individualism plus 
social relations between individuals.177 To avoid confusion, I 
suggest to read methodological individualism as methodo-

                                                
177 There are analogies with Popper's situational logic, analogies that 
explain why Popper called it an example of institutional individualism. 
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logical atomism and to use the term institutional indivi-
dualism for the broad definition of methodological 
individualism.178 
 
3. Definition and functions of institutions  
 
In chapter VIII, in which I discussed micro-institutional 
theories, I complained that many authors are rather careless 
in their definitions of institutions. Often they confuse the 
concepts of organizations and institutions.

179

  Organizations 
are productive units, whereas institutions refer to behavioral 
regularities or rules of behavior. To repeat, we should 
distinguish institutions, as the rules of the game, from the 
game itself. Organizations such as households or firms are 
typified by the set of goals they pursue. In the pursuit of its 
goals an organization can rely on institutions. “ So, the term 
‘institution’ basically denotes some of the means employed in 
the pursuit of ends, while the term ‘organization’ signifies the 
agent who makes decisions about the end which is worth 
pursuing.” (Khalil, 1999, 62) Institutions facilitate or constrain 

                                                
178 Economists usually interpret methodological individualism as 
methodological atomism. See the discussion in the former chapter about 
the lack of structure in human interactions. There are exceptions, for 
instance Arrow, who concludes, "that social variables, not attached to 
particular individuals, are essential in studying the economy or any other 
social system (…)." (Arrow, 1994, 8)  
179

 To present another example how this is set in one’s habits, I cite a 
recent article by Hodgson: “Institutions are durable systems of 
established and embedded social rules and conventions that structure 
social interaction. Language, money, laws, systems of weight and 
measure, table manners, firms (and other organizations) are all institutions.” 
(Hodgson, 2003, 103, my emphasis) Hodgson’s argument is that 
organizations have internal systems of rules and hence, by implication 
organizations are a special type of institutions (Hodgson, 2006). Of 
course, organizations develop work routines, they can accommodate, 
sometimes conflicting, rules of behavior, but organizations do not 
coincide with systems of rules.  
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activities rather than produce a certain outcome. They are 
rules or set of rules that govern (organized) patterns of 
behavior. An institution does not refer to some concrete 
agency as for instance the Roman Catholic Church, or a Bank, 
a Court, a House of Parliament, etc. In these cases we talk 
about organizations. Organizations are the embodiment of 
regulated behavior, they are a context for action. An 
institution is neither to be equated with concrete laws, 
conventions, norms or values, but rather be regarded as a 
form of habitual behavior. Heiner defined institutions as ".. 
regularities in the interaction between agents. " (Heiner, 1983, 
573) Knight mentions institutions as "(..) a set of rules that 
structure social interaction in particular ways." (Knight, 1992, 
2) Hence, we can conceive of institutions as either behavioral 
regularities or as rules of conduct. Like Mäki (1993) I assume 
that these two definitions more or less coincide.   
  The common explanation of the function of social rules is 
that they reduce uncertainty and that they furthermore solve 
coordination- and cooperation problems to the benefit of all.  
The argument about the reduction of uncertainty emphasizes 
the way institutions support the acquisition and processing of 
information and in general the complexity-reducing functions 
of institutions. When agents are unable to fathom the decision 
situation and therefore are unable to predict with a certain 
precision the outcome of action alternatives, then they will 
limit their behavioral flexibility and reduce their behavioral 
repertoire. (Heiner, 1983; 1990) That is why under conditions 
of uncertainty the predictability of behavior will increase. The 
risk of making errors delivers an incentive to surround 
choices with rules and procedures. Gradually rules and 
procedures will be selected and be applied mutually.  
  Uncertainty can also arise when property rights are not 
secured and contracts are not observed. Institutions can 
regulate the making and the observance of contracts, validate 
contracts and property rights and thus reduce uncertainty 
and lower transaction costs. "Institutions reduce uncertainty 
by providing a structure to everyday life. They are a guide to 
human interaction." (North, 1990, 3) 
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Complexities arise from the interaction between agents, 
especially in strategic interactions when people have to 
wonder the other agents will do. Institutions can reduce 
uncertainty about the actions of other agents that enables 
everyone to form expectations about the future behavior of 
other agents. " ..[I]nstitutions and routines, other than acting 
simply as rigidities and constraints, play an enabling role, by 
providing more-or-less reliable information regarding the 
likely actions of others." (Hodgson, 1988,132)180    
  Most authors (implicitly) mention one or both functions. 
Heiner (1983) emphasizes the function of uncertainty 
reduction; Knight (1992) refers to the function ' to structure 
social interactions'; Bates (1988) says that institutions 'bridge 
the gap between individual and collective rationality' and 
Coleman (1990) likewise says that they help 'to realize 
collective optimal results' and 'to internalize external effects'.  
  I furthermore distinguish two types of institutions. On the 
one hand, those institutions that are the unintended result 
from regularities in social interactions. These embody social 
rules that are the consequence of the repeated confrontation 
with a similar kind of social problems. Conventions are the 
prototype of this kind of rules. On the other hand, institutions 
embody rules that are constitutive for the practices in which 
agents are involved and that are, at least partly, the result of 
design. Together, these institutions constitute the complex of 
rules which enables and constrains individual actions and 
which defines social outcomes as the result of these actions.181 
 

                                                
180 Since institutions are repertoires of habitual behavior it does not make 
sense to talk about institutions and routines as Hodgson does. What could 
routines be else than habitual behavior? 
181 Aoki (2007) makes a distinction between an exogenous view of 
institutions, which he relates to North and Williamson, and an 
endogenous view of institutions, which he relates to Hayek. But this 
distinction is based on the fact that Aoki, contrary to North, does not 
make a distinction between an institution and an organization. Taking 
this into consideration, I fail to see any distinction between both 
approaches.     
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4. Constitutive and regulative rules 
 
The core of institutional individualism is that human 
activities are recursive, i.e., agents reproduce by their 
activities the conditions that made these activities possible. 
The reproduction of the conditions of actions is made 
possible by the reproduction of rules, which either constitute 
these activities or make them possible. 
  In this context it is important to introduce Rawls’s 
distinction between rules that justify a practice and rules 
justifying a particular action falling under it. We have rules 
that allow "the option to consider particular cases on general 
rational and moral grounds, whereas there is another 
conception that does not admit of such discretion except 
insofar as the rules themselves authorize it". (Rawls, 1955, 29) 
This is the distinction between regulative rules and 
constitutive rules. 182 
  Rawls refers to constitutive rules as rules that define 
practices. These rules of practice have a different status from 
those rules that are merely maxims or are based on voluntary 
agreements. Rawls suggests, first, that these rules are 
logically prior to the cases to which they apply and, second, 
that those who participate in the practice are not at liberty to 
decide for themselves on the propriety of following the rule 
in a particular case. For, under the conception of rules as 
constitutive of practices, a particular action falling under the 
rule would not be described as that sort of action unless there 
was the practice. "It follows that, if a person is engaged in a 
practice and if he is asked why he does what he does, or if he 
is asked to defend what he does, then his explanation or 
defense lies in (referring to) the practice". (Ib., 27) On this 
conception, then, rules are not generalizations from the 
decisions of individuals. On the contrary, rules define 
practices. They are logically prior to the forms of actions they 

                                                
182 Constitutive rules are rules that are constitutive of a game and cannot 
be changed at will. Regulative rules are rules how the game is best 
played, fairly played, and so on.  
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specify. "If one questions these rules, the practice undergoes a 
fundamental change". (Ib., 24)183  Rawls's concept of a practice 
is shaped by appealing to the rules of a game. The more 
codified the rules in question, the more relevant the 
constitutive conception of rules. It is easier to apply them to 
legal and legal-like arguments than to the more complex sort 
of moral arguments. But less formal rules also arouse the 
kind of normative expectations that accompany formal and 
codified rules. Therefore, what he has to say about the 
priority of practice rules makes sense to any form of activity 
in which choice is understood to be rule-guided rather than 
(purely) discretionary.    
  In the case of applying rational and moral rules directly and 
smoothly, case-by-case, rules are interpreted as 'maxims', as 
'rules of thumb'. The point of having these kind of rules is, as 
Rawls stipulates, that one can decide cases more quickly if 
one records past decisions in the form of rules. They are use-
ful as guidelines for decision making in particular cases.  One 
has in principle the option to use or to disregard them. 184 
 
5. A bargaining approach of institutions 
 
The current approach toward institutions is based on Hayek's 
theory that they are the result of a spontaneous process of 
cultural evolution. Hayek did not believe that institutions 
originate in purposeful design (in contrast to Menger who 
distinguished both ‘organic’ and ‘pragmatic’ institutions). He 
thought that social rules develop in a process of variation and 

                                                
183 For Searle constitutive rules form the backbone of institutions. "The 
institutional ontology of human civilization (..) is a matter of status 
functions imposed according to constitutive rules and procedures." 
(Searle, 2005, 9) He also underlines that rules only become 
institutionalized when they are collectively accepted. Like Aoki he thinks 
that the embeddeness thesis and an institutional approach, therefore, go 
hand in hand.  
184 The mechanism of the invisible hand is much more dependent on 
effective and innovative constitutive rules than on the compliance with 
regulative rules. 
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selection. Hayek explicitly distinguished cultural evolution 
from natural selection. He emphasized the innovative 
(variation) and imitative (selection) activities of individuals. 
To prove that the selected rules and the institutions that 
embody these rules are beneficial for the group, we can either 
assume that individuals acknowledging the beneficial aspects 
of certain rules take (individual and collective) action to 
warrant that these rules become directive for the whole group 
or that those institutions that are beneficial are selected in a 
spontaneous process of competition. In the first case rules 
emerge as if they are conventions, in the second case a func-
tionalist evolutionary argument is used. Hayek appeals to the 
second argument. But rational choice theory is at odds with 
functional explanation and we should seek a better explan-
ation. There is much to say in favor of seeing the evolution of 
institutions as an interaction of both spontaneous develop-
ment and design-processes. (see also Rutherford, 1994)        
  The theoretical context that does justice to such a kind of 
interaction is a bargaining approach. (Knight, 1992) To 
become a behavioral norm, a rule of behavior that has 
emerged spontaneously must win support of most members 
of society. For several reasons it is unlikely that this will 
always happen without negotiations. When there is more 
than one institutional solution (when there are several 
equilibria in terms of game theory) a choice has to be made. 
When the actors have conflicting preferences, because they 
have conflicting interests, then negotiations are inevitable; 
unless a certain rule (convention) is supported by a majority 
of the relevant population. When rules appear to have 
distributional consequences, it is also more natural to assume 
that they are negotiated than to assume that they are accepted 
spontaneously. 
  A bargaining theory pictures institutions as the result of 
struggles between social actors to establish equilibrium 
solutions that they favor most (see Knight, 1992, 126).185 The 

                                                
185 This does, of course, not exclude that rules have evolved spon-
taneously. Not all rules are of have been contested.  
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collective benefits are byproducts of personal benefits.  
  By emphasizing negotiations and struggles, a concept of 
power is introduced into the analysis. Power is the ability to 
influence the action alternatives of the other actors in such a 
way that they choose an alternative that they would rather 
not have chosen. This does not imply that the chosen 
alternative has no merits, but rather that they opted for an 
alternative that promised them more. The element of power 
seems to be in conflict with the voluntary character of the 
agreed solution. But the fact that the actors accept a solution 
is not due to the fact that they favor this solution, but due to 
the fact that they have little or no choice. The idea that the 
voluntary character of an action excludes the use of power is 
due to the habit of equating power and violence. 
  The basic elements of Knight's bargaining model are: 
a) there exists a possibility for a mutually beneficial solution 

to a cooperation problem, 
b) there is a conflict of interest about the precise interpreta-

tion,  
c)  an agreement is only possible when everyone assents  to it, 
d) the actors involved are parties in a continuous relation, 
e) there is an asymmetric division of resources. 
In this model the parties are thrown together, they cannot 
change partners. They have an interest in finding a solution, 
but don't agree about the terms/ conditions. Each party has 
the ambition to make that rule valid that delivers her 
particular advantages. To that end the strategic possibilities 
of the other parties have to be curtailed. Given the 
interdependent character of the strategic choices this means 
that the expectations concerning each other's actions have to 
be influenced. Evidence shows that the degree of success in 
negotiations is partly due to the division of resources and 
partly due to the credibility of the self-imposed alternative 
solution and the degree of risk-taking. The first step to 
influence the expectations that the other parties cherish is to 
commit oneself to a specific strategy. The challenge is to 
convey to the other parties the impression that one is 
determined to do what one suggests one shall do. Very 
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important are the resources that one has at one's disposal in 
situations where the negotiations demand a lot of time. Those 
who are able to use delaying tactics and who have less to lose 
will take more risk and can ultimately compel the other 
parties to accept a specific solution. But the winning party 
cannot push to hard to impose a solution. The proposed 
solution must gain legitimacy in society as a whole. It is an 
aspect of the power one has that one is able to legitimize the 
offered solution to third parties. In due time a stable pattern 
of institutionalized solutions will develop which will be 
acknowledged as informal rules of behavior.  (Knight, 1992, 
132ff) 
  In this bargaining theory power expresses the capacity of an 
actor or actors to impose an equilibrium solution on the rest 
of the actors. When these equilibrium solutions are 
institutionalized, they appear for a younger generation as 
established normative expectations into which they are   
socialized. Usually the alternative solutions that were 
excluded by the prevailing solution are no longer part of the 
collective memory. These institutionalized solutions still 
embody power relations, but these relations are latent. (see 
also Lukes, 1974) 
 
5. Social rules and rational action  
 
Given that there are social rules, can action based on these 
rules be explained within the context of rational choice 
theory? Should we make a distinction between rational action 
and rule-led (or institutionalized) action, or can they be 
mixed up? I shall discuss this question only in the context of 
regulative rules, or rules that one can decline.   
  The reason why, on balance, it is rational to follow rules, has 
to do with decision-making costs, with uncertainty and with 
the complexity of the decision problem, which overstretches 
the computational capabilities of the agents. Social rules can 
also be viewed as providing solutions to recurrent interactive 
problems, i.e., to choice problems individuals jointly face. It is 
the presence or absence of relevant external effects that will 
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determine whether or not a rule concerning those activities 
takes on a more private or social character.  
  Does rule following really preclude a maximizing choice? 
Binmore and Samuelson do not see a fundamental difference 
between the two: "In using a social norm in a situation to 
which it is well adapted, homo sociologicus behaves as though 
he were optimizing. Similarly, when optimizing homo 
economicus behaves as though he were employing a social 
norm that is well adapted to his problem."(Binmore and 
Samuelson, 1994, 61)186 
There are two arguments that explain to what extent rule 
following differs from rational decision-making. The first is 
that rule following is not a maximizing choice; this is the 
argument of Vanberg. The second is the argument that 
agents, contrary to what rational choice theory predicts, will 
cooperate to realize goals that are beneficial for all. Vanberg’s 
point of reference for a maximizing choice is the case-by-case 
comparison of all feasible alternatives. He presents the 
following arguments concerning maximizing choice and rule 
following. 
  The essence of the economic model of rational choice lies in 
the assumption that in any given situation an actor chooses 
from among potential alternative courses of action the one 
that he expects serves his interests best. From this perspective 
it seems to be natural to interpret human behavior as a 
continuous sequence of singular choices. The disposition to 
abide by rules is, on the contrary, relatively independent of 
the specifics of particular situational constraints. Rule 
following invokes, in Vanberg ‘s view, "the idea of a kind of 
pre-programmed behavior, for which, in some sense, the very 
absence of choice seems to be constitutive". (Vanberg, 1994, 
15) Rules are typically looked at as choice-constraining 
factors. Rule following behavior reflects the fact that the actor 
does not choose on a case-by-case basis, but is predisposed to 

                                                
186 Akerlof writes about the use of norms in decision making as the 
"missing motivation". He applies norms in a maximizing framework. 
(Akerlof, 2007) 
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act in a certain way in certain types of situations. "According 
to the model of case-by-case situational choices, rule-
following behavior should be observed only to the extent that 
over a sequence of recurrent choice situations the relevant 
incentive structure is stable enough so that rule compliance is 
in each and every case the preferable alternative". (Ib., 15) The 
logic of rule following is that behavioral regularities are due 
to a specific kind of disposition on the part of the acting 
agent. Rule following is not obeyed because the agent upon 
separate assessment of each situation believes that following 
the rule selects the most promising alternative, but because 
he identifies the situations as belonging in the class of 
situations in which rule-following is the best strategy. 
(Vanberg, 1993, 175/6) 
  How can a consistent concept of rule following behavior be 
defined? The simple extension of rational choice from the 
level of actions to the level of rules of action clearly does not 
provide an adequate solution to this problem. The essence of 
following a rule is not to calculate in every single case, but to 
be unresponsive, to some extent, to the changing 
particularities of individual choice situations. Vanberg argues 
that we need a shift of perspective from a theory of rational 
choice to a theory of behavioral adaptation. The essence of 
rule-following behavior is the way in which we learn about 
our world. It is the process in which people built a behavioral 
repertoire, that is, a disposition to respond to certain kinds of 
situations by certain kinds of behavior. This is the gist of an 
evolutionary theory of rational, behavioral adaptation.   
  Both this generalized evolutionary paradigm of rule 
following and the rational maximization paradigm aim at an 
explanation of how adaptability or efficiency comes about. 
Yet, their explanatory logic is fundamentally different. 
Evolutionary adaptability is not a matter of forward-looking 
optimization. It is 'driven from behind' and it reflects what in 
the past has proven to be relatively more successful than 
other tried-out alternatives. A rational choice presupposes a 
prospective adaptability to the particular contingencies of a 
current choice situation. (see also Vanberg, 1994, 36) The 
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notion of maximizing does not seem meaningful in this case, 
Vanberg thinks, because there is no attempt to determine a 
finite set of alternative rules from which the best is chosen.  
  Regarding the notion of maximizing Vanberg, in my 
opinion, confuses the issue. He seems to equate a maximizing 
choice with a choice under the condition of complete 
information, in the absence of all conditions that make rule-
following the rational option. When uncertainty reigns, for 
example, it is perfectly rational to adopt a rule that has 
proven its worth in the past. A rule is not an optimizing 
device, but the rationale for rule following is based on a 
comparison of alternative patterns of behavior. An agent 
selects a rule with an eye on reaching the best result. When an 
agent declines precise calculations because he expects that the 
costs of acquiring and processing more information exceed 
the extra benefits, he behaves as if he is maximizing. When an 
agent employs a rule because he has observed the recurrent 
patterns in separate situations and he does not regard these 
separate situations as unique events, he acts as if he is 
maximizing. Only when agents employ rules in the decision-
making process in order to reduce risks (see Heiner) or 
because of the complexities of the decision situation, does 
rule following deviate from a rational choice in the sense that 
their choice is not based on maximizing the outcome but on 
minimizing risks. But even this behavior can very well be 
explained as a rational choice. There is no a priori conflict 
between rule-led choice and rational choice.  

 
7. Conclusion 
 
In this chapter I have discussed some general features of an 
institutional approach as a correction on the description of 
the institutional theories that I presented in the previous 
chapter. In order to avoid being engaged in an endless 
regression with regard to the fact that institutions are both 
the result of human action and constrains on human action, I 
introduced institutional individualism. This methodological 
program was proposed by Agassi, and can be viewed as a 
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broad interpretation of methodological individualism in 
which phenomena should be explained in terms of 
individuals and the relations between individuals. 
Particularly it is assumed that institutions are reproduced or 
transformed in daily practices.187 The distinction between 
constitutive and regulative rules serves to mitigate the 
compliance problem. People cannot participate in practices 
when they do not observe the rules that are constitutive of 
these practices. Bargaining theory was introduced to solve the 
question whether institutions have emerged spontaneously 
or were deliberately designed. When rules -especially 
constitutive rules- do not serve alike the interests of those 
who are involved and when conflicts of interests arise, then 
the natural way to solve the conflict is bargaining.  
  Let us compare these features with the outline of a ‘Program 
for New Institutional Economics’ that Langlois has 
formulated. He mentions four main themes: 

1. Use the method of situational analysis. This is to assume that 
the agent is rational in the sense that he acts appropriately 
to or reasonably in his or her situation. This should be seen 
as a kind of bounded rationality assumption. 

2. Pay attention to the existence of social institutions of various 
kinds as bounds to and definitions of the agent’s situation. 

3. Practice careful invisible hand explanations.  
4. Use this program not only to explain the phenomena of price 

theory but also the nature and origin of social institutions. 
(Langlois, 1986, 252) 

Langlois writes that he follows the Popper-Hayek program in 
which "the aim of social science is to explain the unintended 
or undesigned results of the actions of many men." (Langlois, 
1986, 236) If this and not individual behavior is the 
explanandum of theory, then it follows that we need not 
know more about the psychology and the rationality of the 

                                                
187 “(..) it is not the case that actors create social systems; they reproduce 
and transform them, remaking what is already made in the continuity of 
praxis.” (Giddens, 1984, 171) 
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agent than is implied in the notion of adapting to the logic of 
one's situation. "Rationality, in the limited sense of the 
method of situational analysis, is necessary for a coherent 
story; but it is also sufficient for deriving the important 
theorems of economics." (Langlois, 1986, 239/40) Langlois 
uses institutional individualism in a Popperian way; 
institutions define to a large extent the logic of the situation. 
As Langlois often refers to natural selection (Alchian), 
situational constraints and neoclassical theory, I conclude that 
the outline he presented is an outline for a Neo-institutional 
Economics. The new institutional theory that is built on the 
institutional theory that I have presented in this chapter is an 
alternative for the neo-institutional theory. 188 

 
Essential for institutional individualism is the recursive 
character of human action. Another aspect of institutional 
individualism is that some institutions are exogenous. As a 
consequence institutions appear both as conditions for action 
and as consequences of actions. This dual role of institutions 
is taken as point of departure in two theories that I present in 
the next chapters, the theories of Bhaskar and Giddens. 
Though Bhaskar and Giddens share some common ground, 
their approaches are very different. As we will see, the main 
issue dividing Bhaskar and Giddens is whether social 
structures should be seen as internally or as externally related 
to human action. Apparently, institutional theory is 
compatible with quite different views concerning the agency-
structure phenomenon. 
 
 
 
 
                                                
188 It looks as if we have two full-blown theories of rational choice. One is 
the model of situational logic combined with the neo-institutional variant 
of rational choice; the other is the model of belief and desire combined 
with the new institutional variant of rational choice. I call them 
respectively the competitive and the comparative model of rational 
choice theory. (see also chapter II and chapter XIV) 




