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Both casual observation and recent research suggests that the strict game-theoretic out-
come of this situation is too strong. Where formal enforcement is absent agents do not
immediately and always try and kill and steal from one another. The presence of interna-
tional anarchy, for instance, has not resulted in all countries adopting a Prst strike policy,
leading to perpetual war that ends in world annihilation. In fact, most countries, most of the
time, are in a state of peace, not conRict. Similarly, among primitive people, anarchy has
not led to endless bghting and zero trade (Leeson 2006, Leeson and Stringham 2005). On
the contrary, in primitive stateless societies, as well as internationally, substantial trade and
peaceful cohabitation overwhelmingly prevail.

3. A better-case scenario: from pure confict to partial cooperation

Focal points provide an idea as to how this transformation from potential confict to par-
tial cooperation is possible. As Schelling put it: OPeepleoften concert their intentions

or expectations with others if each knows that the other is trying to do the same. Most
situationsNperhaps every situation for people who are practiced at this kind of gameN
provide some clue for coordinating behavior, some focal point for each personOs expectation
of what the other expects him to be expected to doO (1960: 57). Among the inbnite equilibria
that could emerge in response to the situation of confict individuals initially confront, some
of which are cooperative and others of which are violent, focal points help to whittle down the
multitude of possibilities by using some payoff-irrelevant feature of the game to coordinate
individuals® behavior with the behavior of ottfdfsndividuals possess some acknowledged
commonality over an important behavioral trait that could inBuence their ability to benebt
from social interaction, this commonality presents a conspicuous candidate for focal adoption
in forming the basis of their decisiofis.

While agents may be inclined in some instances to act violently towards others, their unique
ability to reason tends to dominantly endow them in common with a more peaceful inclination,
what Adam Smith called a natural propensity to Otruck, barter, and exchange.O Seabright
(2004) attributes the evolution of this (limited) cooperative propensity to the development
and balancing of two characteristics. The brst is the ability to engage in rational calculation
and realize the benebts from specialization, the division of labor, and economic exchange.
The second is the evolution of a reciprocity trait. This trait leads individuals to repay kindness
with kindness while responding to defection or betrayal with revenge. IndividualsO shared
proclivity to behaviors emerging from these two characteristics creates a focal pointNa
mutually shared expectation about the inclinations of othersNto interact cooperatively to
some extent. Recognition of this does mean actors will not in some cases aim to OcheatO
others when they can believe they can get away with it. It merely draws attention to the fact a
limited, mutually expected degree of cooperation between individuals is reasonable. In this

2 There has also been much progress made in the analysis of various kinds of coordination scenarios. See
Sugden (1995) for a contrast of OlabelingONi.e., the way players describe the game to themselvesNwith
existential games in which there is a formal structure. On the evolution of equilibria in coordination scenarios
played repeatedly, given a population, see Crawford (1991), Kandori, et al. (1993), Young (1993) and Ellison
(1993). On the role of pre-play communication in singling out one of the equilibria, see Farrell (1987).

3 According to Schelling, OWhere there is no apparent focal point for agreement,O a norm entrepreneur Ocan
create one by his power to make dramatic suggestion ... coordination requires the common acceptance of
some source of suggestionO (1960: 144). On the issue of entrepreneurship over focal points, see Boettke and
Coyne (2004).
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sense we may call this focal point Oweak,0 in that it provides a limited node of common
expectations about some degree of cooperative behavior.

The presence of a weak focal point of cooperation transforms the situation individuals
initially confrontNone of pure conRictNinto one of partial coordination. A mutual, albeit
limited expectation between some individuals that interaction will be peaceful provides them
with a degree of conbdence that their decision to behave cooperatively will be met by a
similar decision from others. Even without spoken communication, a weakly cooperative
focal point allows agents to coordinate to some extent on the Ocooperate-cooperateO strategy
in the upper left-hand box in Figure 1. With reduced uncertainty about the behavior of
others, individuals who recognize the benebts of repeated peaceful interaction are willing
to attempt the cooperative strategy with others. The presence of this focal point therefore
moves society down SchellingOs spectrum, away from the pure conBict extreme, towards
greater coordination. This effect is depicted by a move from Figure 1 to a situation closer to
that depicted in Figure 2.

Fig. 2 A Better-Case Scenario:
Impure Coordination Strategies X Y

[

IndividualsO initially small (but positive) inclination for cooperation converts the prison-
ersO dilemma-type situation into a coordination scenario. There are two possibilities in this
impure coordination game. Individuals may coordinate by cooperating in the form behavior
X, in which case player 1 earnsand player 2 earns, or by coordinating in the form of be-
havior Y, in which case these payoffs are reversed. Note that this payoff structure leaves some
degree of conf3ict between agents intact, as player 1 and player 2 maximize their individual
payoffs through reverse coordinating strategies. Nevertheless, a greater degree of coopera-
tion is created in this situation than in the situation of pure confict that prevailed initially,
depicted in Figure 1. In the initial situation, society faced the Oworst-case scenarioONone of
pure conRict in which individualsO interests are totally misaligned. As a result, individuals®
ability to mutually gain is undermined, and social welfare suffers. By converting this initial
situation to the Obetter-case scenarioO of partial (impure) coordination depicted in Figure 2,
the weak cooperative focal point discussed above reduces the severity of the social dilemma
that individuals confront. Individuals® interests become closer and thus better aligned. The
presence of this focal point substitutes an easier social problem for the system to handle
(partial coordination) for one that is more difbcult (pure confict).

Even the creation of OpurerO coordination scenarios resulting from weakly focal cooper-
ation may result in inefbcient equilibrium outcomes, but still create more coordination than
the situation of pure conRict the system initially began with. Consider Figure 3.

Here there is no confict between individuals over the preferred mode of cooperative be-
havior. Both players prefer the higher trade equilibrium, in which they earn the higher payoff
( , ), to the lower trade equilibrium, in which they earn the lower payoff (). Never-
theless, imperfect information and thus imperfect coordination creates the possibility that
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economic order, viewed itself as an intricate focal point, is maintained by enough people to
make defection too costly. What is critical in preventing unraveling is therefor@gin of
acquiescence Whereby defecting from the focal strategy is prohibitively expensive (Hardin
1999: 144). This is not to say that some degree of defection can never occur, but rather that
once an order is established, large-scale defection is a costly strategy. Defecting can and will
be benebcial to some, but not on a large scale once an order is established.

For instance, once we coordinate on driving on the right hand side of the road, if one
person then chooses to drive on left hand side, those in the general proximity would suffer
but the entire convention would not unravel. Likewise, if someone slams the door in the face
of others, the norm of manners, in its entirety, does not unravel. Of course this is costly for
the person acting in a rude manner since eventually no one will want to interact with him
(assuming the presence of an informal mechanism, for instance ostracism, which punishes
antisocial behavior). Once some behavior is established as focal, free riding on the focal
strategy through defection becomes more costly since it is more likely that OcheatingO will
be viewed as such and thus punished by others. Thus, focal behaviors, since they develop
this kind of Osocial momentum,0 are largely self-enforcing.

There is some tipping point, however, some level of defection on or rejection of a focal
point, beyond which weakness becomes failure and the focal point is undone. If in fact it is
the case that a large number of people come to defect, then the previously focal strategy will
no longer be focal. In such an instance, individuals will either coordinate on a new strategy,
or they will cease to coordinate their activities. In those situations where coordination fails to
occur, there will be a lack of cooperation, social order, and progress. In cases characterized
by collective action, there must be some underlying notion of what is to be achieved and
parties must be able to coordinate their actions toward that end.

Again, this is not to say that there will never be defection or free riding on the focal
strategy, but in cases where we observe order, enough people recognize at least limited
cooperation as the underlying norm to coordinate their actions toward their ends. Further,
despite cases of defection or antisocial behavior, over time coordination scenarios generated
by even weak cooperative focal points produce move positive benebpts than negative harms
and societies forge forward toward greater productivity and wealth. As a result, individuals
become more intertwined in larger networks of interdependence and the fabric of mutual
benebt that underlies society is continually expanded and strengthened, at each step reducing
the extent of conRictNthe severity of the social dilemmaRthat society must overcome to
progress.

5. Concluding remarks

The central claim of this paper is that through their potential to convert situations of conf3ict
into situations of greater cooperation, focal points can ease the social problem situation that
political economic systems confront. In transforming Oworst caseO scenarios into Obetter
caseO ones, focal points improve systemic robustness, enhancing its ability to generate social
welfare increasing outcomes in the face of highly imperfect conditions. Our analysis leads
to several conclusions.

First, political economic systems that devise rules consistent with or complementary to
individualsO propensity to Otruck, barter, and exchangeO can strengthen this basis of coop-
erative focal points, which in turn reduces the social burden the system has to deal with.
Although our discussion considered the state of nature as the starting point of our of analysis
so that we could appreciate the role of focal points in easing the problem situation confronted
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in worst case initial conditions, its basic insight is applicable outside of the state of nature as
well. Where government is present, focal points also improve the alignment of individuals®
interests, reducing the extent of confict in society and converting hard social situations into
easier ones. For instance, governments that protect private property rights, a policy consis-
tent with and complementary to individuals® propensity for at least limited cooperation, will
strengthen cooperative behavior as focal, enhancing the extent of cooperation. On the other
hand, governments that try to undermine private property rights will in general weaken this
focal point and in doing so threaten widespread cooperation.

Where even weakly cooperative focal points emerge, governments will also have less need
to expend resources on activities devoted to preventing/punishing antisocial behavior. It is
cheaper to police a society in which cooperation is routine, for example, than to police one
where mistrust and fraud are rampant. Likewise, it is less expensive to police a population
of individuals in which private, informal institutions that enhance cooperation thrive, than it
is to police one in which there are no private institutions that encourage good conduct. Thus,
there are also secondary, indirect benepts to cooperative focal points that reduce the burden
on the political economy in the form of fewer state-directed resources that must be devoted
to preventing/punishing uncooperative behavior.

Second, inlight of our framework, itis reasonable to envision the overall political economic
order as an intricate focal point that is self-enforcing. Underlying this complex focal point
is a series of more basic focal points similar to those discussed above. The evolution of
relations and interactions in society can then be seen as the development and/or shifting
of these underlying focal points. Changes in such things as fashion, culture, norms, laws,
religion, communication, naming and business practices, etc. can be viewed as shifts in focal
points. These underlying focal points directly shape the overall political economic order.

Finally, since focal points arise where there are a multitude of equilibriaNprivileging
one of these equilibria over the othersNit is important that the actions of governments,
in addition to strengthening focal cooperation where possible, are also careful not to tip
the balance in favor of a cooperative focal point towards an uncooperative one. This could
be achieved explicitly, as is the case for instance in much of the developing world where
there are rival ethnic groups and it is not unusual for the state to actively try to shift the
balance of power from one ethnic group to another, such as the one that the current ruler
is a part off However, it could also arise unintentionally, since governmentNin lending its
seal of approval to certain actions and not others through legal codibcationNcan shift social
norms and beliefs about acceptable conduct, causing a gradual landslide from one focal
behavior to another.

For instance, changes in the legal environment in the United States have given rise to
what many now consider to be a norm of litigiousness, whereby any and every problem
becomes the domain of lawyers and state courts. Lawsuits in the event of disagreement have
in many ways become focal behavior. Prior to this shift, disputes were handled informally,
without the aid of lawyers or courts, or were simply accepted as the unavoidable, if irksome
cost of social interaction. In contrast, today disagreements are far more frequently seen as
evidence of having been Owronged© and as demanding remedy through legal action. This not-
so-subtle shift brought about by legal and regulatory changes has in many ways substituted
an uncooperative focal point for the more cooperative one that existed prior to it. Thus, if a

5 Hardin (1995) focuses on the use of ethnic identity in Bosnia and Rwanda as two examples where coordination
has resulted in conBict. In such instances, individuals coordinate with others along ethnic lines and this
coordination results in inter-group confict between ethnicities.
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buyer for instance, has a problem with a seller, the focal response is now to sue the seller,
rather than to redress his grievance in a less conf3ictual and socially expensive fashion.

When government action, intentionally or unintentionally, has such animpact on changing
focal points, the result is that a more difbcult social problem situation (one with greater
conBict and less aligned individual interests) replaces a less difbcult one. This is precisely
the opposite of the effect of cooperative focal behaviors discussed above. It is also precisely
the opposite of what is required to enhance systemic robustness.
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