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Abstract
This paper identifies two schools—radical economics and the historical school—that are critical of rational choice theory of institutions.  The radical school argues that institutions express the balance of power between powerful and exploited segment of society.  The welfare of such segments cannot be identified in a social objective function.  If the function is non-identifiable, optimization would be non-feasible.  The historical school, on the other hand, maintains that the constraint function is riddled with inefficient technologies and conventions which agents fail to replace with better ones even when the replacement cost is not the issue.  Agents or the central planner fails to adjust because of the force of habit.  This paper contends that both schools rely on arguments that actually can be accommodated within rational choice theory.
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1. What are the Questions?
Can institutions be explained as the outcome of optimization?  For instance, can the institutions of slavery, serfdom, patriarchy, or the capitalist firm be characterized as efficient?  Can the historical inertia of clearly inefficient routines or technologies—such as the 24-hour clock as opposed to the 10-hour metric clock, where each hour is made up of 100 minutes, and so on—be ever explained as efficient?


The question which this paper raises is meta-theoretical.  Can institutions that apparently involve exploitation (such as slavery and, at least for some economists, the capitalist firm) be ever justified on efficiency grounds? Can institutions that remain in place because of path dependence ever be justified, likewise, on efficiency grounds?  

This paper identifies two broad heterodox theoretical camps who dispute the orthodox neoclassical approach, i.e., dispute that rational choice theory is the best entry point to the analysis of institutions.  They have argued, but for different reasons, that rational choice theory is, at least at first approximation, a futile approach to the study of institutions.  The first heterodox camp, known as radical political economics and feminist theory, contends that institutions, such as capitalist relations of production or patriarchy, greatly exemplify the balance of power between classes or between the two genders.  For the first camp, institutions are restrictions that facilitate the ability of the elite to extract rent from the disadvantaged segments of the population—whether the elite is made up of landlords, slave holders, or simply males.  This camp ultimately questions whether a social objective function, which is supposed to unite the contending classes or contending genders, is feasible.  If it is not feasible, it would be impossible to explain institutions as optimal rules for the contending classes or genders. 


The second heterodox camp, known as old institutional economics and the historical school, contends that institutions, such as technologies and habits, greatly express historical inertia.  That is, choices are not fully the product of calculation of future costs and benefits, but rather are path dependent in the sense that even when better options are available, agents still choose the inefficient technology or routine simply because of habit.  This camp ultimately contends that optimization cannot proceed given that agents are basically prisoners of their habits.


So, while the radical camp focuses on the non-feasibility of an objective function in the case of collective action when power imbalance is present, the historical school focuses on the enormous potency of the budget constraint inherited from the historical past which actually trumps forward-looking rational choice.  This paper argues, to the contrary, that optimization, first, entails power that defines who is included, and who is excluded, from the objective function—and such a function is optimized.  Second, even when agents are riddled with habits and historical mistakes, such habits and mistakes can be revoked in light of sufficient incentives.

Section 2 discusses the thesis of the radical school: Institutions express the power of the elite over the disadvantaged and, hence, cannot be efficient.  Section 3 shows the shortcoming of the radical school.  Section 4 analyzes the thesis of the historical school: Institutions are path dependent in the strong sense and, hence, cannot be efficient.  Section 5 demonstrates the limits of the historical school.  Section 6 concludes.
2.  Radical School: Institutions as Power
In her 2006 Tawney Lecture at the Economic History Society Annual Conference, Sheilagh Ogilvie (2007) leveled two frontal attacks on two different traditions of the theory of institutions.  First, she criticized culturalist economics for explaining institutions in terms of cultural norms.  Second, she criticized neoclassical economics for explaining institutions as the outcome of rational choice.  Concerning the critique of cultural economics, she argues that cultural norms are too vague and broad and, hence, lack the needed friction to translate a cultural value into a full-bodied institution.  Concerning the critique of rational choice approach, the focus of this essay, she reminds us that many institutions involve the sanctioning of repressive and exploitative practices and, hence, they cannot be the product of rational choice—given that the welfare of the oppressed is not justly represented.


As part of the orthodox, neoclassical tradition, some economists (e.g., Fogel & Engerman, 1974) have argued that slavery in the American South is an efficient institution—and they have been criticized heavily by heterodox economists and non-economists.  Others (e.g., Becker, 1991) have maintained that the gender-based division of labor in the household is an efficient institution—and they have been criticized by feminist economists and non-economists.  There are orthodox theories of how the capitalist organization of the firm, where bosses make decisions and workers obey, is based on efficiency considerations (e.g., Alchian & Demsetz, 1972; Williamson, 1985).
  Radical political economists (e.g., Marglin, 1974; Gordon, 1976; Gordon et al., 1982) have been critical of such arguments.


Ogilvie’s critique echoes the critique of radical political economics:  She challenges the view that institutions in general are efficient ignoring the role of power or conflict in determining the institutions.  The object of her critique, the rational choice approach, entails “whatever is, is right,” the title of Ogilvie’s lecture which she borrows from Pope’s 1732 “Essay on Man.”  Ogilvie commences with the institutions of serfdom, challenging the view of North and Thomas (1973) that serfdom is an efficient institution because it affords protection from attacks, a public good that allowed the serfs to invest and produce.  She also challenges the view that medieval guilds are efficient organizations—when in fact they were discriminatory tools to keep certain groups from competing with them.

In general, for Ogilvie (2007, 671-674), institutions are basically the outcome of “distributional conflicts”—where the powerful elite uses institutions to extract resources from the disadvantaged and the weak.  For her, institutions are basically a set of restrictions that reflect the relative power of the classes, ethnic groups, or genders involved in the exchange.  So, institutions, by definition, determine how the pie is divided in a discriminatory manner that favors the strong at the expense of the weak.  Given the discriminatory nature of the restrictions, the exploited segments are pushed to trade and produce in the informal economy.  Such shadow economies are usually illegal which imposes high transaction costs on their participants—and hence another round of discriminatory practices.


Ogilvie (2007, 658, 664) questions the efficiency approach to institutions on the ground that her conflict approach can handle what she calls “institutional externalities.”  She defines “institutional externality” as the pain that the disadvantaged or the poor segments of the economic society suffer as a result of the discriminatory institutions imposed by the powerful segments of society.  Ogilvie pays special attention to feudal restrictions on the emigration of serfs, which benefited the lords supposedly at the expense of the serfs.  Such restrictions resemble, in a reverse way, current laws in rich countries that restrict immigration from poor countries.  Such anti-immigration laws are usually supported by the populace of the rich countries in order to protect their own jobs, welfare benefits, and standards of living.  So, feudal restrictions can be seen as measures to protect the interest of the nobility, to the detriment of the outsiders, i.e., the serfs.

3. Optimization: Critique of the Radical School

If we accept the radical view, institutions cannot be, at the theoretical level, public goods as long as participants have unequal power.  In the case of serfdom, the nobility and the serfs do not constitute a single entity with an identifiable social utility/welfare function. That is, the objective function of the nobility and the objective function of the serfs cannot be united into a single function.  Each segment has its own boundary, where the other segment is, in the final analysis, excluded.  The nobility’s objective function regards the serfs as outsiders or aliens to be exploited.  Likewise, the serf’s objective function regards the nobility as outsiders or aliens to be resented and, if the case arises, to be eliminated via revolutionary collective action.


Such a class analysis, where the boundary among segments is the entry point of theorizing, is the hallmark of Marxist political theory.  But it would be outside the scope of this paper to discuss the intricate debates in Marxist political theory.  The boundaries among segments, it is important to note, is not limited to Marxist political theory.  Feminist theory likewise envisions the boundary between the genders, but not the boundary between classes, to be the ultimate entry point of analysis.  For feminist theory, or at least radical versions of feminism, the family cannot have an identifiable objective function as long as the male and female have unequal power.  One can envision similar theories of boundaries that draw the lines according to religion, race, or nationality.

The issue of boundaries is not merely an intellectual one.  The modern international system of sovereign states is actually based on boundaries, where foreigners are kept out.  The borders among modern states--whether they are liberal or non-liberal, democratic or non-democratic--serve to benefit the insiders, while keeping the outsiders literally out.
  That is, the objective function of the modern state includes only the welfare of its citizens—assuming there is no legal discrimination within the state.
  

If we follow the logic of Ogilvie and the radical economists in general, as much as the population of the rich countries is justified in excluding outsiders (foreigners), the nobility is justified in excluding outsiders (serfs).  After all, rational choice approach does not demand from us to be benevolent and include the welfare of outsiders—as much s rational choice approach does not demand from us to include or not include the welfare of whales, penguins, and so on.  Ogilvie implicitly maintains that the nobility should maximize a function that is inclusive, i.e., which also includes the welfare of the serfs.  But the fact that the nobility only maximizes a function that is exclusive, as she recognizes, should not mean that the consequent institutions is non-efficient.  The institutional choice of the nobility is efficient, given the scope of the objective function of the nobility is restricted to its own welfare.  Likewise, the fact that the modern state only maximizes its own objective function, and excludes outsiders, should not mean that its institutional choices, such as restrictions on emigration, are inefficient.

Obviously, the laws to restrict emigration definitely impose costs on a third party, the outsiders or the population of the poor countries.  But why should the welfare of the “outsiders” be part of the objective function under focus, i.e., the objective function of the rich country?  The theory of rationality is apparently silent about the boundary of the objective function—who should be included and who should be excluded.  

So, by failing to provide a theory of the boundary of the objective function, Ogilvie is not criticizing standard, efficiency theory, contrary to what she thinks.  She rather wants to expand the objective function to include outsiders for extra-economic concerns—such as benevolence and humanity.  But if one excludes outsiders, as rich countries do, one cannot be called “irrational” or “inefficient” simply because the institution is discriminatory.  That is, the question of boundary of the society whose welfare is under focus, i.e., the objective function, is by definition discriminatory of outsiders—where outsiders are supposed to be exploited for the benefit of the group at hand (see Khalil, 2010b).  


To design efficient institutions, or to evaluate whether an institution is efficient, one has to define the boundary of the political society under focus.  And surely, the boundary of US society or British society should not include non-US or non-British citizens, by definition.  That is, it is meaningless to assert that an institution is coercive without defining and justifying the boundary of the society under focus.  If we want to assess institutions covering the processing of food in a society, we place implicitly a boundary that defines the membership of the society.  And this boundary does not include the organisms that are harvested and butchered—organisms ranging from plants, to trees, fish, and cattle.  If it did, it is doubtful whether we could conduct a welfare analysis.  For any welfare analysis to be meaningful, even at the theoretical level, we must draw a boundary somewhere that excludes the welfare of outsiders.  No welfare analysis is possible without a definite scope that allows one community to exploit, butcher, or harvest outsiders.  We can argue about the proper location of the boundary.  But there must be a boundary somewhere.  This necessarily entails that the welfare of those that fall outside the boundary does not count, by definition.


Likewise, in many historical periods (and though we may not like to admit it), it is held to be legitimate for one group to exploit the members of an outside human group—much as we hold it to be legitimate to exploit animals and other organisms.  The fact that some restrictions are disadvantageous to outsiders does not mean, as Ogilvie assumes, that the restrictions consist of an “institutional externality” and, hence, inefficient.  Ogilvie’s term “institutional externality” is a misuse of the concept “externality.”


The concept externality in economics assumes already that the boundary of society or the objective function is defined.  There is an externality only when one party within the society produces goods that harm another party within a society.  To use a counter example, if people slaughter cattle to produce food, there is no externality in the economic, familiar sense because cattle are not part of the social objective function at hand.  If cattle are part of the social objective function, then there is externality.  So, Ogilvie’s concept of “institutional externality” begs the question: What is the boundary of the society?  If one segment is already exploiting another, then the exploited segment must lie outside the boundary and, hence, there would be no “institutional externality.”
4.  Historical School: Institutions as Path Dependence
In the third part of his 1990 book, Douglass North (1990) sets up the task of explaining why, in the 19th Century, North American development succeeded, while South American development derailed (Khalil, 1993).  North discusses the institutional framework of Spain in the 17th Century as an example of how an inefficient institutional framework survived as a result of self-feeding mechanisms.  The framework allowed the king of acting as a predator, which hindered incentives for investments and development.  In contrast, the British-North American framework limited the power of the king and, hence, limited the ability of the king to confiscate property or undermine ownership.  This explains why entrepreneurship was secured and took off in North America.


 North discusses another example of efficient path-dependent development.  The British common law tradition has allowed for the adoption of what came to be called the 1787 U.S. Northwest Ordinance.  The Ordinance laid out the laws to regulate the regions that lie in the Western part of the US.  Such laws left no ambiguity in the manner in which land can be owned.  With such clear property rights, it became easy for the new territories to form states and become states and join the U.S.  As new challenges rose, the courts and state legislatures extended and specified the rules.  But the Ordinance persisted, which allowed the courts and the legislatures to deal with the new challenges.  Such solid legal framework provided the rights, which allowed people to take advantage of the incentives and hence encourage expenditures on investments in technology.


North argued that the historical inertia of institutional frameworks and legal traditions more-or-less trump the rational choice approach.  North’s argument somewhat echoes old institutional economics, which can be traced to Thorstein Veblen and, earlier, to Max Weber and other leaders of the German historical school (see Pribram, 1983; Hodgson, 1993, 1998, 2008a).  North, though, cites neither Veblen nor Weber.  North rather cites the analysis of Brian Arthur (1989, 1990a, 1990b).  Arthur tries to explain how technologies become entrenched through usage to the point that they cannot be replaced by new and superior technologies.  A technology can be adopted as a result of a historical accident or it is judged to be the best technology available.  Through usage, the technology is improved and becomes more attractive through increasing returns.  At a later period in time, a new technology is discovered to have been available in the past or is invented.  People realize that the new technology, if adopted in the past and had the same opportunity of improvement, it would be superior to the currently dominant technology.  While agents wish, in hindsight, that their ancestors have adopted or invented the new technology, they have no incentive to replace the current technology with the new one.


That is, the new technology, which has superior “potential” cannot compete with the old technology for no reason other than entrenchment or path dependence.   So, an economy becomes a prisoner of lock-in technologies and development path simply because of historical events, geographical location, or some arbitrary causes.

The entrenchment of technologies and the persistence of a path of development is, incidentally, the hallmark of Joseph Schumpeter’s (1949) evolutionary economics (see also Dosi et al., 1988).  For Schumpeter, innovations are carried out in light of the prevailing technological paradigm.  The paradigm is deposited by history and it restricts, as well as it informs, any future tinkering, expansion, or elaboration.  So the paradigm defines renders technologies path dependent.

The economics literature generally connotes the idea of path dependence with the example of the QWERTY keyboard, identified by David Paul’s (1985) analysis.  The QWERTY keyboard prevailed despite the fact that superior keyboard arrangements, such as Dvorak Simplified Keyboard (DSK), existed.  Incidentally, Stan Liebowitz and Stephen Margolis (1990) cite evidence that QWERTY actually is not superior to DSK—but let us assume that Paul is correct.  For Paul, QWERTY won because early typewriters suffered from the entanglement of mechanical arms—which was avoided with QWERTY because QWERTY actually slowed down the typists and hence avoided the entanglements of arms.  However, QWERTY persisted, despite the fact that technological improvements, such as the ball typewriter, made the problem of entanglement obsolete.  As a result of network externality or, according to David (1985, p. 336), learning-by-doing, it became too difficult to replace QWERTY with superior technologies.

Stan Liebowitz and Stephen Margolis (1990, 1994, 1995) argue that, even if QWERTY keyboard is inferior to DSK keyboard, the persistence of the QWERTY keyboard can still be an efficient outcome and not a sign, as David argues, of market failure.  To make sense of this statement, they provide a useful conceptual topology which distinguishes three degrees of path dependence:

1. The first-degree of path dependence is the choice of conventions such as driving on the right, standards of measure, or some traffic signs.  They persist historically because they express Nash equilibrium.  They are first-degree because the alternatives continue to be equivalent in terms of payoff.  That is, there is no gain for a society to switch from one convention to another.
2.   The second-degree of path dependence is when the choice of technologies which prove later to be inferior to alternative technologies.  Agents did not choose the alternative technologies either because they were unavailable or their potential of improvement was simply unforeseen.  But why would a society become locked-in with the inferior technology, i.e., unable to switch to the superior one in a later period?  In the second-degree, the transition cost is higher than the extra benefit of the new technology and, hence, it is optimum to maintain the old technology.

3. The third-degree of path dependence is similar to the second-degree, but with one difference:  The transition cost to the new superior technology is lower than the extra benefit of the new technology.  But still, according to David, agents in society continue with the old technology simply because of the force of habituation or routines.


Liebowitz and Margolis argue that the QWERTY keyboard illustrates at best the second-degree of path dependence and, hence, it does not illustrate market failure.  If the technology is second-degree path dependence, it does not involve market failure because even the enlightened planner should not institute a policy to switch to the superior technology given that the cost of transaction (i.e., the cost of switching) is greater than the benefit.  On the other hand, they maintain that other alleged cases of third-degree of path dependence, such as VHS over Betamax, are not well supported and hard to document.  Entrepreneurs would have exploited the opportunity and adopted the new superior technology.  That is, in a competitive economy, it is near impossible to find third-degree path dependence.   

To establish the possibility, at least theoretically, of the third-degree path dependence, we need to question the rational choice approach.  We must show that entrepreneurs would continue to choose suboptimal actions for no reason other than the force of habit or routine—an argument upon which David actually relies.


Other economists undertook the challenge explicitly, i.e., argue that routines (and not rational choice) should be the entry point of analysis.  For instance, the evolutionary theory of Richard Nelson and Sidney Winter (1982) situate routines or habits, rather than optimization, at the entry point of explaining industrial organization.  Nelson and Winter define routines in two senses: as a pattern of behavior as well as a program that generates different patterns of behavior depending on the cue.  As a pattern of behavior, a routine is a skill or embodied human capital that is analogous to a phenotype.  As a program that generates behavior, a routine is like genotype.  Nooteboom (2000) advances the definition of routine as a genotype and calls it a “script,” a term which he borrows from Shank and Abelson (1977).  For Nooteboom, individuals and firms act according to a script, ready to switch between patterns of behavior depending on the cue.  Likewise, Hodgson and Knudsen (2004) favor the definition of routines as genotypes.  Hodgson (2008b) actually finds it problematic to hold both definitions of routines, i.e., as genotype and phenotype.  

The issue of whether routines are genotypes or phenotypes is irrelevant to the question here.  In either case, what is the nature or character of routines?  Is it characteristic of organizations only?  For Nelson and Winter, the heterodox notion of routine is only characteristic of organizations—i.e., where people work together within the firm.  Herbert Simon (1976) disputes this assertion and argues that routines can be characteristic of individual human beings as well.
  He advances a notion of rationality which has no relation to the standard notion of rationality.  He calls the standard notion “substantive rationality” and dismisses it.  He advocates instead “procedural rationality” (see Felin & Foss, 2010)—where humans and firms act only according to procedures, i.e., routines.

For Simon, the phenomenon of routines is evidence that agents are not involved in rational decision making, i.e., “substantive rationality.”  For Simon, agents act according to habits in the sense that they do not question their behavior unless they experience a crisis or a shock.  In response tot the shock, agents seek a belief and a corresponding routine that works—where the belief or routine is not the optimum but rather anything that seems to solve the problem.  So, Simon, and his followers, understood the fact that people simply act according to habits, patterns, and norms that are first deposited from the past and, even stronger thesis, never were adopted as the outcome of optimization.


The latter stronger thesis, viz., that even the norms of the past were not adopted optimally, is needed to justify the third-degree path dependence.  That is, we need to assert that people do not choose the optimum action to explain why an old technology is not replaced even when the transaction cost of the switch to the new and superior technology is lower than the extra benefit.  It is only then that thinkers, such as Geoffrey Hodgson (2001, ch. 1), can defend his thesis, viz., path dependence and technological lock-in show the limitations of general theory, i.e., theory such as the neoclassical theory or rational choice of institutions.
5.  Optimization: Critique of the Historical School
For the thesis of the historical school to work, path dependence must be of the third degree.  That is, the past must not only limit our options, it also must habituate us into choose inferior options even when the switching cost to superior options is lower than expected benefit.  


But can this thesis be justified?  Are agents oblivious to incentives?  In fact, even Simon recognizes that agents, in light of change of circumstances, are ready to modify behavior and choose better suited behavior.  Maybe the agent does not consider all possible alternatives, given the historical constraints.  But the choices available, despite they are limited, cannot be considered randomly—even according to Simon.

Let us assume a crisis strikes that changes the set of constraints, and the agent faces only four possible options: A, B, C, and D.  Each option, of course, has its own payoff as well as its cost.  The agent will, according to standard theory, choose the best of the four options, i.e., the option with the best payoff per cost.  According to Simon’s procedural rationality, though, the agent will choose the first option that he or she encounters and finds “satisficing”—i.e., the agent would simply not bother to examine the other three.  The agent will choose the first encounter probably because it is sufficiently better than the technology or routine under use—which proved to be defunct in light of the shock or crisis. 

However, why would the agent refuse to compare the four options?  For Simon, the agent rather operates according to a rule-of-thumb.  In this case, the rule-of-thumb instructs him or her to pick the first encountered option—i.e., he should not both with the other three options.  Such rule-of-thumb, which is now recognized in the literature as “modularity” (Callebaut & Rasskin-Gutman, 2005) or agent-based modeling (Terano et al., 2003; Epstein and Axtell, 1996) simply consists of computer- or robot-like instruction.  Agents are ultimately, for Simon’s argument to work, operate according to such rigid rules without concern for global comparison of options, i.e., the comparison of the four options.

But do agents behave according to computer-like rules?  First of all, how could such rules-of-thumb arise?  Is the same rule used whether one is buying a shirt (i.e., the rule would be buy the shirt from the first store that you encounter in the shopping center) as when one is buying a university degree, a home, a car, or deciding on the number of children?  It is most likely that the agent suspends such rule-of-thumb when the purchase is substantial, such as joining a university or buying a home.  So, the rule-of-thumb cannot be written-in-stone.  Rather, it is ultimately sensitive to incentives or circumstances.  Maybe the sensitivity is not perfect; i.e., there is friction where a change in price would not matter until it is beyond a critical point.  But still, with friction, this means that the rule is ultimately conditioned on incentives—the hallmark definition of standard rational choice.  In case the item is cheap, and hence the cost of expected error is lower than the cost of searching, the agent actually maximizes expected benefit by choosing the first option he or she encounters.  But when the item is expensive, and hence the cost of expected error is higher than the cost of searching, the agent would carefully examine the four options that are available.

So, it is not evident that, to understand human action, the best entry point is routines.  Routines, after all, can be broken when circumstances or incentives reach a critical pitch.  


So, the statement that past choices limit or restrict our current choices would amount at best to second-degree path dependence.  As stressed by others, this would not amount to market failure or inefficiency.  Even the central planner would not want to choose the more efficient routine or technology—i.e., when the transition cost higher than the switch.  For instant, the central planner would not want the 24-hour clock to be replaced by the more efficient 10-hour clock—i.e., when the transaction cost is clearly higher than expected benefit.  So, the fact that old and “inefficient” routines or technologies persist is not evidence, necessarily, of market failure or suboptimality.  And the fact that old and inefficient routines continue to restrict our choices is exactly the nature of the budget constraint: We are constrained by biological history, such as height of people and their weight; we are similarly constrained by social history, such as innovations made by ancestors.   
6.  Conclusion
This paper identifies two schools that are critical of the optimization view of institutions: radical economics and the historical (old institutional) school.  The paper contends that both schools have, but in different ways, misguided views of optimization.  Concerning the radical school, it contends that institutions, by definitions, express power balance between segments of the population.  That is, there is no social welfare function in the first place, and hence optimization of the function is non-feasible.  The problem with this view is that, still, there is an objective function for each segment of the population.  And if radical economics has a normative agenda of devising a new institution that is neither oppressive nor rent-seeking, then it implicitly recognizes the possibility of a social objective function.


Concerning the historical school, it maintains that the constraint function is riddled with historical accidents, mistakes, and decisions that undermine and limit current choices of efficient institutions.  But such a stand actually expresses a misunderstanding of optimization.  Optimization, by definition, entails that the past must be relevant.  The issue is whether the past makes agents insensitive to incentives: i.e., they would not switch to superior options even when the switch cost is lower than the expected benefit.  This paper shows that such habituation argument is non-tenable.  All habits and routines are ultimately sensitive to incentives and the change of circumstances.
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� It is probable to construct orthodox theories of European colonialism in the 19th Century and US imperial outreach at the turn of the 20th Century that show how they are optimally beneficial not just for the hegemonic power, but also for the colonized population.


� The critique of Ogilvie’s argument follows closely Khalil (2010a).


� We shall ignore here the few cases in modern history, such as the case of Soviet Union and North Korea, the where boundaries are used to force the insiders to stay—as in the case of the feudal system.


� This paper ignores cases, such as the state of Israel (Shahak, 1998, 2008), where the legal system favors one ethnic/religious community over others.


� Choi (2008) argue that there is a fourth-degree path dependence that arise from institutional barriers—barriers that are erected by a hegemonic political power such as the powers that ruled Korea for the five centuries prior to the collapse of Japanese colonialism.  However, such barriers express power balance—where one society (Korean) is exploited by others.  Such exploitation has been discussed by radical political economics, and has little to do with path dependence. 


� Simon’s notion is similar to American pragmatic philosophy and in specific to John Dewey (Khalil, 2007).  Dewey also does not restrict his notion of action (as ultimately about routine) to organizations.  That is, neither Simon nor Dewey invokes social identity or group membership when they discuss routines or habits at the level of persons.
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