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 - Abstract - 

The project will offer a rational choice approach to conceptualize the state. Now the first chapter of it is presented concerning two main types of interactions: coordination and cooperation.

Most economists view the state either as a good doctor of market failures or as a set of rational actors and institutions who govern a society with constrains and procedure settled in the constitution. Welfare economics treat polity as an external tool to improve economic performance. Public Choice endogenizes policy choices and political decisions and takes rules of political games as an external and improvable mechanism. There is a third approach that puts the whole polity into the focus of the analysis. It studies the nature of interactions and the way institutions emerge to frame them. My study belongs to this third school.

The story is based on the analysis of social interactions and the potential benefit of increase in their outcome by third party support. Individuals are assumed to be instrumentally rational, that means, that their behavior is consistent.

Actors enter into interactions in order to improve their welfare. They compete for resources, assets, tasks and locations, collaborate for mutual benefits, or take effort jointly for common benefits. These interactions - if they are not trivial - take the form of coordination or cooperation. 

Actors’ success to find a fruitful outcome in these situations frequently needs something more than pure rationality of the actors. They need some mutually shared information about each other, they need something that helps them to find stable strategies. There can be benefits from some auxiliary devices that contribute to the increase of their interaction outcomes. This supporting environment of the interaction – that I call public domain – is frequently theresult of efforts by third parties who are specialized to facilitate interactions for a given share of increased outcome. 

Many of these interaction facilitating services are characterized with increasing return to scale because of high fix costs, network effects, entrance barriers etc. This feature leads to concentration of these activities and services become inevitable. These inevitable and dominant interaction-facilitating services are the public services (protection, civil law, regulation, social insurances etc.). Vertical integration of public services may increase their profitability because of the more economical organization of activities, more harmonized facilitation service supply, diminishing of profit decreasing effects due to both competing substitutes and entry deterrence. This vertical integration of public services is the state itself. 

Profitability of the state depends on the share of facilitation benefits between interacting parties and the facilitator, the costs of services and maintenance of dominant position. Social distribution of profits depends on the ownership structure of the public service syndicate that is determined by the distribution of key assets (information, knowledge, threat and exit potential) in the society.

The types and main mechanisms of interactions are discussed in this chapter. The conditions for their equilibrium will be in the focus, because these conditions define the terrain where state-like phenomena may emerge. First the assumptions of the analysis, then the motivation of interactions will be discussed. Then I analyze in detail those types of interactions where equilibrium outcomes are not unique. In these cases actors have to arrive at strategies that support the stability of the outcome. In case of multiple equilibria strategy selection is not always straightforward, moreover the payoff structure of possible outcomes may raise questions about allocation. In some cases ex ante consideration and harmonization of possible strategies guarantee to attain Pareto efficient outcomes – actors face a coordination problem. In other settings some exogenous guarantee mechanism is necessary to make Pareto superior outcomes achievable – these are cooperation situations. Coordination and cooperation will be analyzed through the simplest settings of these situations. More complicated cases with more actors, with sequential games may put further interesting issues. But their analysis is not necessary now because the results that stem from the analysis of these simple games about equilibrium finding and maintenance will be relevant for more complicated cases also.

