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1. Introduction

This paper provides a justification for the ceemgive democratic governance of local public
services (for a complementary argument see Mod 3P0 Two problems are addressed. The first
is whether there exists a close relation betweenidka of cooperative governance of public
services (i.e. waterworks) and tbemmonsunderstoochs commonly-owned resources managed
according to the ‘open access’ principle and nocivgability of any potential user within a
given domain conventionally defined (see SectianC)nsequently, the question is whether the
growing understanding of the governance of comntbrsugh forms of user self-organization
may teach a lesson about how users Co-operativedgd poovide a better solution for local public
services governance and management. In other wtthresjuestion is whether the ‘commons’
literature may contain lessons of general valugvloether it is inextricably bound up with the
experience of small communities in the developiogntries that are too far from the problems of
the contemporary modern enterprises and econorgen@ations required for the provision of
local public service to be relevant. We shall seat tmodels developed in the literature on
‘governing the commons’ by the group of scholaraeteeed on Elinor Ostrom — even though
emendable with some additional concepts — nevedhedffer generalizable views (see Section
3).

The second problem is whether the proposal of cthwperative governance of pubic local
services is a solution more efficient than the lakde alternatives — private governance through
regulated capitalist enterprises, or bureaucrainagement by state agencies (see Sections 4 and
5). Further to the reasons already put forward byriM2013) and besides emphasizing the
inefficiencies of the alternatives, this paper ekas that main threat of failure of users’ Co-

operative governance, that could induce to abanmddhis the big question whether in case of
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formation of a large managerial enterprise ownedubgrs, we should expect a co-operative
democracy failure, which would entail too loose tcohby users and too much room for
managerial discretion and slackness. My main ciate in this regard is that some advances
in behavioral economics going beyond (but not @atitting) what we have learnt from Elinor
Ostrom, give reasons to maintain that the multiettalder governance of users’ Co-operative
enterprises, supplying local services, or commool-pesources and infrastructures seen as

commonswould actually be organizationally efficient.

In order to test this statement, not only must westrcarefully design the multi-stakeholder
democratic governance of co-operatives by rethogkiransaction costs and contract theory
models (see Section 4), we must also solve the fwr®blem (Section 1). Public local services
must be conceived as ‘common goods’ , and théatiom to primary social goods in Rawls’
sense must be recognized (see Veca 2013). In twdwidge these concepts we need a further
economic term (but one quite relevant to our matangle: waterworks)infrastructures
Infrastructures are means to produce many furtbévites and benefits, among them public
goods, welfare and merit goods, that can be seesp#i®vers from the open use of an
infrastructure (Frishmann 2012). These are allaeador considering infrastructures as ‘open
access’ resources @ommons(see again Frishmann 2012). Thus, moving from ecucs,
through engineering, to political philosophy, we snuecognize that this concept is nearly
coincident with Rawls’primary goods.These are'means for many ends’ , goods that are
necessary to undertake all possible ‘plans of,liégid whose details are unforeseeable at the
moment when allocation of such means is to be dédcid so that their allocation can be
appropriately chosen ‘under a veil of ignoranca’rddical condition of ignorance about not only

possible consequences but also possible persterdities or plans of life) .

Once thecommonsre so defined, they appropriately undergo thé@bkoontract on fundamental
social institutions determining conditions and emdeents of rights (for example, rights to access
infrastructures as commons) whereby we enter dl-twdered society’ as citizens. Yet the
social contract is not only the fictitious mentabael by which we give a potential explanation
of how a well-ordered society is possible. It isbeadied in the principles and forms of
governance and management of the institutions aganaations that undertake the supply and
distribution of many commons/primary goods, fortamce public services and utilities at local

level. The user cooperative (or any other orgdinzal form able to manage resources on a
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non-excludable and open-access basis) is itsdligbdéine social contract, and it must be based on
deliberative forms consistent with the ideal of arial contract at local level. Against the
background of this view on the commons, we mayestabme interesting propositions on the
incentives and motivations of those who operatehm co-operative firm, and hence on its
efficiency. Some recent results in the theoretaradl experimental literature on psychological
games, preference for conformity with norms, aneirtlapplication to cooperatives and non-
profit enterprises are useful to this end. My maisult can be stated as follovifsa local social
contract properly explains the multi-stakeholderoperative enterprise — i.e. through an
agreement among users and other stakeholders # #@docal social contract is also taken as
the guiding principle of the cooperative enterpasgovernance and managemehgnthere is

no reason to expect that the typical opportunisthaviors that may doom to failure a
cooperative firm must occur (or they may be expkdtebe minimized), whereas a regulated
capitalistic firm, because it does not conceive sbevice or the infrastructure as a commons,

could not resort to this source of transactionsashimization.
2. The commons
2.1 Definition

By ‘common goods’ | meanatural resources such as water basins, woods and fooestise
landscape and the historical-cultural and enviramaleheritage, oartificial resources, either
physical infrastructures (aqueducts, communicatbartes) or computerized (the Internet or other
networks), or immaterial, like knowledge and thiatienal and communicative system through
which it circulates,provided that they are subject to a certain kind gdvernanceand
managemenivhereby a particular relation arises between, enotiie hand, those who supervise
the resources and contribute to their maintenalepeoduction or development, and on the other,
their users. This relation is characterized byr#source’sshared user common appropriation
and byopen and equal acceds it, conditional only on the geographical (sphtiextension
within which that resource is available, i.e. atdl national, or international level, as the case
may be. This model of governance and managemaeattigha set ofights and decision powers
with the consequent decision-making processesrétatlate the resource’s appropriation, use,
maintenance, and (re)production) does not permeitetkclusion of any potential user from the

resource within the territory in which it is avdila. According to this definition, not necessary
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(though it may be sufficient) for a good to be coomms the lack a technology that makes the
good excludable. The necessary characteristidasna of governance. A common good may be
any good or resource for which, for some reasamdétision is collectively taken that it should

be usable in shared manner and with open acaasa ¢imilar formulation see Frishmann 2012)

By ‘open access’ is meanbn-discriminationamong users anelquality of treatment in access.
As such, the common management of the good doegrewent the charging of a tariff for
access, but this tariff must not be such to deteendiscrimination among the users according to
their wealth or income. This is certainly an altgive to the market criterion according to which
a good is appropriated exclusively by those who thencompetition among buyers by paying the
price at which the good is auctioned, so obtaintnthrough an exchange of property rights
(whose content is the possibility to exclude frotoess to the good those who do not receive the
owner's assent, apart from extraordinary casesabbring). Equality of access among the

resource’s users in its territory of referencessemtial for this definition of the commons .

Obviously, in the case of a common, ‘open accessicerns a particular ‘community’ of
reference. But theommunityis defined by the set of individuals for whom tgeod or the
resource would be available in a certain territaar@a before any discrimination came about on
the basis of substantial criteria such as ethnicijture, political or religious belief, or wealth
besides the limits imposed by the good’s physgalio speak, availability within the boundaries
of that particular territory. This is a merdlyrmal definition, according to which the community
— within which it is not permitted to exclude anglyo— equates to the set of individuals
physically able to access the resource in its afeavailability. Of course, this community may
be subject to the restrictive condition that nomeits members can be excluded, unless their
access would impede equal free access by every wsee in the same situation and over time
(henceopen accesmay be qualified by a constraint concerning tls®uece’s non-congestion or
exhaustion). A reasonable restriction (but onlydertain goods) could be thesidenceof a user
within the territory where the resource is ava#alience, without changing the definition, a

common good can be local or global.
2.2 Economic features

Those economists who have concerned themselvesivetmatter have provided a definition of

‘commons’ based on twdeatures of its consumptionrivalry in the consumption, and the
4



possibility to excludefrom consumption those who do not pay the price ifo These two
characteristics are understood in terms of the @b#te technology required to (re)produce and
distribute the good. Arivate goodis rival and excludable in its consumption. Ifuyban apple,
that apple cannot be eaten by anyone else (unhess repurchase it from me); moreover,
someone who wants an apple can be expected to pageafor it. Apublic goodis non-rival
and non-excludable. Ideas are non-rival in its oom#ion: anyone can learn an idea without
impeding its being learned by others. Moreoves difficult to prevent those who do not pay the
price (what price?) from learning an idea. It idfisient for the idea to be communicated by
someone (also secretly). The intermediate casethase ofclub goodsandcommon goodsThe
consumption of the former (below a threshold ofgmstion) is non-rival (utility is increased if
membership of the club is shared with others) caigh non-members may typically be excluded
from access to it. The consumption of the lattenval (the cubic metres that | extract from a
water source cannot be used by othershbatexcludabl€it may be impossible to prevent those
who do not pay the price for extracting water frdme taking water to provide for their basic

needs). This latter is the economic definition Gd@mmon’ good.

Involved in all these cases aeaternalities If the consumption of the good is rival, when |
consume it, this may have negative external effeststher consumers. If my consumption of the
good exceeds a certain threshold, the others ambleirio find enough of it to satisfy their
demand. If the consumption is non-rival, such nggaexternal effects do not arise: my
consumption of an idea does not reduce that byrqgikeple. Conversely, positive external
effects may occur: the consumption of one unitefgood by A may have positive consequences
for the others BA, both directly, in terms of consumption of thaiogl, and indirectly, in the
sense that the value of other goods is enhancaalbe®f A’'s consumption of the good. If A
provides security for himself, it may happen the teduction of crime in the territory inhabited
by A is to the benefit all its other inhabitants, ICA reduces pollution in the area where he
resides, also the other residents will benefi learns an idea, it may be that others can ldarn i
better, thanks to the fact that A knows how to akpit; or others can enjoy the positive external

effects of applications of the idea by A.

The two phenomena may be present simultaneousiijo¥dgh the individual use of the good by
numerous individuals may congest it, or even tempgrexhaust it, at the same time use of that

good may have benefits for others. If many peogkethe Internet, they may upload open access
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contents which increase the value to others ofigyaation in the network. The level of a
community’s health improves with access to wateough the mains water supply. This is
because every consumption of the good has posgifects on the health of all the other
members of the community, even if their simultarsdpwaccess may congest the network and
reduce the water supply available to all of themat&/ consumption by a hospital, which
contributes to congestion of the water supply systgives other users access to healthcare
services which would otherwise be impossible to/jgl®. The use of a city square for expositions
creates opportunities for numerous relationshippowk a certain threshold, overcrowding
decreases the value of the square’s use for ei@usibut it can increase its value in relational
terms. Relationships have value in themselves (dney relational goods), but also for the

development of other activities of a private, paldi common nature.
2.3 The tragedy of commons

Most of the economists and political scientists wwe studied the commons have focused only
on the case in which a good is rival and non-exablel in its consumption. Because of rivalry,
for fear of exhaustion, each individual is indudedanticipate consumption by others through
maximization of his/her own consumption. Moreowe demand is not limited by the good’s
increasing price due to the decrease in the avail@pply) quantity of it, since access is not
regulated by the price mechanism and nobody caexbleided. Thus all individuals are induced
to increase their consumption to the point at whice cumulative effect of the individual
consumptions is exhaustion of the resource. Thesemprence is the ‘tragedy of commons’
(Hardin 1968): the inevitable tendency towards &stign and hyper-consumption until the
exhaustion of natural resources if they are managedommon goods with open access. Note
that for the dilemma to exist, it is necessary tt@isumers act in a rational-instrumental and
egoistic manner, and that they are unable to ssifict their consumption on the basis of
voluntary agreements or the internalization of subé behaviour or social norms (indeed, it is
presumed that the problem takes the form of a &pon-cooperative game in which a social

dilemma analogous toRrisoner’s Dilemmas generated).

The tragedy of commons has suggested privatizatiategies: that is, the introduction of private
property rights in place of commons. In this waye texcess of demand with respect to the

guantity available is regulated by the price leg@lce consumers are forced to pay prices higher
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than the their marginal utility for the good as @&xhaustion approaches. The price level is an
automatic mechanism with which to discriminate agosers according to their willingness to
pay (although in real conditions, with numerousalaesources all of finite amount, it is obvious
that, while the increasing prices would force poonsumers to exit the market, affluent and
mobile users would be prepared to pay until theusse is exhausted, and then move to the
consumption of next one). Alternatively, the ‘trdgeof commons’ has suggested systems of
bureaucratic and centralized control over resoub@sed on rationing established by a central
authority, and on subjection of the ‘community’gfsificant group of consumers) to an external

authority.

Nevertheless, in the past twenty years Elinor @sthlas led a strand of analysis which has
demonstrated that it is perfectly possible to Inesthe tragedy of commons on the basis of self-
organization by users (see also Section 3 belotis Body of inquiry has comprised a series of
case studies on the community management of fivigaystems in communities of developing
countries, but also the management of water basinhe United States, where common
ownership is the rule, as well as laboratory aettifexperiments. Thus compiled has been a list
of the micro and macro situational conditions whictiluence the capacity of rationally
interacting groups of agents to establish rulesiastitutions regulating access to common pool
natural resources, and to have them applied onumtasy basis, thus avoiding the ‘tragedy of

common goods’ through self-governance (Ostrom 11983B).

More recently, it has been shown that the reasoy wider the above conditions, the tragedy of
commons is avoided without recourse to the impmsitf private property rights, or of an
authoritarian and bureaucratic external administnais that the agent model that corresponds or
is compatible with the aforesaid micro and mactwoasional conditions does not perfectly
coincide with the rational economic agent in histiamental and egoistic definition. Rather, it
can be described by broader and more complex balrayimodels (Poteete, Janssen, Ostrom
2010). This agent is neither a pure rational egoigir a perfect altruist, but is instead endowed
with a certain degree of pro-social behaviour deslg from preferences and beliefs conditioned

by the context of interaction.

2.4 Are common goods important?



The question is therefore whether the proposahefdooperative management of local public
services — which largely overlap with those objeatiserwise called ‘common goods’ — is a

development of these self-governance arrangeméatsative to the ‘tragedy of commons’.

There are two objections in this regard. The fgghat the self-governance solutions proposed by
Ostrom would be too contingent with respect to skieations revealed, for instance, by case
studies on developing countries. Small self-orgashigroups of fishermen or farmers, or local
communities concerned with the non-exhaustion afiader basin, are institutional solutions
whose simplicity would be ill-suited to the greatestitutional evolution of a form of economic
enterprise, however cooperative it might be. On c¢batrary, | believe that the behavioural
hypotheses and the micro and macro situationalitond, in which the more complex model of
behavior generates interactions that give rise n&titutional self-governance arrangements
alternative to the tragedy of common goods, haweergeneral validity. This does not mean that
self-governance is always and everywhere possibie ihodel of action requires situational

conditions). | shall return to this point in thexheection.

The second objection — more relevant to the togdidhess section — is that networks or
infrastructures which supply public utility servicat local level (water mains networks, for
instance) are not in fact common goods in the exdngense, since such infrastructures enable
the use of technologies on the basis of which eschof the good obtained by a user can be
‘priced’ and users can be excluded from consumgptictime good if they are not prepared to pay

the price of accessing it. In other words, tloa-excludabilitycondition would be lacking.

However, the ‘common’ nature of a good in the sasfse model of governance and management
grounded on common appropriation and open acchmst within the boundaries of a particular
geographical area, must not be deduced from thstemde or otherwise of a technology which
makes it possible to exclude a subset of useshdtld instead be deduced on the basis of the
social choice (or preference) to consider thoseéviddals resident within the confines of that
geographical area as not excludable from accesgsetoesource. Non-excludability is primarily a
moral questionand only secondarily is it a legal and econonme @f by ‘economic’ is meant
calculation of the costs of possible welfare lossssociated with making a resource
excludable/non-excludable, whilst ‘ethical’ is tbhaderlying normative criterion). Ethical (and

then juridical) norms are those which establish testain goods must be characterized by open,
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non-discriminatory access. In analogy to bioethisalies — where not all of what is technically
possible is necessarily ethically admissible -fpllows that technologynay make excludable,

but not necessariljnustmake excludable, everything tlanbe made excludable.

This can naturally be translated into the econofaimguage of thecost of excludability
considering what would be the cost in terms of aoaielfare of the social instability and the
destabilization of the legal system that would enflom the imposition of a property rights
system that allowed exclusion from access to tlseures that we normally consider to be
‘commons’ (for instance, the list at the beginnofghis section) of those unable to pay the price
for them. The difficulty of imposing such normseasily translatable into the excessive cost of

applying the exclusion technologies.

Following Rodota (2012), we may understand commoodg as conditions for the exercise of
democratic citizenship, so that citizens — congideas equally deserving consideration and
respect — have equal rights of free access to goods. It is then evident that the application of
technologies allowing the exclusion of citizens hirato pay would destabilize democratic

constitutional systems. And since the conditioncftizenship can be identified as the conditions
under which we enter and stably accept an agreemamtthe institutions of a well-ordered

society (Rawls), the application of such technaegwould breach the conditions for a
permanently ‘well-ordered society’, with the riskaoreturn to the ‘state of nature’. An economist

would say that they have intolerable ‘transactiosts’.
2.5 Infrastructures

However, it is restrictive to limit the discussiohcommon goods to the case of goods for which
the ‘tragedy of commons’ is possible. This would tbeconsider only the case of rivalry in
consumption, while failing to see that, besides tiiagedy of commons, there may also be a
‘comedy of commons’ (Frishmann 2005 2012). Thiselastems from the fact that whilst the
consumption is (imperfectly) rival (it produces a&ge externalities on usenly above a
certain thresholdof congestion), at the same time open access taigkeof those resources
termedinfrastructuresgenerates multipl@ositive externalities. Free use of those resources by
some users may produce positive effects on thagthéhough they do not pay for them, and
although those who first produced those resourcesal appropriate any value by imposing a

price.



The point can be stated as follows. What is treated common (in the definition adopted here, a
common is a good which is subject to open accefsnmacommunitywhose meaning is purely
conventional: e.g. the temporary residents of éqaar territory) is not a final good, but rather
aninfrastructurewhose distinctive features are the following (Beshmann 2012):

1. partial rivalry of consumption: below a certain congesttbreshold, consumption by one
individual does not reduce consumption by the athand the marginal cost of the addition
of another consumer is irrelevant (the congestsonat acontinuousfunction of individual
consumption);

2. social demand for the infrastructure is not tiedit® intrinsic value, but rather to the
production of the further goods that it makes dassithat is to say, it is @pital good

3. the infrastructure can be used as the input to maryg for the generation not only of further
private goods but also of public, social and mgobds; many such goods cannot be
foreseen in advance, and they have inevitableipe®ikternal effects on other users.

What requires treatment of infrastructure as a comia therefore the set of positive spillovers
that its use may produce both for agents, in thatspillovers enable multiple further activities,
and for other consumers, in that they are posiixternalities for them. The benefits from the
uses for which the infrastructure is an input cdnp® entirely captured by those making the
investment (to construct or use the infrastructuse)that it is illogical to ask them to pay a pric
equal to such benefits. Nor would it be advisabléry to make them do so, since this would
inhibit further mutually beneficial uses with thbacacteristics of public or private goods, and
whose economic cost would become prohibitive.

To be noted, in fact, is that, together with thigcefncy deriving from the common creation and
management of an infrastructure, on the basis dtiwhll users can benefit from a Pareto
improvement, the infrastructure also has the valtiglistributive equity It does so because
poorer or more disadvantaged individuals draw grda¢nefit from the opening of a broad array
of further opportunities associated with accesthéinfrastructure. If, however, each user must
pay a price equal to the average cost of the aartgin ex novoof the infrastructure (or equal to
the additional cost of augmenting its capacitygytimay be unable to do so (see on this Grillo
1992).
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Added to this is the fact that the multiple spibos and uses which enable the production of
private and public goods cannot be foresesnante and every attempt to predispose the
infrastructure to a pre-established set of usesldveliminate large part of those uses that are
possibleex post(or discovered through the innovative capacityhaf users). It would therefore
greatly reduce the infrastructure’s value in teohgell-being. These uses cannot be plansed
ante because knowledge is limited — both the knowleda centralized manager and that of
users, who would be unwilling to assume the riskigh prices to discover largely uncertain

uses, or ones of which they are initially unaware.
2.6 Primary goods as infrastructures

The distinctive features of the infrastructuressidered here, therefore, are (i) they are means to
many ends, several of which consist of common gedudsh cannot be used for private benefit;
(i) many of these ends are unknoex ante and they are therefore such that it is not péessd
determineex antethe instrumental purposes for which (and by whtme)infrastructure may be
used. An infrastructure’sulti-use and general-purposenature is therefore essential for the
efficiency of its governance as a common good dguahd freely accessible without

discrimination on the basis of the user’s iderdityl purpose (Frishmann 2012).

Besides the consideration of efficiency, to be datethe analogy with a key component of
Rawls’ (1971) theory of justice which | shall nowsclss. Justice concerns the arrangement of
the fundamental social institutions that allow geduction and distribution of ‘primary goods’:
that is, goods which from the standpoint of chaicthe ‘original position’ are (a) means to many
ends, (b) ends whose patrticular nature is unknoWwanwe must deliberate on such institutions
because they coincide with life-plans of whichhe original position we know neither particular
details nor the personal identity. In the origipalsition, i.e. when the constitutional choice is
made, we know that we have a life-plan, but we dbkmow its details (or personal identity).
Hence, from the perspective of Rawls’ theory oftizes we are interested in primary goods,
which are means to many end®f these we prefer a larger quantity to a smatiae,
independently of how we specify our particular-fian, whose characteristics we can learn only
from a post-constitutional perspective. In the ¢iomsonal perspective, we choose the
arrangement of the fundamental institutions ‘belaneeil of ignorance’ on the basis of which we

prefer that access to such goodsassequal as possible for every ageHence, when some
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inequalities are required merely to serve as ineesit with the purpose of inducing those with
the requisite skills or talents to produce the gotheemselves, maximindistribution of primary
goods is the only one admissible. That is to dag,dnly admissible inequalities are those that
maximize access to primary goods by the worstrafividual (assuming that those who benefit
from the inequalities are by definition in a pawmitiof advantagein accessing primary goods,
what counts is acceptance by those who occupy tstlyrdisadvantaged position in the unequal

distribution).

The reasons for this principle of constitutionabice may be debated. It is clear that the veil of
ignorance has normative not descriptive purposestfeerves to ensure thenpartiality and
impersonalityof the constitutional choice. Nevertheless, thame also reasons that have to do
with the ex postapplication, or compliance with the constitutioraoice. In particular,
egalitarianism may be grounded not only on the idatts of impersonality, impartiality and
empathy, but also on the argument that only antagah distribution necessarily falls on terms
of agreement which correspond topee-existing equilibrium invariant to the symmetrical
translation of the space of possible equilibriahwiéspect to the players’ position. That is, it
identifies a solution that may be enacbhgtthe agents themselvesthe ‘game of life’ that comes
about outside the original position where they wlochose - by an impartial social contract -

desirable institutions.

In other terms, the social contract could be im@eted through self-imposition that - without
recourse to an external authority — can be perfdriméhe state of nature’ from which the social
contract is negotiated. Ken Binmore (2005) haswshthe equivalence between the equilibrium
selected through the application of the ‘veilgrierance’, i.e. the equilibrium which is invariant
to a symmetric translation of the outcome spaceesgmting mutual permutation of the players’
viewpoints, and the egalitarian principle of distiiion, and has thus explained that, besides
moral reasons, egalitarianism is supported by #et that it satisfies the requirement that
principles of distribution chosen in the state afune must be self-enforceable. Moreover, this
solution is consistent with the idea of self-orgaion of cooperation typical of the literature on
the commons, and it is coincident to the idea Haeguarding the commons is a matter of
social contract on cooperation rules, enforced haut a sword’, or without a sword being
wielded by an external authority exogenous to wesitllts from the cooperation among the users

of the commons (see Ostrom, Walker, Gardner 19980 1998a, and also the next section).
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| want to point out here that, in the theory dftjae, the characterization of primary goods as
means to many endsadically uncertain ends — and therefore treatédeateral purpose’ means
useful for notex antespecifiedends, entails that access to such goods shoulgdre and non-
discriminatory. Thus the nature of primary goas means to many endshose distributive
rules are evaluated behind a veil of ignorance thiedefore in a state of radical uncertainty,
exactly replicates the characteristicsirdfastructures Such characteristics — important when
the choice of a governance structure is at stake {i) instrumentality of infrastructures to many
uses, some of which consist of social, public, aratit goods of particular significance for the
lives of individuals, even though not referabletie market consumption of private goods, and
that (i) many of these uses ameknownwhen the decision is taken on the governance and
management structure. Hence infrastructureshanreomorphousvith primary goods, and their
governance structure should be assessed from pepéx® at least analogous to that of the ‘veil
of ignorance’. In effect, it is unlikely that Rawisould not have accepted the inclusion of
essential natural resources like water or the leaquis, the historical-artistic and environmental
heritage, or communication routes and informati@mgmission networks, among the principal
goods that — as ‘conditions of self-respect’ amdemningful life (see Veca 2013) — constitute the
necessary means for many individual life-plans #dedefore fall under theecond principle of

justice

From the perspective of the social contract, primgoods should be distributed on egalitarian
basis. Hence the access to infrastructures (= pyig@ods) should be equally open to all. If for
‘mere’ incentivation reasons, for instance to imelwc particular group to invest its personal
abilities and natural talents in the more efficiprdduction and distribution of a primary good, it
IS necessary to introduce an inequality (for exampl income due to payment of a tariff to
remunerate those who furnish the productive inpuks3 should be the minimum possible and
compatible with the maximization of equal accesthprimary good by users and at the lowest
cost (in terms of the tax or tariff levied), sotasimprove the situation of the worse-off group

(because of the inequality) to the greatest exiessible.

Infrastructures, therefore, are primary goods sulde the constitutional social contract and the
theory of justice. In effect, design of the infrasture’s governance and management system can
be viewed as the decision to create an institutioited to the production and distribution of a

particular primary good, and to define its maintesia. Design of the governance and
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management rules is therefore equivalent to a apsotial contract on a particular institution
that must regulate the (re)production and distidoutof a primary good. The fact that the
economic analysis of these institutions envisages imanagement as commons is compatible
with the second principle of justice of the so@ahtract, which mandates equal accessibility to
principal goods, except for those inequalities thairk to the maximum advantage of the

disadvantaged (in this case the poorer users).
2.7 Partial social contract and the institutions proing primary goods

When we consider public services, we are certailfigrring to infrastructures with Frishmann’s
features, recommending their management accotditige principle of commons: that is, shared
use and non-discriminatory open access. This dieimimakes infrastructures equivalent to
Rawls’ primary goods subject to the social contradbreover Frishmann’s justification of
egalitarian open access based on efficiency reasammsistent with the more general criteria for
the treatment of primary goods provided by Rawlsthaory of justice. Therefore, in conclusion,
when we speak of local public services we are reytaeferring to commons - in the sense of
both infrastructures and primary goods which regufalfilment of the criterion -not
technological, but primarilgthical and theregal andeconomic -of non-excludability and equal

open access.

In particular, the choice of an infrastructure goace form equates to a partial social contract
on an institution providing a particular primaryagb(for the notion of partial social contract see
Donaldson and Dunfee 1995, Sacconi 2010a, b, Se@8dria, b). Now to be ascertained is
whether this partial social contract, which mustcoenpatible with the general social contract,
would produce the User Co-operative Enterprisehasbest governance form for the supply of
the infrastructure, which must be consistent wii# triterion of equal free access. It would not
be surprising to find that it would do so, giveattiRawls defines the social contract in general as
the decision procedure devoted to establishingtaijei terms cooperation according to which
we would be prepared to enter a well ordered spcaiatlerstood as ‘a cooperative venture for
mutual advantage’. Nevertheless, there is no urmgubs implication from the idea of a social
on primary goods - which in case of infrastructuasgs for satisfaction of the open access
requirement -, to a particular form of enterprisgmely the organization supplying the

infrastructure.
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The point, therefore, is whether the User Co-operaEnterprise is an institutional model
congenialto satisfying the requirements of the social caettron these primary goods, and
comparatively more effective than the alternativ@s. verify this, it is necessary both to
determine thecoherencebetween the purpose of this form of enterprise twedpartial social
contract, and to ascertain whether itefective i.e. provides the incentives to achieve the
objective through some form of organizational a@quiim in the interaction among the
enterprise’s various agents: the management, tikersy and the users (in our case all members,

given that this is a multi-stakeholder User Co-afige).

My answer is that, ultimately, it is precisely tltea of a social contract grounding the multi-
stakeholder User Co-operative — as an agreemethiegorinciples of justice for thgroduction of
andaccess tanfrastructures (understood as commons) — whaiishes the basic arguments in
favor of the co-operative form for the governannd ammanagement of local public services. The
social contract of the multi-stakeholder Co-opeeatt as a specialized form of the social contract
on the institutions relative to the provision andtribution of primary goods — is an essential
component of the answer, in regard not only toasgect of coherence with principles, but also
to that of effectiveness of the incentives systend aeriving behaviors that explain its
implementation in equilibrium.

3. Self-organization of cooperation by users of # commons: Elinor Ostrom’s

contribution

This section sets out the main research findingshenself-organization of of common goods
management via agreement on the rules and théimgabsition — according to the definition
accepted by Elinor Ostrom and her co-authors — #&bleesolve the ‘social dilemma’ of
cooperation in the use of common-pool resourcestamevent the ‘tragedy’ of commons. In
Ostrom’s pioneering study (1990), the charactesstif the institutional systems that over time
have proved functional to the purpose of achiewsetj-governed cooperation in the use and
protection of common pool natural resources arensamzed in the following principles (see also
Ostrom 1998b):

1) Clearly defined boundariesndividuals, households or enterprises with ®gtd access a
given common-pool resource (for example a wateinpaand the boundaries of a given

resource (for instance, the separation betweereaand a lake), must be clearly defined;
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i) Congruencethe distribution of benefits must be proportienéd the costs imposed by the
rules on the basis of which the resource is maddadle; the conditions restricting access
(time, space, quantity) must be appropriate tddbal situation.

iii) Collective-choice mechanismthe majority of the individuals affected by thecass rules
must be able to participate in their establishnagt modification.

iv) Control: those responsible for monitoring and control mhesaccountableto the users or be
users themselves.

v) Graduated sanctionsthose who violate the rules of access to theuregomust receive
sanctions proportionate to the violation, and theg® inflict the sanction must be users
themselves or delegates accountable to the users.

vi) Conflict-resolution mechanismghere must exist easily accessible and approwadutional
systems to resolve controversies among users amede delegates regulating access and
users.

vii) Recognition of the right to self-organizke right of the users in a given community ayugr
to organize their own institutions for managemen ¢ocal resource must not be challenged
by central government authorities.

The first principle states what we already knowattby ‘common goods’ economic analysis

means rival goods; and moreover goods for whiclryevestriction on access is necessarily

imperfect, so that access permission may concgrowp or a community with the right to access
the resource, but without discrimination within tthgroup or community — apart from the
discrimination deriving from the rules that setitisnon individual consumption so as to prevent
the resource’s exhaustion. The second principlalleea natural condition of congruence between
the rules (and the costs that they generate) antiehefits and conditions of the group that must
respect them. It therefore relates to the convesiari self-governance by those who know the
conditions of such congruence. The principles fr@i) to (vii) are those typical of the
governance institutions stemming from ‘self-reguoiat (which evidently have nothing to do

with the equation between ‘self-regulation’ andosfaneous market order’).

Various case studies — from which these principlesderived by abstraction — demonstrate that
if the governance system agreed within the grolgs@eses these characteristics, collective action
by the members is able endogenously to achievgnafisant level of self-organized cooperation

in the use of the common natural resources whicintaias their consumption significantly
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below the catastrophic threshold of the ‘tragedgahmons’. This therefore happens without the
need for a state bureaucratic organization whighgbrthe resource under the control of an
external authority independent from the group @rsisEven less does it come about through the
imposition of private property rights on the resmjror through the imposition of the authority of
a private owner having the prerogative of admittimgexcluding the members of the user group
and establishing the conditions for their apprdpiaof the resource. On the contrary, it requires

institutions of ‘self-governance’ whose efficacydistermined by the principles listed above.

It is apparent that the principles for the desificaperative institutions are rather general and
applicable to different organizations and systefsiles. Nevertheless, they are flanked in the
literature by further conditions identified by oth&tudies on the institutional characteristics of
effective forms of cooperation. Hence, althoughdteditions on which self-governance depends
can be grouped into a small number of classes, dhetill rather numerous and seem to give a
somewhat ‘contingent’ or ‘context-dependent’ vataghe explanation (Agrwal 2001). This has

indubitably contributed to their being largely igad by economists fascinated by the simplicity,
elegance and abstractness, as well as (entirelyiisge generality, of the theory of efficient

perfectly competitive markets. This neglect contichuat least until the recognition received by
this body of studies with the award of the Nobeiz€rto Ostrom (an award not entirely

extraneous to the desire to signal unorthodox iddesn the global financial crisis exploded).

However, subsequent research by Ostrom and hezagpies has in the meantime gone well
beyond the inductive collection of the characterssof the institutional systems that enable self-
governance by users and which seemed to work igdbes observed. Such research has sought
to provide a more general explanation which cormagtion the one hand, a quite general
decision-maker behaviour model adaptable to differeontexts, and on the other, micro-
situational conditions relative to the context oferaction in which the decision-maker model
seems to produce efficient cooperative behaviounbgns of institutional arrangements suited to

the context.

The two aspects (decision model and the contexttefaction) have been studied by means of
experimental games in the production and exploitabf common goods. These games have
made it possible to observe under what conditidngteraction (design of the experimental

game played in the laboratory) the rational acfjcollective and strategic) of the participants
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deviates — if it deviates — from the catastrophiedction of the standard theory and produces a
result interpretable as self-governed cooperafldre most interesting aspect of this analysis is
reported in experimental studies (Ostrom, Walkerd@er 1992; Ostrom, Gardner, Walker 1994,
Ostrom 1998a, Walker, Gardner and Ostrom, 2000;,08s2006) that emphasise the importance
of ‘pre-play communication’. The basic game reguieach participant to choose between either
privately consuming an endowment or investing ithi@ provision and exploitation of a common
good, with actions that produce a surplus for plita a certain level of investment — so that the
total value to be distributed grows more than propoally with respect to the individual
contributions — but above that level it insteaddmes collectively counter-productive, in that the
total value decreases in function of the increasthe total investment. In this way, above the
optimal threshold, the individual's payoff — whicha function of the individual’'s share of the
total amount invested weighted for the total pranity — is decreasing in others’ investments,
but obviously increasing in the personal investn{ghare of the total), so that each player has
an incentive to keep his/her investment high if oigers hold back from exceeding the optimal
threshold of exploitation of the resource. The gameepeated twenty times under different
experimental treatments in order to verify whetther level of over-investment and exploitation
predicted by the standard theory of rational befwav{the game’s Nash equilibrium) is reached.
Or whether in some way (by tacit coordination oplext agreement) the players are able to
maintain behaviour in line with the optimal levdl investment at which the personal gain is
reasonably high, but not as much as it would betliose who ‘defect’ from agreements with

other agents, who in turn abide by agreements @optimal levels of exploitation.

Ostrom and colleagues observe that if the expetah@mvestment game is played without pre-
play communication, the outcome expected (Nashligum) by the standard theory consistent
with the tragedy of commons prediction, is subsédigtconfirmed. Each player invests too much
in every period, and the individual benefit is veligtant from what would be associated with an
optimal level of investment. Not so, however, ifetlules of the experimental game are
established so as to allow a phase of pre-play aomuation in which the parties can agree on
the investment rules (and therefore on exploitasiod maintenance of the resource), even though
the communication is ‘cheap talk’, i.e. does néwwalthe undertaking of commitments enforced

by any imposition mechanism, and even though #fterface-to-face communication the action
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effectively carried out by players in the real gaim@nonymous (‘who does what’ in the game

after the agreement is not identifiable).

Since these are finitely repeated games, it isceahble that one observes that when the parties
can communicate even only once to agree on thed hvindividual investment, the amount of
investment for a certain number of repetitions sicgmntly approximates the optimal one, with
the consequent individual benefits, before worsgiecause of the subsequent over-investment.
When instead, from a certain repetition onwardsnmanication is allowed before every
successive repetition of the game, numerous paatits in every period come close to the
optimal investment (i.e. the moderate one whetBbycommon good is used without excessive
exploitation). In other words, by using communioatio discuss the collectively optimal level of
investment and agree on individual levels of innesit, the participants are able to comply with
the collectively most advantageous behaviour imeperiod, with very low levels of defection,
even though each of them would benefit from dedecti the others complied with the agreement
(note that they can renew the agreement in evetggebut a punishment strategy is not yet in
place). Conversely, when the parties, without comicating, can inflict punishments (each of
them can impose a fine on the others in each ssigeeepetition), one observes that they punish
in an excessive, sometimes bizarre, and inefficieatner, and that the possibility to punish does
not in itself improve the level of cooperation iraimtaining the investment at efficient levels.
Finally, when the participants are allowed to comivate in every period in order to agree on
both the level of investment and the punishmematiastyy (imposition of fines on those who have
exceeded certain levels of investment, where the i executed directly by participants, but
without revealing the transgressor’s real identijring the sessions in which the participants
reach an agreement (although this does not alwaspdm) the behaviour very closely
approximates the optimal level of investment, wiiiéfection is minimal (notice that the results

of sessions in which they fail to reach an agred¢rasnvery much worse).

Therefore, although the structure of the ‘socidmima’ repeatedly, but not infinitely, played
has features similar to the ‘prisoner’s dilemmhbg parties are often (though not always) able to
cooperate thanks to communication. In the presefgee-play communication, therefore, the
parties can cooperate in the sense of establisimdgobeying cooperation rules coincident with
self-limitation in the consumption of the commonopamatural resource. The conclusion is

confirmed if, through communication, the parties @so agree on sanction rules which they
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undertake to apply even though these are costlye Nwat, because this is a non-cooperative
game in which the pre-play communication does ntbdwathe establishment of binding
commitments enforceable by some automatic mechangmording to the standard theory
whether or not communication is possible in eachogedoes not change the equilibrium
solution (which would still be that of over-investnt) — at least as far as the model assumes that
players attach importance only to their materiadygéfs. The observation of communication-
based cooperation therefore contradicts the rdtioaeaviour associated with the unique Nash

equilibrium of the component (and repeated) game.

This suggests that, under the conditions describebmmunication — the behaviour of the
players diverges from the rational behaviour exgetty the standard theory, either because of a
systematic but fortunate error of calculation (éxample, the players mistake a certainly finite
repetition for an infinite one — that is, they ameapable of performing backward induction) or
because it responds to further motivations, prefsge or values. These other motivations have
been investigated by subsequent developments oévimiral game theory (see Camerer,
Loewenstein, Rabin 2004), but credit should begito Ostrom and co-authors for opening the

way to these further investigations.

Nevertheless, the conclusion reached is alreadyest importance for the study of institutions:
the self-organization of cooperation is possibled a is not necessary to posit a Leviathan
exogenous to the interaction among the participgmenforce agreements and promises, and to
sanction behaviour contrary to the social optimialker, Gardner, Ostrom 1992). The socially
optimal level of cooperation can be achieved thhosglf-governance, which does not mean
tacitly and spontaneously, but through explicitesgnents and pacts on the levels of investment
and on the fines voluntarily imposed by the pagpacits on the transgressors. The endogenous
sanction envisaged by repeated game models doepplythere, because the repetition is finite,
and the application of fines only works when iagreed through communication, which should
be ‘cheap talk’ in the standard model becauseiitafective in influencing the game payoffs or
the imposition of pacts and promises. Instead, winatexperimental subjects do is to agree on
the creation of ‘institutions’ that they themselwexdertake to put into effect, although in terms
of the game’s payoffs they would not have an egpisicentive to enforce them. It is
communicationand the agreement, which for Hobbes would bettamiin sand’ in the absence

of the Leviathan, and which according to standamhes theory should be ineffective) that is the
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essential variable in explaining the emergencehete ‘institutions’ and of the quasi-efficient
cooperative behaviours that conform with them, belien it is simply a question of complying
with agreed investment rules and when these aoeiassd with sanction rules whose execution

is purely voluntary.

Such experiments have been subsequently extendsuleuhe laboratory by means diled
experiments and accompanied by further case studies. Varmigso-situational conditions,
which serve to establish the form of the game that parties actually perform, have been
identified as systematically correlated with thetfthat interaction in the field replicates the
laboratory results based ex antecommunication. According to a recent formulatiétoteete,

Janssen, Ostrom 2010), these conditions are:

S1: The marginal benefit that the participants\aefifom contributing to the collective action for
use and protection of the resource must be highthab the action of the individual is not

irrelevant.

S2: An individual who contributes must be guaradtéat his/her contribution will be returned
if the others do not play their part: that is, gvedividual must be reassured that s/he will ot b
a ‘sucker’ (be exploited by the others’ opportunisis/he cooperates.

S3: Even if there is no complete knowledge among plarticipants, their reputation as
contributors must be known to each other.

S4: The parties must have a sufficiently long timeeizon.

S5: If an individual is dissatisfied with his/hearficipation in a group, s/he must be able to 'exit

and join other groups.

S6: There must be communication among all the @patnts; trust can be generated by open
face-to-face communication on alternative rules tam be used to achieve fair distributions of
costs and benefits.

S7: The size of the group influences the leveladperation: particularly in the case of common

goods, as the group grows, the fear of being &é&uiincreases, and trust declines.
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Other significant conditions have proved to be: tfie amount oinformationwith regard to the
level of contribution byother participants, and especially (ii) tlapacity to impose sanctions.
Finally, (iii) agents’heterogeneityand inequalities in terms of benefits and cost d therefore
their unfairness— especially where there is no opportunity to camitate in order to justify

them, make cooperation more difficult.

Among the micro-situational conditions, there apene that allude to the possibility that in the
experiment as well as in real life, the partiestahrt in a repeated game in which it is possible
that participants will develop trust, in the sersfea reputation based on effective agents’
compliance with their unilateral commitments. Inegkh conditions conditional punishment
strategies impose sanctions on participants depgradi their previous behaviour with respect to
commitments and their ex post compliance with commant along the repeated game. No

explicit agreement is required in these conditions.

Other conditions, however, refer to different forofsgame in which it is importarégx anteto
have the opportunity testablishequitable rules regarding access to the resolngeseans of
mutual communicatiorand byagreementThis communication may be considered tocheap
talk, given the absence of externally enforced sanstand lack of self-interested incentives to
comply with the agreements due to the lack of dmite (or virtually infinite) horizon of
cooperation. In these games, nonetheless, theepartay be able to form expectations on the
level of reciprocity to be shown by the otherstha sense of mutual compliance with the agreed
rules. These beliefs are not necessarily creatatlerpresence of an infinite, or undetermined,
repetition of the interaction, but simply on thesigaof prior experience of similar governance
issues from which it is possible to infer a certdavel of trust in compliance by the

counterparties.

In order to understand how the rational actionsa@énts in these micro-situations, as in the
above-mentioned experiments, can attain quasiieffioutcomes that generate mutual trust and
the capacity to maintain high levels of compliangith cooperative rules, Ostrom and her
colleagues (Poteete, Janssen, Ostrom 2010) propossional agent model, appropriately
redefined in light of studies on bounded ratioyaland in behavioural economics, that

complements the situations described previouslys Tieans that in the above micro-situations,
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this model of choice implies that the agents wijree on, and follow, efficient rules of

cooperation. Substantially:

1) The agents have incomplete information on the &iracof the interaction situation, but can

learn over time, especially through a repetitiothef interaction.

i) The agents have preferences of a self-interested kithat is, associated with their own
personal benefit — but at the same time, in appatgprcontexts, they may demonstrate pro-
social or altruistic preferences and the abilityigh is not based on self-interest) to adhere to

rules on the actions and distribution of the outesrof their decisions.

iii) The agents pursue a variety of decisional heusisdind routines: in the more competitive
contexts typical of market relations, they adopitirtes that approximate the maximization of
personal benefit, while in other contexts, the ireeg adopted entail other behaviours, such as

the observance of social rules, or consistency sothal preferences .

In this way, rational agents may learn social raled information on the conduct of participants
in a group with regard to observance of these ritastly through communication, they are able
to subscribe to these rules, and thus comply viiemt through the development of pro-social
preferences that are conditional on reciprocitgahpliance by the other participants, even in
contexts other than those of repeated games withfiite (or quasi-infinite) horizon, in which
the mechanism of reputation would require compketewledge of all the possible state, even
though it admits uncertainty with regard to theeypof players. In the place of conditional
strategies or commitments with complete forecastlbfthe possible states, the agents can
develop and adhere to routines of conduct. Inwlag, trust in the conduct of others is developed
by an agent only with regard to established rules$ ta the routines that carry out them. What
must be noted here is that once the participantslde mutual trust, the main condition for the
effectiveness of self-organized forms of cooperati® satisfied, because mutual trust allows
cooperation in accordance with self-imposed rulesnewithout an external mechanism that
enforce them. As in the experiments, the esseuidhble component is number (ii) (social
preferences and the ability to follow rules), tdgtwith micro-situational condition S6 (which

relates to the opportunity to communicate) .
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What is being proposed, in effect, is a behaviounabel that is broad enough to permit an
explanation of the emergence of different efficisalutions that are each suited to a different
contexts by using various model of (less than purational) behaviours. For example, in
situations of perfect competition, the model allggvedominantly egoistic behaviours to emerge
as the efficient solution compatible with in thentext of market institutions. At the same time,
however, in situations characterized by the issui¢ghe management of common goods and
interactive situations such as those in S1-S7,nbdel allows us to forecast that agents will
efficiently self-organize by using rules of coodea. In order for these latter to work, it is
essential that the non-self-interested componentpidferences and the opportunity to
communicate should be activated. | will demonstthsg an analogous explanation is also valid
for the effectiveness of a user cooperative in nrgngpincentives for opportunistic behaviour by
its members - incentives that, according to orttxotheory, would lead to the failure of the
cooperation, and to the need to replace it withapitalistic enterprise controlled by an owner
external to the cooperative group (workers or ysgkichian and Demsetz 1971). In order to
provide such an explanation | will need to retuwrthe idea of a constitutional contract of the
enterprise supplying a common good that | haveadifesuggested in the previous Section: the
management of an infrastructure that, becauses afhiaracteristicsp(imary good is typically
part of the social contract on the fundamentalitutsbns of society (on this see in particular
Section 5).

4. Efficiency and democratic governance of the multitekeholder users Co-operative

Of most interest is determining whether co-opegatiemocratic governance is more efficient
than management by a regulated capitalist enterpiishough a conclusion can be reached only
by making thorough assessment of all the transactiosts associated to governance and
contracts of the two alternatives, | shall focustioa specific benefits and costs of this form of
enterprise and make intermittent comparisons with dapitalist enterprise. The notion of co-
operative governance put forward by Pier AngelaiNiori 2013) is justified for the most part

by an information asymmetry argument based on Hansi analysis (1988, 1996). Actually,

Hansmann suggests two arguments in this regard:

a) The argument in favour of user cooperativesthe case of regulated capitalist enterprise,

under conditions of strong information asymmetryeen the producers and consumers of
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local public services, the entrepreneur or managemmy utilize their residual rights of
control and the rights of appropriate the residoadrder to claim the maximization of rent
from the sale of units of the local public serviegen if regulated). The term ‘residual control
right’ means a right to control residual decisionbjch is exercised when contracts are silent
because they are incomplete and then such residaelion are non-specified by the contract.
In our case it may also be seen as diseretionary decisiorto ask for a high price and
declare a quality level other than the actual ertech is effective because it is impossible to
the consumer verify what the true state of the dvod. As a result, by offering low-quality
services, the entrepreneur and management can agplge structure intended to maximize
their rents, which is then ‘legitimately’ appropgad asresidual (Notice that, given the
ownership of the enterprise, even though the nltesource - for example, water - may
formally remain in public ownership but subjectaoconcession, the enterprise’s profit is
legitimate.) Market sanctions on the part of constsvor the regulator fail because it is
possible to lie about the quality of the servicevied. Here, by definition, the consumer is
not informed. The regulator, on the other hand, may have sufficient information to
discover the enterprise’s opportunistic conductl & capacity to carry out controls may be
weakened by ‘capture’. Hansmann argues that if woess were themselves custodians of
residual control rights or the right to claim thesidual (as in users co-operatives), the
entrepreneur and management would lack the rightlsiacentives to adopt this kind of
opportunistic behaviour. Residual decisions wou&l taken by the consumer (or user)
representatives, who would have no interest inglyabout the price/quality ratio. Nor would
they have an incentive to appropriate revenuealss their purpose is instead to access

high-quality services at the lowest possible prices

Clearly, the idea here is that formal control ma&yassociated with a right on the part of user
representatives to acquire more information. Atsame time ownership by users would remove
the incentive to make unauthorized use of the wadidontrol right and the right to claim the

residual (that is, to maximize rents to the degninof users).

b) The argument in favour of non-profit enterprisesvould nonetheless be perfectly natural to
object that, although ownership rights may be egetcby the users, they would be delegated
to a management structure and a board of direaadsthat these bodies would effectively be

able to take discretionary decisions. Despite #u that the right to appropriate any profits
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made would accrue to the users (who might not texested in making profits, or might wish
to reinvest them to improve quality and keep tarifw), the enterprise’s management may
appropriate them anyway by paying bonuses, highabigr wages, benefits or rewards
conditional on financial results, or off-balanceeshmanagement. These benefits could also
be extended to the members of the board of dirgctbereby securing an ‘internal capture’
(which forms a pair with the regulator’'s ‘extermapture’). Although this type of behaviour
might constitute a misuse of authority with regéodthe aims of the cooperative’s user-
owners and the fiduciary duty towards them, thesabmay in any event not be disclosed due
to the high level of information asymmetry that Wbie a feature of the relationship
between management and the members of the boatulectors, on the one hand, and the
individual users on the other. This informationrasyetry appears especially important in the
case of a cooperative with a membership consistihgnany hundreds of thousands of
individuals. Here, Hansmann’s argument is that fagrotorm of governance and control over
the enterprise should be introduced: that of a prafit enterprise. In non-profit enterprises,
the residual control right and discretion are esext by management and the board of
directors, but no one can appropriate the profit®t—even the users, let alone the
management. If there are no profits to be disteduand all margins have to be reinvested to
improve the services offered to users, one mayupnesthat these profits cannot be
appropriated in the form of revenue by managemedtthe members of the cooperative’s
board of directors.

It is of interest to note that by subjecting itskdfthe cooperative governance regulations that
apply in ltaly, our user cooperative would havéhbihe benefits described in a) and those listed
in b), because Italian cooperatives must allocapara of their profits to an indivisible reserve
fund, which curtail the incentive fananagement and the board of directors to appreptinam.

This law might be interpreted as a constraint omrtsterm appropriation not only by
management but also by the members, and theredaredasincentive to cause the cooperative to
fail because of short-term opportunistic practibgshe members, which would be punished by
the fact that it is impossible to privately appiliape cooperative’s assets in case should the co-
operative fail and dissolve (by bankruptcy) duéhi opportunistic conduct of its members. This
constraint induces a ‘long-term’ perspective in athi- as repeated game theory teaches us — the

incentive to cooperate may prevail over a motivatio adopt free-riding behaviours. If one
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considers the non-profit constraint to be whollpding, one might conclude that the type of
enterprise which emerges from joint consideratbthe benefits described in a) and b) would
be a kind ofsocial enterpriseextended to the management of common-use infcates and

resources: in ltaly, this would typically be a sdaooperative, which comprises both producers

and users in its membership.

Neither of the two above arguments is decisive, dvak There are numerous ways to
circumvent the non-profit distribution constrairgyen in strictly non-profit organizations,

through high wage levels, bonuses and benefitsnimmagement and directors, and off-balance
sheet management. As we have seen (see AckermanSErconi and Faillo 2005, Grimalda

and Sacconi 2005), the explanation of non-profifaaizations offered by Hansmann, which is
based on the impossibility for entrepreneurs tor@mpate rents, is illusory, because the
constraint on profits distribution prevents thewnfrlegally distribute revenue to members of the
co-operative in the form of profit-sharing, but ymharginally improves the situation from the

point of view of limitations on opportunities fobase of authority by management with respect
to the previous case (especially if the qualitytted service cannot be verified or the service

contract is incomplete).

The essential concern is therefore to determinethveneaside from the allocation of residual
claim rights,cooperative governancgrevents the creation of a managerial enterprisehich

the management appropriates significant amountsrdf To this end, we must evaluate further
aspects of governance: most importantly, how thepmrative democracy works — that is, a co-
operative’s internal decision-making processes #rel possibility that there may develop
information flows which make allocation of the mhsal control right to the users effective; and
in second placehe virtues of the user co-operative’s foundingeagnent , with reference to the
role of founding principles and forms of adhesienewal and conformity with these principles

(organizational culturg

In this Section, we shall not introduce into ousatlission on cooperative democracy the effect
that democratic decision-making procedures, whiceh lzased on the co-operative’s founding

agreement, may have on the pro-social preferericés members (see the next Section). That is
to say we provisionally accept that the foundingialocontract of the co-operative enterprise, and

the resulting organizational culture shred amonghbers does not differentiate significantly the

27



co-operative enterprise from any others economgamsation. Nonetheless, we introduce a
variation of the consumer cooperative model, wheclhe model customarily adopted by user
cooperatives. On the contrary we consider a farmudti-stakeholder governance that envisages
participation in governance bodies, albeit as aonitiyy or at least in supervisory bodies, by
stakeholders other than users (and management)sttessentiallyorkers(a multi-stakeholder
cooperative also includes representatives of rible capital investorsand the cooperative’s
creditors (banks); but this topic will not be dieyed here).

This variant introduces the first remedy against tisk that the co-operative changes in a
managerial enterprises run by self-dealing mana&takeholders such as workers possess more
information than do users. These may have a peotepf the quality of services and know
certain events that have a local effect on deliveuynless these services are ‘credence goods’, so
that assessment of their quality requires theniopi of an expert — but are not aware of
production costs, how much resources are avaikabtee firm, or workers’ and management’s
efforts. The information held by workers, whethebe in their direct possession or obtained
from within the organization, makes it especialifficLilt to practice management abuse (unless
managers do not collude with a significant portdnvorkers) . This information can be reported
to the board of directors by worker representativasit may be released during the Co-
operative’s members meetings (predominantly uséréherefore increases the effectiveness of

control by users over management and administrators

This argument strengthens the base case in whudemaco-operative, even though it may be a
managerial enterprise with multiple owners, alrehdy an information advantage with respect to
a capitalist public company. The users possesgnmrdon about an essential aspect of the
enterprise’s activities: the quality of the serviedth respect to the price (tariff). The
shareholders, on the other hand, only see thedialaresults, which they may only disco\adter

the balance sheet has been manipulated by managerhenhas an ambiguous significance, of
course, because it might be said that it is pricibecause their information about the
enterprise’s activities is even less than the mfation available to users that shareholders need to
have representatives in the governing bodies, vasetensumers may feel that their interests can
be adequately protected by a contract. The fatioever, that if the problem is one of access to
information in order to discover whether the cortdat the management and the board is

improper, users (especially if they are owners)atter informed than investors of capital, and
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are therefore better able to prevent opportunisticaviour. This means that the two forms of
enterprise are on the same footing at least ingeasfmthe controlling stakeholders’ access to
information, while the efficiency of control contability in the two cases in the event of poor
management remains still undecided (the choice dmtwoice at the members meetings,
supporting alternative candidates at the boardimfctbrs elections, andxit — that is, selling
shares to assist a takeover in the case of a potipany - must be evaluated on its own.) On
the other hand, if users do not control the firhg tisks to them will increase disproportionately
— and become of crucial importance — if the contratative to them is incomplete, and if the
service is subject to information asymmetry. Thishes once again the control costs/benefits

balance to tilt towards the control by users ahéue.

Of course, multi-stakeholder governance must aésd @ith the possibility of collusion between
the enterprise management and the other interakélsplders, such as workers (and perhaps
investors), to the detriment of the users. In daise, workers in collusion with management will
not report their confidential information on managmt to either the board or a members
meeting. Because thus far we have not includedve®bther than those of rational self-interest
for any of the agents operating within a co-opgeatdemocracy, this possibility must be

examined carefully.

The best available theory on collusion in orgamaret is based on Tirole’s (1986) model using
three players: P (the principal); S (the supervaomanager with auditing functions), and A (the
agent: that is, a middle manager or a worker wittedain margin of autonomy as regards the
organization of his or her work). In our casesPhie board of the co-operative, appointed by the
associated members (mainly users), S is the manaigerA represents workers with autonomy.
According to Tirole’s model, the agent may lie abthe quality of it performance if the principal
(and the supervisor) does not observe the situdteyond A’s actions in such a way that the
production of low-quality output may be ascribedato adverse external situation rather than to
low levels of effort. In this way, A may earn a réthe cost difference between high and low
effort levels, wage remaining equal). S may, howgehe about his or her inability to observe the
situation, even where s/he would be in a positmmlserve it, thereby giving validity to A’s
statement in exchange for a share of the rentusiolh). In the case of a capitalist enterprise,
principal P observes the profit level associatethva high or low quality of output. P must

decide whether to pay supervisor S an informatemt rto incentivize him/her not to validate
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agent A’s false statements, or merely to incengitiee agent directly not to make false statement,
regardless of the supervisor certifications, byeoffg the agent an information rent directly. In
this case, P, the owner, is external to the predeigirocess, and does not have direct information
either on the state of affairs or on effort levalsd quality of service. A user co-operative
represents a less congenial situation for collubietaveen manager (S) and workers (A), because
the users (or at least some of them) have diréatnration on the quality of services. They are in
possession of certain elements that enable thawatdh conclusions on whether the low quality
of services is attributable to adverse conditiongoahe provision of low-quality services by A.

If the informed users are part of the membership leave representation and voting rights, they

can inform the principal (at members meetings aoubh their representatives on the board ).

If we nonetheless impose a situation where all suserffer from a substantial information
asymmetry with respect to the enterprise manager(teet extreme example being that of
‘credence goods’- but this does not seem to beake of public utilities such as water supplies,
which are more like search goodke quality of which can be ascertained by compatire
water supply services offered in various partshefsame country), there would be no difference
between the two enterprises for the purposes diigioh. In order to identify a relevant
difference, the following variation must be intregd: two agents, Aand A — that is, two
distinct groups of workers (with autonomy) — mhbetassociated with principal P and supervisor
S. If both worker groups collude with managemerticlv should be supervising them, it is likely
that the enterprise’s level of service will deceesthe point where users see it as unsupportable
and may reach an agreement to take action witbdaed and report the problem, or threaten not

to re-elect P (see Sacconi 1992).

The best case for the creation of a collusive toalithat exploits the substantial disinformation
of the users is instead one where the supervidardes with only one of the workers groups
(for example, A, the agent who can offer the supervising managerbetter level of rent-
sharing ) by attributing responsibility for the lawmtput quality level to the other groupJABut

if the working conditions of agents;&and A are similar, the latter agent will be able to mtee
effort levels of the former by comparing its owrsults with those of the colluding agent.
Because agentAs a part of the members association, it canrin teport the collusion between

supervisor and Ato principal P. This makes the coalition far lagdgantageous.
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It may, of course, happen that the collusion betnagervisor and agents is so extensive that it
includes a majority of the workers in the coalitignoup A is far larger than group A\ so that
the part of the workers discriminated against hasnfluence on the appointment of worker
representatives to the governing bodies: thatt ihas no influence on P. Nonetheless, multi-
stakeholder enterprises offer a further opportumdty prevention: even though it may be a
minority, the part of the agents discriminated agaimay inform the users (who have majority
representation on the governing bodies: that egtd?). This will suffice to make it inconvenient

for P to enter into incentivizing contracts witta®d the colluding group of agents. A

The final case in which collusion may emerge is nyhe order to justify low performance levels
to obtain a rent from a low effort level, a coalitibetween a manager (the supervisor) and a
majority of colluding workers (agents) encompassesalition of users willing to collude on the
condition that the effects of the low quality atéfered only by the remaining users — those with
regard to whom the supervisor claims that s/henable to observe the circumstances in which
the agents provide services — so that it is trekstesi favourably than the colluding part of users.
A coalition of this kind would typically represeatbreach of the co-operative’s constitutive pact,
because it would discriminate among users as tdewe and quality of their access to the
infrastructure or service. Nonetheless, were thisappen, it would be natural to assume that this
coalition also includes informed users. This kafctollusion is especially insidious, because its
purpose is not merely to conquer the majority & worker representatives on the governing

bodies, as in the previous case, but also to cajittincipal P in its entirety.

We now have two new players: W@the colluding user group) and, the non-colluding user
group). The best case for the colluding coalit®ome where a minority of users (groug,Whe
majority of workers (A), and the manager (S) contrive the appointmeptiotipal P, being able
to subscribe to a collusive pact whereby theytliadiscriminate against the majority of users
(group W) and off-load responsibility for provision of agrequality service on to the minority
of workers A, who cannot be represented on the board. A coatiperdemocracy can prevent
this situation, however, by designing a methodtler principal’s appointment that mandates the
use of qualified majority rules. For example, aesumajority of both users and workers may be
required to appoint the principal (or the individlm@embers of the board). A rule of this type
would be incompatible with allowing workers to stpppoor-quality services and divide up

compensation deriving from economizing on efforeré] in fact, a majority of users; Wnay
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indeed form a coalition with the manager that prtst@ minority of workers A who exclude an
uninformed minority of users Jfrom the high-quality service. However, it couldver collude
with a qualified majority of workers Atheir opportunistic behaviour would inevitablyeadt the
quality of the services supplied to the usersahale. In this case, it would lslf-defeatingor
users Y to form such a coalition, and the collusive caatitwould be unstable. Users Would
have an incentive to break up the coalition, thgneteventing capture of the principal. At the
same time, a qualified majority of workers ¥ould never be able to make a convincing offer of
collusion to the qualified majority of users, Of the type required to capture the principal and
thereby being in a position of economizing on eff@nd sharing the information rent with the
users and the manager. In fact, suboptimal effaldv certainly affect a part of the userg U

belonging to the coalition, who would therefore éawn incentive to abandon it.

In conclusion, even if one were to accept that ofpmasm is a feature of the behaviour of all its
components, the democracy of a multi-stakeholder gs-operative, with its three types of
participants (manager, users, and workers) carstableshed by deploying decision-making rules
S0 as to prevent the manager from being able tonagtshamelessly self-interested manner by
forming coalitions according to the situation wighme of the stakeholders who participate in

governance of the enterprise.

5. Infrastructures, the social contract of co-operatie enterprises, and preferences for

conformity

Thus far, we have assumed that the preferencesofaperative’s members are self-interested.
Now, however, we consider the results obtained Isyrdn and her co-authors on pre-play
communication in experimental games and the comsgquillingness to cooperate and display
social preferences and capacities in regard totadppr adhering to self-governing rules. The
objection to using these results when studying usefoperatives is thaface-to-face
communication can only relate to small, informabupws, not to the operation of a complex
democracy consisting of hundreds of thousands oplpgas is the case of some of the user co-
operatives being discussed here). Nevertheless, tibday possible to exploit more highly-
developed models of behavioural economics thatuattcor the social norms embodied into the
founding contracts of an enterprise as the basith®willingness to cooperate and the pro-social

preferences of the enterprise’s members. The moti@onformist preferences was initially
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developed as an explanation of how non-profit om@imns members can comply with
constitutive agreements over founding principleshef organisation, so that adopted behaviours
are effectively aimed at creating benefits forinflermed beneficiaries in a state of equilibrium,
while avoiding collusion between managers and wstkand overcoming the limitations of
Hansmann’s description (Grimalda and Sacconi 200B)as then subjected to experimental test

by means of the so-called “exclusion game” (Saceadi Faillo, 2010).

Before describing this game, we recall that a bassumption is that it must be possible for the
enterprise to be based on a founding social cdrdiraong its stakeholders, who reach agreement
on a justice principle for the distribution of @art benefits among themselves. In our case in
particular, the user co-operative is an organipatiat reflects a specialisation of the main docia
contract with respect to the institution (part loé fundamental institutional structure) delegated
to regulate the supply of a primary good — ac¢esan infrastructure — with regard to which it
stipulates that access must be open to all mendfeascertain community of potential users
conventionally established by a contract. It isréfiere especially appropriate in this case to
consider the effects that a small-scale socialrechtin the form of a specialized version of the
social contract on principles of justice for thetdbution of primary goods, will have on the
capacity of agents to assimilate social norms aadif@st preferences for conformity with these

norms.

In its elementary form, the ‘exclusion game’ invedvthree players: a manager, a worker, and a
user or beneficiary, who is in a weak position agsult of being especially ill-informed, and
who is therefore unable to take part in decisi@ative to the allocation of the enterprise’s asset
among alternative uses, such as improving the tguafi the supply of the infrastructure’s
services, or permitting these assets to be ap@tegrin the form of rent by the producers (the
manager and the worker). In this game, the stanaardel of rational self-interested behaviour
will induce the manager and the worker to collual®] therefore texcludethe beneficiary from
access to a fair share of the benefits, with inadegaccess to the common good. With a certain
linguistic licence, we may speak of a ‘tragedy @in+profit organizations’, as an inevitable
degeneration of these organizations into forms mbootunistic behaviour which make the

production of common goods for users inefficient.
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The behavioural model proposed, however, is basedsychological games (Genakoplos,

Pearce and Stacchetti 1989, Rabin 1993) wherer#dierpnces and utility functions of the agents
depend on their mutual beliefs, and in particulan-eur case — on beliefs concerning their
compliance with a fairness principle, given thean@ctures concerning how their counterpart
will act. One may presume that during ex ante pre-play communication stage a fairness
principle is agreed concerning how the amount aiefies should be allocated, through an
agreement established by a vote on principles tdilas place behind a ‘veil of ignorance’

regarding the identity and game-role of the pgdots as players in the game of exclusion
(which follows). This is a pre-play stage, precedihe proper stage in which identified payers
will actually distribute the surplus, which can beparately modelled as a voting stage on
principles for distributionplayed among anonymous players completely ignoaéout their

successive role in the game.

We predict that this small-scale social contradt naturally reflect general principles of fair
distribution typically agreed trough a social cawtr(notice that nobody produce the surplus, it
has simply to be allocated amongst players, aadagiieement of all — no matter her/his role in
the game - is required). That is, the equal digtrdm of the amount of benefits among the three
stakeholders. Afterward, this agreement is norajuaed by any enforcement power, and in a
traditional sense it would therefore be the eqentbf acheap talkphase(a contract ‘written in
sand’). Nevertheless, we predict that it has thgaci#y to command its self-enforcement in the

implementation stage owing to the effect of theamijpl agreement on the agents’ preferences.

The further hypotheses of the model, in fact, hetif the parties agree on the justice principle
during theex-antecommunication pre-play phasand ifthey expect reciprocal compliance by
the parties with the agreed justice principle whesy find themselves in the real context of the
exclusion gamethen a positive weight will be assumed in the playerslity function by
psychological component of their preferences thaisao the material pay-offs. This component
consists of positive pay-offs associated with tHepdion of the strategy of complying with the
principle. By reciprocal expectations of compliarisemeant that one agent expects that the
counterparty will choose a strategy that approxasdhe distribution prescribed by the principle
to the extent possible given the first party’s clegiand also that the first party will believe that

the second party has the same expectations regatdiragent’'s compliance with the principle.
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The psychological component of the utility funcsogenerates psychological payoffs for both

active players — the manager and the worker — abtlie redefined outcomes of the game will

containpsychological equilibriathat is, outcomes where the optimal responsertey party to

the other’s decision of not appropriating an unfhare of benefits, and thereby enabling the

beneficiary to obtain a fair quantity of servicesnh the enterprise, is to replicate the same non-

appropriation behaviour. In other words, thereeqgeilibria based on psychological preferences

for compliance with the distributive fair principtich that by selecting one of these equilibria

the conduct of the active parties prevents thgédy of non-profit organizations’, and allows a

user to receive an fair supply of services.

The model has been subjected to verification bgrees of laboratory experiments replicating the

exclusion game (see Sacconi and Faillo 2010 ando8gcFaillo and Ottone 2010). In these

experiments, it was observed that:

a)

b)

In a situation ofex antepre-play communication behind a veil of ignorarec¢hat is,
where the participants are anonymous and their irolthe main game has not been
identified in any way — the experimental subjedsally reach agreement on egalitarian

distributive principles.

Ex post when they find themselves actually playing thelesion game, the active
players (whose roles reflect those of the managdrthe worker) form expectations of
mutual compliance with the agreed principle by difahat is, in the absence of evidence

to the contrary.

Actual behaviour during the phase of e postexclusion game, in which players are
asked to choose according or against the agreextipeg, exhibits a high level of
compliance with the principle: the subjects — oe thajority of subjects — who have
expectations of reciprocity, and have reached ageeeon an egalitarian principle during
the ‘cheap talk’phase behind a veil of ignorance, also conformt tduring the actual

game by offering fair benefits to weak beneficiarie

This conduct is compatible with the explanatiort the agents have a disposition to comply with

principles that have been selected impartially,olvhimay be interpreted as a preference activated

only when two previous conditions have been fddll(agreement and expectations). This
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disposition, and the attitude that corresponds$ tmder the appropriate conditions, is equivalent
to Rawls’ ‘sense of justice’ (Rawls 1971; see @smconi and Faillo 2010). The sense of justice
is an attitude of adhesion to fairly-institutednaiples (i.e. accepted through a mental experiment
of a choice made ‘behind a veil of ignorance’), teat when it is publicly known that the
institution is justified, and that its observancee reciprocal (in such a way that there is a
reciprocal expectation of compliance, and compkalg one party is reciprocated in kind by the
compliance of the other), the desire arises to ¢pmpth the institution. And this desire
outweighs the material incentives not to conforraven though they may be present — which
would destabilize it. Thus, besides being econamnganizations for the supply of local public
services, user co-operatives supplying common galss become social agencies able to
reproduce the ‘sense of justice’, i.e. the attitofl@eciprocation of behaviours compliant with
just institutions by similar compliance behaviowr&/hich is ultimately the same as reciprocating

cooperation with cooperation in the (non-opportticjsise of common goods.

This may appear very abstract. In order to gainirdunition, consider when the founding
agreement to start up a co-operative is reachee.p€bple of a given local community become
members of it through a deliberative process whetleb principles and rules of fair access to the
common are discussed, agreed, and endorsed. Moreansider the periodic re-discussion and
renewal of adherence to the founding agreementdansof public discussion of the underlying
principles and thenission renewal of the enterprise’s articles of assammtind code of ethics,
and participation in training, information shariagd communication involving old and new
members. All this has essentially to do with creatiof a ‘corporate culture’ and its
communication, which every business expert beli@gsential for both the creation of a sense of
belonging among co-workers and the developmentustomer loyalty. In this case, actions
aimed at the formation of a ‘corporate culture’derto re-create that condition gpre-play
communicatiorthat will enable members to adhere to the corstélsocial contract of the co-
operative by simulating a decision taken underibofegnorance: that is, impartial deliberations

on principles and the decision to comply with them.

This highlights another aspect typical of a co-agige’s democratic life and how communication
may take place within its memberships - when theoperative democracy is kept alive by
bringing actual decision within it process anisiproperly designed . Assuming they are arenas

for impartial discussion through which the choicesde behind the veil of ignorance are
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reproduced — which is essential for the generatibra ‘sense of justice’ — the democratic
functioning of users co-operative for the managansércommon goods are also instances of
‘deliberative democracy’ (Gutmann and Thompson 20@%en though taking place outside
political institutions. In fact, forms of communtean and decision-making, such as, for example,
the phase in which an incorporation agreementdsudised and then signed by the users, who
then become members of the cooperative, and oftiskons on the articles of association, the
ethical code, and the organization’s mission, alis§y the basic condition for deliberative
democracy: that choices are based on impartialhaegts and may affect the preferences through

which participants enter the deliberative process.

Finally, the result of our experiment and its exjl#on in light of the model of preference for
norms compliance is significant for the purposes fofecasting the efficiency of user
cooperatives in the supply of local public servicgg common goods: a multi-stakeholder
cooperative does not discriminate against ill-infed users, and does not restrict their equal
access to local public services. The exclusion gasrepplied to our case guarantees equal access
to the infrastructure, and prevents the exclusibiti-sformed participants not only in principle

but also in practice. The non-exclusion conditisneffectively satisfied because the multi-

stakeholder cooperative avoids excluding the weakses's from supply of the good.

6. Conclusions

To conclude, Elinor Ostrom argues thet antecommunication encourages the formation of
social preferences and learning of social recipyamorms that permit cooperation in the supply
of common goods. However, she does not take ataduhe fact that the nature of a common
as a primary good undergoing a social contract imsayf encourage agreement, and therefore the
generation of conformity preferences, due to theparial and impersonal nature of the
agreement. Furthermore, face-to-face communicataes not allow control over what happens
during the communication process, and it introdwucksge number of potential variables into the
explanation of why pro-social preferences prewail post Explanations based on trust and
reciprocity rules may be confused with those basethstrumental reputations and the threat of

endogenous sanctions for commitment breachingoeated games.
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Conversely, the explanation based on preferenceofdormity attributes great significance to a
experimentally carefully-controlled agreement pes;ecarried ouéx anteand under anonymity
conditions, in which only the impartial nature dktagreement and the cognitive (beliefs) and
motivational (preferences) processes activatedump @ process seem relevant to subsequent
behaviour, since no personal or affective relatiqmss established among the parties (these
variables were intentionally omitted from the expemntal design). Together with beliefs —
which seem to be default inferences from the agese — the agreement process on principles as
an impartial procedure is the only reason for timemgence of behaviours that conform with the
principles, which can be explained as preferencesdnformity, a desire to be fair, or a sense of
justice that is conditional on thex antejustification of the principles and expectations of

reciprocity regardingx posiconduct.

For the purposes of our application of the thedrgamformity preferences to the supply of local
public services, understood as commons, it isndisgehat the right of access to these goods be
interpretable as reasonable term of agreementsacal contract. Thus it becomes natural to
suppose that a user co-operative should be fouwted ‘small-scale’ social contract that
complies with the criterion of impartial choice neatbehind a veil of ignorance among its
stakeholders regarding the principles of equalibistion of benefits. It is vital for the purposes
of this application that the co-operative’s intdrdaliberative processes periodically replicate
adhesion to the founding principles through regdlgplication of the impartial choice over these
founding principles. The choice made behind a wéilignorance is simulated by realizing
deliberative democracy processes in the enterprisgieration. Essential to this end is
transmission of the founding principles and theaiti®at it is a specialized version of the social
contract with regard to the supply of a particydamary good through the ‘corporate culture’

channels.

If these are the conditions, there is no reasoexjgect that opportunistic behaviours and rent
appropriation reducing user’s access to the commast ensue. But, if opportunism can be
prevented, the multi-stakeholder user cooperativeaitransaction-cost efficient economic
institution for the management of infrastructuresrsas commons, and scepticism expressed by

economists must give way to substantial acceptance.
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