SECTION I: ECONOMY AND ECONOMIC ISSUES

Synthetic Conceptions of Implementing Mechanisms 3&gn
for Public Socio-Economic Information Structure:
lllustrative Estonian Examples

Ulo Ennuste

“Therefore, transparent, quick, balanced and
future-oriented information is a factor of our
international competitiveness.”

Andras Inotai (see Appendix)

Abstract

This note discusses normatively compiled mechandssign process
conceptions for advancing general complex socigw@coc information
structures macro-coordinating qualities (Ramaz2i@5) in the case of an
emerging market and on one Estonian example, icahéext of a rapidly
changing environment of norms and formal institagi¢Francois 2008).

The meta-synthesis concept roposed for discusggn gnd Tang 2005)
emphasizes for our case compiling methods withirth&ation of variety of
theoretical implementation models and real worldletwonary empirical
mechanisms in the imagination of experts.

The main task is to suggest concepts for almoslysuobust hybrid sub-
optimal implementing mechanisms designs for venyegal types of socio-
economic social choice functions for a socio-ecoopublic information
structure.

The main idea of the proposed design is to seculntand adaptively
coordinate reasonable learning and private infoonatlisclosure of the
actors with the help of stimulating their reporticigdibility (non-distorting
and sufficient disclosure) and respectability betawof incoming reports
(reasonable learning from respectable actors anthéycoordinator) with



relevant complex material and moral side-payments @nsultations and
constraints (adding moral socio-economically digeaton-consequential
preferences, Matsushima 2008).

In this design, the social planner will first of alopt the combined role of
coordinator/monitor and will mainly use moral andoeomic side-
influences and constraints.

In this note, however, the underlying model acduisi of additional
informal information by agents is left un-modelle@dnd concepts
coordination procedures are modelled in the saftibtc narrative form.

lllustrative Estonian examples, based on empiricaduiry as well
implementation theoretic conception, imply in thevieonment of post-
transitional partocratic democracy with many othdiosyncrasies, to
complement extant respective mechanisms with momgtex coordination
instruments, especially moral ones, and with vaon{Walker 2007) non-
governmental monitoring webs.

Keywords: Public socio-economic knowledge structure, Impletimgn
designs, Intrinsic preferences for honesty, Ddtag-mechanisms, Complex
implementation, Idiosyncrasies, Heterogeneous spomrding actors,
Complex coordination, Learning, Side-payments, Moaand material
incentives, Voluntary webs, Reputation, Credibiatyd Respectfulness.

[. Introductory Notes

Understandably, for an emerging post dual-transitiomarket country
(Ennuste 2007) in the present phase of rapid chénoge a rudimentary
market economy to the civilized type in the clubamlvanced democratic
economies, in this situation of exuberant transd@louncertainties (e.g.
Ramazzotti 2005), the social governance rules fowiging high quality

and adequate socio-economic reporting/correspomgdshould be relatively
complete, robust, and precisely determined and espanding

administrative regulations and other alternativeov@ions effectively

implemented and monitored.
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The theoretical informatics basis for this statemeonmes from the
phenomenon that for the solving of different nagilorsocial problems
different public belief/knowledge structures havkedent value and so may
give social actors incentives to try implementitigtegic manipulative and
erroneous message policies to improve the expeetmistic results of
decision makers following activities which may hawegative social
externalities (e.g. Azrieli and Lehrer 2008, Hetiw2002, and Ramazzotti
2005).

Importantly, national socio-economic belief, kno#de- and information-
structures and communication systems, and leanmogntives should be
optimized in the civilized societies in the natibmaterests, and so all
effective complex communication mechanism, inclgdicomplementary
mechanisms, implemented to the governmental ones.

As matter of fact, a very wide intelligent public Estonia has apparently
become passionate about the need for more fulluaistorted disclosure
of the socio-economic governmental and private spls®cio-economic
information that is targeted to stakeholders andi@e public. In other
words, they are worried about a seemingly growingtamination of the
knowledge environment (term coined by Andras Inotaig. they want to
understand:

Why, despite of years of the promises by the Gawemt and the Central
Bank and huge preparatory investments, the eurcataadopted?

Why can our governments not learn from the lessufinsether emerging
market countries and from welfare countries, batdad try to teach them as
well as Brussels?

Why, in election campaigns, political parties reglyl irresponsibly flood
electorates with explicitly controversial and fguilusory socio-economic
promises?

Why many pronouncements by prominent journalistghliz placed

politicians, and government officials contain albsely faulty and distorted
statements about the EU?
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Why so many prominent individuals, distant from teonomic sphere,
make absolutely inadequate statements about oum-socnomic policies
and clumsy international comparisons, without asponsibility?

Why statistical institutions are not disclosing, g.e. alternative
complementary inflation indicators, the confidenodervals of these
indexes, and can not clearly explain what PPSahlife means, to enhance
public understanding in these matters?

Why many large public monopolies take frequentlp-ti@nsparent socially
significant decisions?

Why, in the last year, many local tycoons have, aotll transparently,
received enormous dividends from their shaky firms?

Why some analysts and official decision makers lusginess economics
incompetently in public economic matters?

Why so many social actors are evidently disrespbygthot sufficiently and
effectively absorbing years and years of socio-eoon statements
disseminated by credible sources?

How can someone become wealthier by some billiftes a few years as a
bank president?

Why, after all, should our taxpayers pay more tasBels as sugar penalties
than in the shops for sugar?

And, most amazingly, why did Parliament includeBiit 182 ES (12 March
2008) the clause “1/1) for giving to the centrahkdree hand for hiding
from the public as much data as necessary to guaiic threats to prices
and financial stability”. If this is not a sign ah effort of partocratic activity
for the extension of an irrational course of infatran for the public, then
what is it?

Our wide public in a rapidly changing post-trarmsitl world

understandably does not fully understand yet gefiity the capitalist
private equity and business models or governmeptgdlic economics
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models under the currently formed national socimremic information
structure. But the electorate needs to know howitldestry, agriculture,
and utilities create values, how the taxpayers momé be distributed, in
what kind of economic inequality situation the patis from many aspects
viewed, how the economic policies enhance effiorearad sustainability, or
whether, as some claim, part of the wealth creiatetmply transferred from
budget to the translational banks.

More importantly, these misunderstandings poseestipn of whether the
contemporary Estonian public socio-economic bedtedficture, in the sense
of an institutional structure, is at all effecti@fdellwig 2002), and if so, then
are there extant norms and institutions in a “wsiaircle” (Francois 2006)
such that a bad information structure is endogdg@enerating even more
bad institutions to regulate the change of pulsiformation creation. If this

is so, how should it be formally regulated by emédly enforced

institutional changes? What may be the conceptiohdhe design of

advanced mechanisms, especially in the field ofueced) higher-order

uncertainties in the common beliefs (Ramazzotti®20@nd in this way

enhancing macro-coordination efficiency of respectpublic information

structures?

Our point is, after Sir David Walker (2007), thatoma complex
correspondence relationships and additional ineentnechanisms with
complementary non-governmental arrangements maydre effective in
this stage of Estonian transition and would help deercome the
communication crises.

This is so because governmental legal adminisgationtracts cannot or
may be not sufficiently wide-ranging, because thaure of the behaviour
and relationships expected in this public socioreceic-political
correspondence field are often defined dominanylyhe dynamic implicit
context, rather than by rigorously fixed formal tracts.

It follows that the effective mechanism of enforemn of such
complementary non-governmental arrangements, wthereequirements of
the parties to go on doing data transfers volugtatbgether may be
complementary positive (e.g. Myatt and Wallace 2))08specially
considering that there are intersections of theumso of different
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rationalities, e. g. political and economic ratilines that may make
administrative disclosure regulations ineffectifeot paralysed.

Our applied task in this paper was posted as amtime consultative
inquiry (Appendix) with the purpose of making a s$eah step in the
preparation of some synthesis of theoretical angimral principles and
baselines; for the draft of a complementary volpntaode for significant
social institutions and stakeholders (voters, tg®p® organizations) to
advance their reporting fullness and quality in ghblic socio-economic
correspondence field; and proposals for formingpeesve monitoring
networks and non-governmental group for partnett®iCode. The goal of
the above should be regulating fair economic répgriof respective
institutions to the public, but not forcing instittns to report economic
details that may be reasonably uncomfortable tdakgs (Walker 2007).

If this reporting were to be done at a reasonadlellof detail and with
minimal distortions, this would be highly informa, but it would also
mean disclosing far more information (expandingamtement space and
liquidating some omissions) than emerges to thdipab present, and will
reduce unreasonable informational entropy in thblipusocio-economic
knowledge field.

Understandably, our proposal is not targeted tagdeéshe final solution” of
the ideal design. The main purpose is ,insteadjmgdke first step proposal
for creating a more valuable information systemedasn an academic
study. Importantly, this is not only for the addital public value attribution
but also for the reporting institutions themselvespecially for industry in
eliminating distortions of economic reporting.

The question, of course, will be first of all abantormational privacy of
many institutions/individuals and about the rewarisrots and sticks, of
senior managers in these institutions, and aboasoreble secrecy and
reasonable limits of political populist distortionsf reports and
announcements.

In the incentive mechanism design of measuringKstand carrots” for the

Partners of the Code by the Monitor, we will meticatly rely on the
several branches of Applied Institutional Economid$eories and
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differentiate political announcers in the politicabrld and announcers of
the socio-economic economic world (see e.g. Aogagi8).

“A country can promote both vitality and inclusiby
fitting its economy with the right mechanisms.”
Edmund Phelps, 2006, p. 22

2. Main Hypotheses and Some Results

The narrative synthetic deduction of rational cqatioas for implementing

mechanisms building of the public social knowledsgeucture in the

environment of the dynamic post-transformation etyciis extremely

complicated. First of all, all extant definition$ the structure have their
drawbacks (Ramazzotti 2005), and more importaptiyate information of

the actors in this area is an intangible invisiabset of complex values,
moral and material. So also are the preferencésecdictors.

We have stressed in our discussions the importem¢ackle this kind of
study of public social knowledge structures asvactlynamic institutions:
as the sate of quality of this structure has ndt ordirect relationships with
general social developments, but also directly Viutinre developments of
the implementing mechanisms under this very study.

Consequently, the studies comprising in more & the whole system may
give only very general results. Still, as this studhs proved, this kind of
wholeness analysis based on the meta-syntheticgrdegileductive
implementation theoretic and inductive empiricdalsitonal), might be
highly justified, especially in the case of sociaccoeomic post-
transformation situations. In these cases of rapigctural changes in many
social areas, the rational regulation problems wfent beliefs, opinions,
expectations, and learning structures are extremglyprtant.

The above abstract discussion argued that adeqimpementing
mechanisms should have an extremely complicatadrdes
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*Complex and parallel coordination networks (e.gvgrnmental and non-
governmental,

*Complex coordinating instruments (e.g. materiad amoral);
*Complex coordinating principles (e.g. incentiveglaonstraints);

*Complex incentive and restriction mechanisms (dgsed on complex
number models).

The results of the survey revealed the importamceonsidering current
idiosyncrasies of the societies under the study; e.

*Political system (e.g. partocratic democracy mag terested at
disseminating dominantly populist messages to thblip and at non-
rational closure of national statistics);

*Linguistic heterogeneity of the population (e.gripof the population may
communicatively belong more or less to some otbelesy);

*Weight of academic community in the society.

As the Estonian economic managers greatly appeedis stability and
credibility and reputation factors in the econonmstitutional system; thus
building the track for the institutional changesldar adaptation to the EU,
the policy should aim to measures not obstructing twork of the
established credible institutions and not introdgcnew uncertainties, but
should aim at introducing first of all those padisiwhich are connected with
increasing institutional credibility.

An extremely interesting phenomenon revealed bystlimeey was that in
this area, in the current Estonian context, thearobment of non-
governmental networks and institutions, as sugdedby deductive
mathematical implementation theories, was strosgigported by the bulk
of experts. The noteworthy exceptions in this pb@ve been the opinions
of some politically active experts and some govesntal officials. Not
surprisingly, they give more weight to the governiaé institutions (one
can consider the responses of these experts indetaé in the Appendix).
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There is a danger that the real legacy of thisdetoyill in the end be only
in a new local philosophy - the cultivation of leéé in public about needs
other than in the formal administrative institutrchannels for undistorted
information about the economy. Their entitlement receive fuller
information disclosure may stay just dreams. Tlyriaent of the owners of
information are numerous and heterogeneous.

But we insist that the public does not need allittiermation that owners
have, and only broad narrative transparent disoésswill suffice for them.

In this view, disclosure is a concession, indeedditg overridden by
confidentiality. Understandably, in the case ofroidéng our initiative there
will be underinvestment in informational intangibtestitutional assets. But
we do not want companies, parties, and governnientse confidentiality
to mask their egoistic interests.

3. Methodological Remarks

This Note tries to discuss semi-formalized optityalsues of the types of
socio-economic public information structure implerieg mechanisms.
The approach is to try synthesising and imitatingaracteristics of
evolutionary emergent mechanisms (North 1990) &edretically deduced
ones. In other words, it tries to analyse heuadiic optimal reform

possibilities of socio-economic institutional syste(Vanberg 2005).

The mainly narrative/heuristic discussion is hgabised on the framework
of recent theoretic concepts of Descartes-Baye$-Nemnsferred utility
implementation as the most precise and rigorouks toothe field of New
Institutional Economics (e.g. d’Aspremont, Crémeed &erard-Varet 2004).

So far these tools are still quite stylised for amplex analysis of the
empirical mechanisms’ clusters and constructivestigh. The main missing
link in a standard implementation theory now isdar context that at
construction of the implementing mechanisms someramaocial

dimensions such as credibility/respectability otmig (Matsushima 1993,
2003 and Baliga 1999), bounded rationality (Eli@02 and) and learning
by doing and information trade-offs (Koessler 2Gi#l Kaminski 2004),
and intuitional capacities of agents are not sigffity exploited; and the
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costs connected with transferring utilities are talen into consideration;
also the implementation variants of economic ingsbhal structures are not
explicitly formalized (Ennuste 2003).

The evolutionary emergent institutional systems egaity may be
functioning (e.g. North 1990) sequentially, gradiyal repetitively,
adaptively, and may be active in updating inforomtin this process of
communication; and the coordination fields of thegstems are not only
limited with primal socio-economic activities bulsa with constitutional
activities (institutional design, organisationalgereering and construction,
reforms). In these processes, the social planifersechanisms with their
private information have had parallel roles as enptnters of the game and
also as players in the game in the role of cootdisaand utility transferors.
In these mechanisms, agents’ reports may be inbjiremggregated
indicators; agents are worried about their consetiplecredibility status,
depending on their behaviour (respect to othershénprocess. They are in
parallel consulted and multiply coordinated horizadly by other agents in
market rules and vertically by the coordinator heit activity variant
choices; they may have side payments and said raomst from the
coordinator based on their credibility, the maydséracised, they may use
informal communication, they learn and create newowedge in the
coordination process.

More importantly, the imitations of empirical dessyshow that socio-
economic mechanisms should be dealt with in compleary or co-varying
clusters.

Our heuristic model findings, based on the asswnpif separability of the
social choice function by agents, containing insitinal variables with
complementarities and combined institutional infloes, are that the
synthesized models of emergent types of mechartisws probably robust
sub-optimal implementation permissiveness for ay vgeneral class of
socio-economic systems choice functions.

Suppose communicating actors have combined matgdaio-economic,
environmental, monetary, material wellbeing) andrahopolitical, ethical,
cultural and religious objectives, motivations (Ma@avello 2008),
preferences, targets, and values in their privatewkedge disseminating
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and learning policies in the communication. Thatange the effective
implementing (optimizing) mechanisms should havegiex side-payment
systems combining material and moral side-paymeastsincentives for
truth-telling, avoiding erroneous statements argpeetive learning in the
communication processes. In other words, we havector like effective
side-payment mechanism to design. In this procetgehave compared
complexly the pairs of informativeness values offetient statements:
statements made on the basis of endogenous samorac objectives
(consequential/non-consequential) and on the bafsisxogenous moral
ends.

We consider heuristically the efficiency and ché&egstics of the systems of
implementing socio-economic institutional clustergve are in our

programme moving quite a distance from the trad@&ioimplementation

theory: the approach is not rigorously formalisée environment is “non-
economic” Bayesian with a significant number of Ifiauplayers; the

characteristics of the implementing mechanismaateas constrained as in
the traditional theories, e.g., we are not consimgi our choices of

mechanisms with “spontaneous” ones that are fumictip without any

external funds; we consider in the implementatiamg the possibilities of
coordination by the implementer and the credibifaymation of the actors
in the iterative information game and possibilitiels ostracisms etc. All

these complexities are involved greatly with thpenses of losing precision
and rigour compared to the mainstream implememtagjoproach. But we
are trying by our heuristic approach to narrow gae between the brilliant
isolated mathematical results of the traditionaplementation theory and
the needs of the socio-economic reform and tramsitieories to get some
implementation result for non-economic environmemde adequately
complex models, and complicated mechanisms.

We are not trying to achieve exact solutions toghsdial problems but just
some approximate solutions to more general onesrefdre we consider
the traditional implementing mechanisms as decoegbsslutions (Ennuste
1978) and try to compose these for the efficiepraximate solutions of the
more general implementation problems (Gu and T&0% P

In other words, this study tries to discuss optitpaksues of the design
(engineering) of socio-economic meta-institutiorsistems, that is, to
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analyse the constitutional political economy (Buwa 1990) problems.
The analysis is based mainly on semi-formalizedlémgntation theory
(design of mechanisms) and optimal decision methads partial
simulations of empirical constitutional mechanisnis. this the main
attention is paid to the aspects of political cekasystems and mechanisms
that are ecologically (collectively-cooperativelynplementing efficient
development of socio-economic institutional arrangets of the
conventional economies. In other words, the appromc heuristically
analysing normative implementation possibilities gbcio-economic
institutional systems in political mechanisms ires@lution with a general
constitutional governance system (Vanberg 2005 Bspecially focused
on the aspects of coordinated collective problenvirsg ("tools for
collective problem solvirigOlsen 2003) and communication issues in these
kinds of engineering systems and is carried ounipdieuristically in the
mathematical/narrative implementation-theoretic aongdtimal decision
making terminology.

The discussion is heavily based on the frameworkremfent theoretic
concepts of Descartes-Bayes-Nash transferredyutifiplementation of the
real economy as the most precise and rigorous iootke field of New
Institutional Economics. Although, so far theselsoare still quite stylised
for a complex analysis of the empirical mechanisnafisters and
constructivist design for the institutional implemaion.

Importantly, in the complex coordination (e.g. moaad material side-
coordination as by incentives and constraints aneterbgeneous
coordinating webs) the rationality of imaginary tsn sqrt(-1) may play a
complicated role as the indicator of the “other Mdfe.g. moral compared
to the material economic world); with a dual wogdlicy, the regulation
mechanism may be schematically grounded on theomess 1) it is

convenient to model complex policies on the basésvector-like

constructions, 2) for efficient comparison of complpolicies mechanisms
should carry out division operations of policiesogucing vector-like
guotients, 3) one such convenient division openai® well-defined for

complex numbers.

The main missing link in a standard implementatioeory by now for the
latter field is that at construction of the implemtiag mechanisms the
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potential role of social implementer as coordinater not taken into

consideration and costs and benefits or optimalitghe mechanisms and
institutions have not yet been sufficiently endamgesty described in the
initial social choice relations (goal correspond=s)c E.g., the costs
connected with transferring utilities are not takato consideration, and
also some social dimensions such as credibilitythef actors, bounded
rationality, and learning by doing and informatitrade-offs (Antonelli

2005) are not sufficiently exploited.

The emergent empirical institutional systems galhemay be functioning
(e.g. North 1990) sequentially, gradually, repetity, and adaptively, and
may be active in updating information in this pregef communication,
and private and public use; the coordination fiefishese systems are not
only limited to primal socio-economic activities tbalso deal with
constitutional activities (institutional designganisational engineering and
construction, reforms). In these processes, théalsptanners with their
private information have had parallel roles as enptnters of the game and
also as players in the game in the role of cootdinsaand utility transferors.
In these mechanisms, agents’ reports may be induggregated indicators;
agents are worried about their consequential cilgglibtatus, depending on
their behaviour in the process. They are in pdratbasulted and multiply
coordinated horizontally by other agents in markeéés and vertically by
the coordinator in their activity variant choic#isey may be ostracised, they
may use informal communication, they learn andtere@w knowledge in
the coordination process, they are private andipaltors, etc.

Compared to the standard mathematical implementdtieoretic designs,
the empirical mechanisms are taking more into «mration the
complexities and information content of the proldernounded rationality
and credibility of agents, heavier central coortdoraby quotas, more side
payments, and not aiming necessarily at the mingtneadechanism design
with exploitation of subsidiary elements but onfisignt implement ability.
And more importantly, the imitations of empiricagigns show that socio-
economic mechanisms should be dealt with in comgleary or co-varying
clusters (Pryor 2005).

Our heuristic model findings, based on the imitadioof empirical
institutional systems and assumption of separgbdit the social choice
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function of explicit institutional arrangementan@titutional engineering
Olsen 2002) by agents, containing institutional iales with
complementarities and combined institutional infloes (e.g. Searle 2005
and Solari 2005), are that the emergent types charésms have probably
robust sub-optimal implementation permissivenessafoery general class
of socio-economic choice functions.

As long we all do not understand sufficiently thenportance of

informational transparency in national political dansocio-economic

activities, especially in learning processes, amess there are no sufficient
legal and alternative mechanisms bases and othmples contractual

relationships and mechanisms with complementary -gosernmental

arrangements, there may be large unperceived sgoiwemic and political

losses. This is so because governmental legal amigtralone cannot be
sufficiently wide-ranging, and because the natufethe behaviour and

relationships expected in socio-economic-politiiald are often defined

dominantly by the implicit context, rather than the formal contract. It

follows that the effective mechanism of enforcemargauch complementary
arrangements and contracts is not legal regulataortg, but may be the
requirements of the parties to go on doing datasteas voluntarily together
- and more activity will escape from informatiorsdladow, entropy growth
will be reduced, and the efficiency of the functiapof the entire national
socio-economic and political process will be enleainc

“The procedures have to be as transparent asyp@ssi
... Let the monitoring agency have access to every
detail ...” Janos Kornai, 2008, p. 173

4. Non-Technical Summary of Implementation Theorett Results

This study has schematically shown a complex coetbiconstitutional
mechanism design process example that imitategrtdeesses of real world
sequential mechanisms and almost surely has rolsudt-optimal

institutional implementing qualities for very geaktypes of institutional
social choice functions.
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The main new insights for the field are: 1) it slibblbe necessary to
complement in the mechanisms the game forms wighitiplementer’s
coordinative activities and 2) it should be impaottdo synthesize into
mechanisms the elements of actors’ private endagenoformation
communications between the actors/implementer ansbmed with truth-
telling arrangements.

Based on that insight, the main idea of the propeyathesized design is to
sequentially and adaptively coordinate the gameafofmation and learning
of the subsidiary constitutional actors with thdphef stimulating their
credibility and respectability behaviour by the stiutional coordinator
with relevant side payments, quotas, and consoittgti

In this game, the social meta (constitutional) pimwill first of all take the
role of implementer and will design the rules oé tlneta game, and then
will take the role and power of coordinator of ttwlective decision game,
mainly trying to correct the incompleteness of design to achieve socially
desirable institutional developments.

The proposed illustrative mechanism functions adlois. The
constitutional coordinator will focus the next seqtial coordination
campaign of institutional arrangements on one tedalected institutional
agent (or group of them). The coordinator will e or him to share the
indirect private information she or he has abofitieht steps for her or his
activity profile with fixed short-term plans andatd contingent preliminary
long-term activity plans. For that, the coordinatatl give to the chosen
agent some coordinating and consulting informatiamgluding side
payments and constraint quotas and about new emwental parameters.
These are based on the private information theredrds, containing also
the agent’s credibility probabilities. The bettbe trate of the agent is, the
more generous the coordination aride versa Then the coordinator will
ask other agents to send to all agents messagtsrsog their views about
the plan preferred by the selected agent on thes leigheir own private
information. By deviating from the probable weightaverage messages,
they will harm their credibility rates.

Then the selected agent will tackle the efficienéyher or his institutional
project. For that she or he will take into considiem the credibility rates of
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the communicators and her or his own consideratigof others, etc. This
all is taken by others to correct her or his comrogedibility rate in their
eyes. If her or his new version comes to be ovelwingly effective over
the status quoshe or he will implement it. If the proposed pobjbappens
to be overwhelmingly negative, she or he will stayh the status quo
variant. In the middle of both, the centre may amue repetition of the step
to try again to figure out the efficiency of theoposed corrected project on
the basis of refreshed information and revisedibrig rates, etc.

In the end, the next campaign with the other settagent will be initiated.

The main new insights for the field are: 1) it skible necessary to
complement in the institutional implementing meadbars the iterative
game forms with the implementer’'s coordinative \atés, 2) it should be
important to synthesize into mechanisms the elesnehtactors’ private
endogenous information communications combined wrtith-telling and
learning stimulating arrangements based on theilsligg stock of the
actors and 3) the coordination in the system shoafdbine side-payments
and side-constraints and informational consultation

The heuristic narrative schematic proof of probalgémal implementation

possibilities of a cluster simulation example oégfa real-like mechanism
models in the field of social institutional implenation is in this note

based on many intuitive empirical complex expemaeks of the

“Consultative Questionnaire I” and many splendid fmore or less scattered
partial elementary results achieved in axiomatentktical implementation
theories, first of all in the following studies (se keywords added):

Matsushima (1992, side-payments, and 2003, moralepgnces), Aoyagi
(1998, correlated types), Aoki (2001, institutionatomparative
mathematical studies), Eliaz (2002, tolerance afltyy players),Serrano
and Vohra (2001, virtual Bayesian implementatidngn (2004, non-convex
technologies and implementation), Brusco (2005;¢t@ge Bayesian games
in which agents observe a common public signat #fie first stage) and by
the author (1978, coordination by payments, comstsaand consultations
in parallel, and 1969, information and risk ince#at prices), etc.

4. Discussion of the Consultation Results
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The “Consultative Questionnaire 1” in March 2008ppendix) involved
persons who belonged to an academic elite in ibid, fto the leadership of
political parties, also to the influential membeays parliamentary and
government committees and economic lobby groups.sthdy was carried
out in Estonia as well in many other countries.

The questions involved consultations mainly in area 1) the importance
of the adequate complexity, complementariness, fendbility of some
elements of the implementing mechanisms of pulslacio-economic
information structure building, 2) on the optimadldnce of government
legislation and government role in indicated areath non-government
voluntary networks, and 3) on conceptual problefma@chanism design for
Estonia in these areas, especially on optimal etasbof complementing
institutional elements.

In sum, all our following detail statements, opmsp hypotheses, and
suggestions were in more than 20 contacts geneatigorted:

1. The opinions that generally in the democradmesintegrity disclosures
and truthful reporting of all kinds of socio-econondata and beliefs to
wider sets of social stakeholders and actors (caomitres, parties, public
organizations, media, individuals, etc.) by allnsfigant social actors (acting
public and private, governmental and non-governaleotrganizations,
parties and significant private persons, econopwndfical, media, research,
etc.) should be increasingly obligatory - were stjlg supported by most
experts.

2. The assumptions that the regulations and mesmmanior stimulations of

integrity reporting and clear disclosure in privagocio-economic

information should not be limited only to mattefdegal contracts enforced
by the governmental and state regulation codesettassumptions were
commonly supported.

3. The Importance of Non-Government Networks ortitusons in the

hypotheses that, under the present circumstanicesadparently preferred
model for public socio-economic reporting in Estoihat provides more
valuable information structures would be, apartrfrimne administrative law
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contractual reporting, in the form of voluntary rabrcodes for honest
information dissemination.

NB. There is an important remark by Andras Inotaitlois topic: “It is very
difficult to answer this question straightforwarbecause NGOs may
become ‘captive’, or even ‘hostage’, of the givgatem. | have seen several
NGOs that remained neutral as long as they didgebtig benefits (both
financial and immaterial) from the given governmedf course, the ideal
case would be if a network of non-profit seekingtitations (including
NGOs) became the ‘live conscientiousness’ of oumtides and societies.”

4. Other alternative complex contractual relatiopstand mechanisms with
complementary non-governmental arrangements maynbee effective.

Governmental legal contracts cannot be sufficientige-ranging, because
the nature of the behaviour and relationships e®gecn this socio-

economic-political field are often defined domirgrity the circumstantial

grounds and implicit contexts, especially in tharteng processes in the
communication, rather than by the formal contrdttfollows that the

effective mechanism of enforcement of such complearg arrangements
and contracts is not entirely an administrativeutative process, but the
actors’ understanding of the requirements of theigsto continue data
transfer voluntarily together.

5. In broad terms we assume that, for more effectiNsclosure and

truthfulness of the national socio-economic comroation activity and

performance, there is the rationality to add todbeventional arrangements
complementary voluntary partnership codes withaouioral contracts with

respective moral side-payments schemes and withectge matters of

social responsibility of monitoring.

6. Reporting arrangements between the Partnerstlt@ndPublic and the
Monitor will generally be conventional, but a felmanges are proposed.
First of all: conventional administratively reguddt reporting by Partners
will be complemented with more formalized narratiecemmunication
reviews on their policies and performance qualities the field of
advancement of their public socio-economic annoomeceg and learning
structures and activities, and also in the fieldimproving absorption of
credible incoming knowledge.
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7. The Monitor should be supplied with necessarglenate moral clause in
a law, and other “carrots and sticks” to stimulatee process for
advancement of greater openness and clear exmanatid sequential
learning in the communication processes, and ferRhartners’ conformity
with the voluntary guidelines of the Contespe

8. It seems that the incentives, signalled by thenikbring groups to the
Partner for truth-telling, should differentiate Wwetn economic and political
actors - the last ones may have some politicalficetions for strategic
manipulations of socio-economic announcementsthayt have to do it in a
calculative way - considering corresponding so@or®mic conseqguences
externalities.

9. The Opinions about the Importancenodnitoring should work under the
subordination of the network of significant non-gavmental non-profit
seeking institutions.

5. Conclusions

The narrative meta-synthetic deduction (Gu and Ta@@5) of rational
conceptions for implementing mechanism building tbé public social
knowledge structure in the environment of the dyicgpost-transformation
society is extremely complicated.

First of all, all extant definitions of the struotuhave their drawbacks
(Ramazzotti 2005), and more importantly, privat®imation of the actors
in this area is an intangible invisible asset ofmptex values: moral and
material. So also are the preferences of the actors

We have stressed in our discussions the importemt¢ackle these public
social knowledge structures as active dynamictinsins: as the quality of
these structure is not having only relationshipghwgeneral social
developments, but also directly, with future depehents of the
implementing mechanisms under this very study.

Consequently, the studies comprising more or leeswthole system may

give only very general results. Still, as this studhs proved, this kind of
wholeness analysis based on the meta-syntheticgrdegileductive
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implementation theoretic and inductive empiricdalsitonal), might be
highly justified, especially in the case of postAasformation situations. In
these cases of rapid structural changes in manialsaeas the rational
regulation/coordination of current beliefs, opirspnexpectations, and
learning structures is extremely important.

The above abstract discussion argued that the atkecgocio-economic
information structure implementing mechanisms desighould have
extremely complicated configuration:

* Complex and parallel coordination networks (gggvernmental and non-
governmental)

* Complex coordinating instruments (e.g. materiad anoral)
* Complex coordinating principles (e.g. incentiasl constraints)

* Moral coordination should contain for actors icakiors of credibility in
dissemination of messages (non-distortion, nonaewwas and clear and full
disclosure), respectfulness in absorption and faoding others messages,
and aggregate indicator of reputation.

* Complex incentive and restriction mechanisms .(eny be based on
complex number models).

* Complex sequentially interacting mechanisms stioble preferred,
especially in the field of reduction super-uncertiass (coordinating agents’
strategies), and also for reducing fundamental maicdies.

The results of the survey revealed the importanéetaking into
consideration significant current idiosyncrasiestloé societies under the
study, e.g.:

* Types of political systems (e.g. partocratic denagy may be interested in

disseminating dominantly populist messages to thblip and at non-
rational closure of national statistics).
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* Linguistic heterogeneities of the population (ggrt of the newly arrived
population may communicatively belong more or léessome other
society).

* Weight of academic community in the society.

An extremely interesting phenomenon revealed bystireey and deductive
speculations was that in the current Estonian sonenhancements and
extensions of non-governmental soft (based mainlynoral indicators and
self analyses) coordinating networks and instingiavas by the bulk of
experts, especially among academic people and raigking politicians,
strongly supported. The noteworthy exceptionshia point have been the
opinions of some governmental officials.

In general the study revealed that in the curfeéstonian context the
reputation factors of the actors in the public semtonomic structure
building should be more highly appreciated. Impuatita building the track
for flexible mechanism changes and adaptation tork in this area should
aim toward measures, by adding complementary eltesnaot obstructing
the work of the established credible respectivéitii®ons and introducing
new uncertainties, and should aim at introducimgt fof all these policies
which are connected with increasing institutiorralddbility.
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ANNEX

Abridged extracts from the “Consultative Questionnare |’ On
empirical conceptual guidelines for designing vaéug ,Moral Code for
Public Socio-Economic Information Disclosure”

(Framed by Ulo Ennuste, Aksel Kirch, Eero Looneyi SVla, Peeter
Muaursepp, Stein Skjorshammer, Mait Talts and Talfmisk)

This inquiry is designed to examine opinions attduaes related to the
theoretical research Project carried out at Inteynal University Audentes:

“Institutionalization informativeness incentivesr fmarkets and economic
governance: advancement of Estonian economic coatidn mechanisms”

The main applied task of the Project is to makeesoacommendations for
improving the adequacy of public socio-economicorgpg provided by
social institutions and stakeholders and thereloyeasing the quality and
value of the structure of the public socio-economimowledge- and
information, and the communication system in Egtoni

In the present inquiry we would like you to giveuyevaluations and views
on some characteristics of the current Estoniareg@mnce mechanisms of
socio-economic reporting and the standards of teiting in the public
reporting and announcement processes, both indige country and
internationally, and on the sufficiency of the diistire and transparency of
social institutions in public socio-economic knodde announcement
systems.

30



We try to find out, which amendments in the relévarechanisms and
incentive structures may, in your opinion, createrenadvanced and
effective  communication systems and which could the political
possibilities and constraints of adopting some amemts.

On the basis of this empirical survey we would @itadip conclude a number
of dysfunctional effects in the recent Estonianlguénd private economic
governance correspondences, reporting and messagstgms and in the
national knowledge environment. Importantly, we Woprobably propose
some guidelines for alternative designs for advandtiuth-telling and also
reducing faulty socio-economic beliefs in the pabknd in absorption of
informative inputs. That would be done by propossogne complementary
macro-mechanisms to the administrative contraatshgps expectedly in
the form of social voluntary moral code, at least.

Thus finally, our analysis of the results of theofGultative Questionnaire
I” should result in the preparation of academic @&napirical concepts for
designing the draft of the respective parliamentadyntary Code.

In composing the PRESENT empirical inquiry we HAWE&avily borrowed
from a parallel applied study CONDUCTED by Sir DavWalker:
“Guidelines for Disclosure and Transparency in &evEquity, 20 Nov
2007', (http://walkerworkinggroup.com/?section=103¢6and ,House of
COMMONS. MINUTES OF EVIDENCE. TAKEN BEFORE TREASURY
COMMITTEE - PRIVATE EQUITY - Tuesday 11 December0Z0 SIR
DAVID WALKER. Evidence heard in Public. Questions - 75.
(www.parliament.uk/index.cfr

Table for evaluation marks for statements

1 |Disagree
2 |Mostly disagree
3 |Neutral
4 |Mostly agree
5 |Agree
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Institutional conceptions

1. We assume that fuller integrity disclosures &mthful reporting of all
kind of socio-economic data and beliefs to widds & social stakeholders
and actors (communities, parties, public organiresti media, individuals
etc), by all significant social actors (acting patand private, governmental
and non-governmental organizations, parties anufgignt private persons,
economic, political, media, research etc) shouldhbeeasingly obligatory -
to all the stakeholders who are affected by thetivdies, despite respective
administrative contractual relationships etc, for treation of a sufficiently
transparent knowledge- based valuable socio-ecanomiormational
environment, needed for sustainable socio econod&gelopment in
Estonia.

(Average evaluation by experts: 4,2 in the rang2-6J.

2. We assume that the regulations and mechanismstifaulations of

integrity reporting and clear disclosure in priva@cio-economic

information should not be limited only to mattefdegal contracts enforced
by the governmental and state regulation codes.

The relevance of these issues has been espeamfrscored recently due
to the increasing diversity in patterns of corraptiand of large errors in
national socio-economic policy decisions.

(Average evaluation by experts: 4, 3 in 3-5).

3. We assume that, under the present circumstartbes apparently
preferred model for public socio-economic reporting Estonia that
provides more valuable information structures wohk apart from the
administrative law contractual reporting, in thenfioof voluntary moral
codes for honest information dissemination.

(Average evaluation by experts: 3,6 in 3-4).
4. Other alternative complex contractual relatiops and mechanisms with

complementary non-governmental arrangements maynbee effective.
Governmental legal contracts cannot be sufficiemtige-ranging, because
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the nature of the behaviour and relationships eepecn this socio-

economic-political field are often defined domirgrity the circumstantial

grounds and implicit contexts, especially in tharteng processes in the
communication, rather than by the formal contrdttfollows that the

effective mechanism of enforcement of such complearg arrangements
and contracts is not entirely an administrativeutative process, but the
actors’ understanding of the requirements of theigsto continue data
transfer voluntarily together.

(Average evaluation by experts: 3, 7 in 2-4).

5. In broad terms we assume that, for more effectlisclosure and

truthfulness of the national socio-economic comroation activity and

performance, there is the rationality to add todbmeventional arrangements
complementary voluntary partnership codes withaauoral contracts with

respective moral side-payments schemes and witbectge matters of

social responsibility of monitoring.

(Average evaluation by experts: 4, 0 in 2-5).
[1-11
Guidelines for mechanisms design

1. Reporting arrangements between the PartnerstlendPublic and the
Monitor will generally be conventional, but a felanges are proposed.
First of all: conventional administratively reguddt reporting by Partners
will be complemented with more formalized narratigcemmunication
reviews on their policies and performance qualities the field of
advancement of their public socio-economic annommecd and learning
structures and activities, and also in the fieldimproving absorption of
credible incoming knowledge.

Especially in eradicating needlessly secretive ensittin public, and

eradicating much of the concern of the public aklmhgcure manipulations
and distortions by the announcer, deliberatelyramreously.
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General partnershould publish their annual clear reports aboutrthe
information policies advancements, accessible &irtivebsite. No other
monitoring processes would be proposed.

(Average evaluation by experts: 4, 0 in 2-5).

2. The Monitor should be supplied with necessagdenate moral and
other “carrots and sticks” to stimulate the procéss advancement of
greater openness and clear explanation and segudeérning in the
communication processes, and for the Partners’ oconfy with the
voluntary guidelines of the Codle spe

(Average evaluation by experts: 4, 2 in 2-5).

3. It seems that the incentives, signalled byNtmitoring groups to the

Partner for truth-telling, should differentiate Wwetn economic and political
actors - the last ones may have some politicaificetions for strategic

manipulations of socio-economic announcementsiiayt have to do it in a
calculative way - considering corresponding so@or®mic consequences
externalities.

(Average evaluation by experts: 4, 2 in 4-5).

4. The monitoring should work under the subordamabf the network of
significant non-governmental non-profit seekingitosions.

(Average evaluation by experts: 3, 2 in 2-4).

Instead of the summary of comments some remarks b&ndras Inotai

on the Questionnaire:, ... | full agree with the questions raised on pdge
of your document. Most of them are directed tovate developments (both
positive and negative) that have to be fundamentaiid transparently
understood in order to be able to provide answeisetveral developments
that take the largest part of the society by saepfimostly in adverse sense).

One general remark: yes, ,so far, we all do néigantly understand the

importance of informational transparency’. Howevethe missing
understanding is only partly due to insufficient distorted information
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coming from decision-makers. At the same time, dapart of the society
does not care about trying to understand whatablyrgoing on. There is
widespread Hungarian experience, that informatioray mbe fully
communicated, but the society is not interested grasping and
understanding it. Even worse, opposition partieskenaise of every
opportunity to artificially and deliberately distahe communication policy
of the government (even if it is not distorted jfreim the very beginning).
In my view, it has become qualitatively more difficto understand what is
going on in the world (globalization, European grtion, regional
relations, etc.).

However, such an undistorted understanding is ackayent of successful
and sustainable development in small and open eceso as that of
Estonia (or Hungary). Therefore, transparent, quidanced and future-
oriented information is a factor of our internagbrcompetitiveness. This
service cannot (and must not) be provided by pwitis (either in power or
in opposition) who used to distort information diwetheir position. Also,
the high responsibility of the media has to be ulmikd. My proposal,
although probably extremely naive, is that respgaasand intellectuals who
do not belong to any political party (ideology) slibbe given much more
room for balanced and transparent communication. c@dirse, these
intellectuals (experts) have to be willing to regusuch a task and have to
be able to explain even the complicated topics lemguage understandable
to the broad public. Whether a fruitful cooperatioetween power-driven
politicians and responsible, future-oriented exp&rpossible, remains to be
seen. But we should do everything we can to achsexcd a situation - just
because WE do have responsibility for the futureoof countries and
people (in a much longer term than the democratbttigal cycle of
generally 4 years).
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