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formality, given that the institution has arisen, and the first best fee from
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where the superscript F denotes “Formal” and x(.) satisfies x x









In particular, a1(N) = ω (1− α)







Proposition 3



available degree of commitment affect the efficiency of the emerging institu-



agent who does not become the center8, the relevant ex-post participation
constraint, given a certain level of the fee a, is9

N(a− c) + ω ≥ ωαx(0).



4. Agents commit ex ante to 

participate in the lottery and not 

to renege ex post if chosen as the 

center. Furthermo2’’kTztO3T7258z2;9TzeRk;2’5z,OkR;2kR;9z O3T;2kRT8ztOTk25TTRzhOR2;555TzeO82;97;z O3T;2kRT8zcOk9259R6eaO82;9k;5znOT82’’kTztOTk25T5ReaO82;9k;5rf 





This upper bound establishes the condition under which the institution
does not emerge. Note that it is decreasing in the endowment ω and in-
creasing in level of status-quo trust α. This means that this first type of
inefficiency is more likely to occur in poor economies and when the level of



institution formation varies when some degree of commitment is introduced
along each of the two dimensions considered above: Individual commitment
and a binding collective choice of the fee.



(10) is satisfied. Therefore, individual incentives do not stand in the way of
efficiency in this case.

Case 3. Consider now the case in which a binding choice of the fee a









formation. The set of secession-proof fees will of course va



Proposition 9 The set of secession-proof fees is non-empty if and only if

N ≤

{
N0(
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8 Appendix

Proof of Proposition 2.



where the last inequality holds from the definition of aF . Hence, the ex-ante


