AFF

Alt Fails – Free Market

The alt fails -- individuals can’t always make rational calculations, and the free market won’t be able to sustain order without government oversight. 

Koopman 09- Professor of Philosophy at the University of Oregon (Colin, "Morals and Markets: Liberal Democracy Through Dewey and Hayek." The Journal of Speculative Philosophy. 1/1/09. Project Muse.)//TD

Their claim is that the pursuit of rightly understood self-interest within a free market environment is on balance beneficial to society. One problem, however, is that persons are not always going to be rational in the sense of understanding what is best for them. Another problem is that it may not be possible for markets to be consistently free of government interferences unfairly privileging some persons at the expense of others. Two big assumptions made by invisible hand theorists are that we really can create free markets and that we really can act rationally within them. Neoliberal theorist Milton Friedman concisely captures both assumptions in his statement of the invisible hand: "Both parties to an economic transaction benefit from it, provided the transaction is bi-laterally voluntary and informed."32 All of the weight of the invisible hand argument falls on the undefended assumption that the provisos of voluntariness and information can be fulfilled with sufficient frequency. Despite the obvious problems with this assumption, there is an even more debilitating problem facing the system of natural liberty as expounded by many neoliberals. This problem concerns the implausibility of any mechanism that might establish, especially with the force of natural necessity, a harmony between individual and social interests. Such a mechanism seems particularly implausible where there is overwhelming empirical evidence against the attributed inevitability. Rationally pursued self-interest has in many free market contexts led to immiseration rather than enrichment. The coercive powers of governments that neoliberals are rightly wary of are unfortunately also readily available to the monolith private enterprises increasingly colonizing every corner of our planet. Private agencies (megacorporations) are just as capable as public agencies (megagovernments) of extravagant vice.33 My concern is not that sometimes governments unfairly privilege corporations or that sometimes irrational corporate behavior escapes governmental control. Indeed these both occur and are a persisting threat to the successful functioning of the invisible hand. Regardless of such problems, the more decisive concern is the possibility that the pursuit of rightly understood (i.e., informed) self-interest within a suitably free (i.e., voluntary) market environment may too often cause immiseration rather than enrichment. Even if we grant the fantastic provisos required by the invisible hand, there remains a problem: rational actors in free markets still manage to make tremendous messes for themselves and others. The great classical [End Page 163] liberal tradition inclusive of Smith, Mises, Hayek, Friedman, Epstein, and many others in between has yet to fully reckon with this problem.

Alt Fails – Incomplete Knowledge 

Abstaining from government intervention falls prey to the same problems of incomplete knowledge that they claim the aff does -- creates cascading and unpredictable economic consequences and prevents the free market from functioning effectively. 

O’Donnell, 11. Purchase College, SUNY B.A. Economics & History. (Kyle, “Planning the End of Planning: Disintervention and the Knowledge Problem”, Purchase College, May 2011, http://www2.gcc.edu/dept/econ/ASSC/Papers2010-2011/O'Donnell%20-%20ASSC.pdf, Callahan)
Interventionism is distortive, disruptive, and potentially socially destructive because it attempts to defy the criticisms and possibilities of centralized planning according to the market process view of the dynamic market. Yet disintervention faces the same problems. When disintervening, political actors with necessarily limited information and knowledge must somehow decide, not only what to liberalize, but how and when. It is perhaps these latter considerations which are the truly crucial elements for successful disintervention. "Crude" disinterventionism enacted without understanding the complex interactions that occur between an intervention, other interventions, and the dynamic market process may very well lead to cascading negative unintended consequences. Deregulation in the one sector, let's say housing, might lead to bottlenecks in another complementary (or even seemingly disparate) sector, say in finance, which might cascade into other areas in unpredictable ways. To better assert this point I offer the following: not all interventions are created equally. I say this to emphasize the fact that not all acts of government interference with the economy can be equally harmful, even according to the most stringent anarcho-libertarian standards. A price floor that falls below the current market rate is not as harmful as the price ceiling that (attempts) to cut the price of a product in half from its going market rate. There also exists the possibility that there may even be less obvious interventions that are unintentionally "beneficial" relative to others given the uncoordinated nature of the interventionist system. Likewise, even many free-market economists would agree that if a banking system must rest upon a "lender of last resort" with its subsequent moral hazard, then some regulatory framework preventing the to-be-expected excessive risk-taking may be justified or necessary in the meantime, even if the longer-run disinterventionist goal is a free market banking system. The mixed economy often also contains entire markets built on the backs of previously distorted market processes. The wholly superfluous market process emerges where opportunities for profit would otherwise never have existed outside of the influence of interventionism (Kirzner 1985). In the real world this can mean entire industries built on the shaky grounds of government intervention. Though due to a lack of unencumbered price signals, few if any might be able to realize this. Thus there also exists the chance that by liberalizing one sector, or removing one control, that a large collapse may be unleashed and backfire in the face of the disinterventionists harming the political capital necessary to continue with any necessary disinterventions. All this leaves the question of which ones are perhaps justified in the mean time in order to prevent further harm by "holding back" other interventions? How is a planner with their limited knowledge supposed to be able to tell the difference? Lastly how can these two answers explain in what order to disintervene? The policy problem I have presented - in the form of entrenched and overlapping, uncoordinated interventions - is one of organized complexity. Even presupposing that the number of interventions is set at point m, what still remains is a complex series of interlocking problems with no clear solution available to anyone guiding the disintervention. Of course I am describing the knowledge problem, traced along its implications for the possibility of (dis)interventionist coordination. Yet it must also be remembered that the knowledge problem is overcome everyday by the market process acting through the price system. Even if the planners understand this insight, they must still ask themselves: "So in a mixed economy, even one completely distorted by rampant intervention, why can't piecemeal disintervention of markets be relied upon to provide the intended results?" The disinterventionist planner may note that the market tends towards self-correction, and that surely if he just lets the market work, then this problem will sort itself out on its own. While a free market would have the mechanism of the discovery process, guided by profit and loss, for realizing the most socially beneficial ends from available means, interventionism lacks this mechanism in any true spontaneous form. If a disinterventionist plans to liberalize successfully they must decide at some point what to disintervene, when (in what order), and how. Markets are spontaneous orders lacking any centralized direction, made possible by the institutional settings that shape their incentive structures and guide the market process towards socially beneficial ends. So whereas the market process encourages decentralized entrepreneurs to utilize their particular knowledge of the time and place to drive the market towards self-correction and satisfaction of consumers' wants, the command economy - and any decision making in this vein such as (dis)interventionism - lacks the institutions and incentives required to drive a spontaneous process embodying society's dispersed knowledge. In a sentence then, interventionism - and its mirror - lacks a spontaneous discovery process for systematically uncovering and incentivizing the correction of its past errors to the benefit of society. Disinterventionism as a policy necessarily confronts the knowledge problem, but this by itself is not enough to sink the mainstream "crude" disinterventionist position. After all, markets and the price system routinely overcome this problem everyday and do so remarkably well. Yet the more specific point I am arguing is that there is no tendency in piecemeal disintervention to successfully liberalize via correctly discovering the proper order, rate, or even what and where to disintervene. Next, I further develop my argument that disinterventionism confronts the knowledge problem, and the connected argument that disinterventionism lacks a discovery procedure.
The alternative fails and wrecks the economy -- marketplace complexity guarantees unforeseen consequences. 

O’Donnell, 11. Purchase College, SUNY B.A. Economics & History. (Kyle, “Planning the End of Planning: Disintervention and the Knowledge Problem”, Purchase College, May 2011, http://www2.gcc.edu/dept/econ/ASSC/Papers2010-2011/O'Donnell%20-%20ASSC.pdf, Callahan)
Having established my theoretical critique of disinterventionism and why it tends towards failure, I will briefly describe what this failure actually is or may appear as. Of course, positively identifying some perceived negative outcome as the result of disintervention is a complex issue that necessarily treads a thin line between market and government failure. If keeping in mind the dynamic market process viewpoint however, then market failure is not possible wherever free markets exist. As such, any "problems" arrived at through the market process, when uncovered, automatically incentivize entrepreneurs to find a solution (Kirzner 2000c). Though that is not to say that markets are "perfect" by any means. In fact, market solutions may take years, even decades, to arise. Yet because these solutions, when they do occur, are based on a price system reflecting dispersed knowledge, they will be more likely than government intervention to provide socially optimal outcomes. Then what I am really warning against are not temporary less-than-optimal outcomes, but a cascading series of negative unintended consequences that will tend towards the selfdestruction of the original disinterventionist goals in question. Partial disintervention will generally tend to produce greater negative unintended consequences, especially if complementary sectors of the catallaxy still face heavy intervention. Bottlenecks in economic activity are just one potential negative unintended consequence that might result from disintervention (Ikeda 1997). If all price, quality, and output controls were removed from corn farmers while neglecting to remove the complementary controls on the farm equipment and fertilizer industries, this would likely be problematic. Again, even if the most benevolent of disinterventionist planners understood this possibility, they would still face the constraints posed by the knowledge problem, and the lack of an spontaneous and systematic corrective process. Partial disintervention, the most typical and mundane form witnessed, may even do more harm than the interventionist status-quo. So long as disinterventionism is limited in its outlook and aims towards specific policy goals it will face the constraints and flaws described. A similar effect can be seen if disinterventionism disrupts an artificial "equilibrium" created by multiple offsetting interventions. To go back to my previous example of the multiple seemingly uncoordinated interventions regarding product A and others, assume that market actors have adapted to this interference and that a somewhat stable market has emerged that largely reflects consumer preferences. A well intentioned political actor upon seeing this situation, believes that he knows how to undo these past errors and then attempts to liberalize this market. Yet just as I have argued, he must decide what, and in what order to best disintervene. So he goes to the published register of all codes and turns to the section regarding this particular market. He is immediately confronted by a labyrinth of pages filled with cross-references to dozens of different rules, regulations, and court decisions interpreting those codes in just this one market. Not only that, but even with the help of all his legislative aides none of them realizes that they bypassed an entire section of regulations germane to their work filed under a different heading in another volume. And many of the most damaging interventions are actually not included in either section since they are actually much more wide-reaching than the sub-sectioned directory shows. Of course they still may try their best, decide upon a single course of action, and remove a slew of distortionary taxes. Unfortunately for their well-intentioned plan, and due largely to their limited knowledge, none of them realize that a number of these taxes actually held in check a much older and overlooked subsidy program even more distortive than the taxes, and previously ignored until now due to its superfluous nature. From a situation where the allocation of resources was largely held in check by a circular intervention, partial disintervention has now created a new potential for misallocation to occur. The ideal solution may have been to go even further with the disintervention, yet without perfect knowledge the disinterventionists face a serious constraint. Disintervention is generally undertaken in order to correct the damage from past interventions and regain the benefits of the market process. Though this essay has largely assumed away from analyzing the true motivations for undertaking the disinterventionist course of action, it can be generally inferred that the preferred ends are improved economic growth, activity, efficiency, and increased prosperity. So regardless of how politicians or the public have come to push towards disintervention, I can infer that if the course appears to fail to achieve these goals it will very likely face stiff resistance. Whether or not the disinterventionist measures in question have actually failed is almost beside the point as well, what more or less matters may be how the effects are perceived. Since disintervention faces the flaws I have mentioned, along with the interest group pressures I have mostly ignored, one could reasonably suspect interventionism to reemerge. Just as the interventionist course may breed more interventionism up to a turning point before reversing course, a similar dynamic may arise out of disintervention (Ikeda 1997). In this way, disinterventionism - especially partial or piecemeal types - can be seen to fall quite easily into the Austrian framework of the dynamics of interventionism. This coincides with my overall argument that disintervention and intervention are really two products of the same ideology and mindset.

Govt Intervention Solves

Government intervention in the marketplace can be effective -- lots of recent examples. 

Taylor and Vedder 10- Professor of economics at Central Michigan University. Distinguished professor of economics at Ohio University and adjunct scholar at the American Enterprise Institute (Jason and Richard, "Stimulus by Spending Cuts: Lessons From 1946." Cato. May/June 2010 www.cato.org/pubs/policy_report/v32n3/cpr32n3.pdf)

Recent examples of this phenomenon can be seen in the newly passed health care legislation and the proposal for a cap-andtrade environmental regime. The new health care legislation will enormously increase labor costs, as would cap and trade. Nervous employers, wanting to avoid the possibility of taking on sharply rising labor expenses, demur in hiring workers that they would in a more neutral policy environment. Furthermore, the multitrilliondollar deficits to finance the stimulus as well as government bailout money from TARP have to be financed, and the possibility that the Federal Reserve would engage in inflationary financing of this new federal debt has clearly unnerved many investors. Since the November 2008 election, the price of gold has risen 50 percent because of growing inflationary fears. Yet another example is the government’s continual extension of unemployment benefits beyond the customary maximum 26 weeks (most recently at the beginning of March). While most would agree that unemployment insurance provides shortterm relief to those who must seek new work, many studies confirm what common sense says we should expect—the longer the time frame people are eligible for such benefits, the longer it takes for unemployment rates to fall. In 2009 the average duration of unemployment nearly doubled, and today, well over 40 percent of those unemployed have been out of work over six months. While the poor labor market is to blame for much of this jump in duration, there can be no doubt that incentives to obtain new employment have been, and will continue to be, tempered by governmental action which has extended unemployment insurance to many through the end of 2010. 

Perm Solvency – Ethics/Democracy 

Collaboration between the public and private spheres is necessary for checking market and government forces -- it’s critical to ethical democratic orders. 

Koopman 09- Professor of Philosophy at the University of Oregon (Colin, "Morals and Markets: Liberal Democracy Through Dewey and Hayek." The Journal of Speculative Philosophy. 1/1/09. Project Muse.)//TD

Returning to my opening theme of the relations between morals and markets, we can now see why one of the most critical questions we face in contemporary politics concerns how we might transition our current capitalist practices into more democratic forms. The pragmatist response to this question is that democracy today requires that we look beyond the distinction between public and private spheres in order to grasp the full range of contexts in which our democratic energies can be put to use. This shift in orientation might enable us to begin bringing ethical commitments to bear in both market-based venues and state-based venues in order to pursue democratic synergies between individuation and association that have hitherto been foreclosed. If this is right, then Dewey can help us learn why market-based strategies, alongside state-based strategies, may yet become both profitable and ethical forces for democracy. Market entities such as corporations can, and many already do, explicitly connect their self-interest to the interests of others by conceiving of their profits in terms of benefits to wider social constituencies (organic and fair-trade agribusiness corporations are just two familiar families of examples). Whether or not such market entities will survive and grow in the long run depends entirely on the contingent efforts of those supporting the corporations' ethical values—shareholders, directors, employees, and especially consumers. Unfortunately, such market-based opportunities for ethical innovation have been consistently ignored throughout the history of liberal democratic political theory, and they are only just now being taken seriously in contemporary liberal democratic practice.49 Allow me to conclude, then, by considering some of these opportunities as they might appear in the present moment. Recent (as of the time of [End Page 170] writing in the late months of 2008) turmoil in the financial markets and its subsequent outward spread to other economic sectors offer an occasion for reflection on these possibilities. I believe that such philosophical reflections should take the form of a considered diagnosis of our current problems as preparatory for an eventual ameliorative reconstruction of our situation. I can here only sketch bare outlines of what such a philosophical diagnosis and reconstruction should look like. That is because this sketch is more of an attempt to explicate the upshot of the preceding discussion than it is a serious attempt at a policy proposal or a political predication. I do not make predictions, and policies require far more work than I here have space for. It is unsurprising that recent market turmoil has given rise to the renewal of fruitless debates over the issue of the pros and cons of regulation. These debates reiterate that much-loved great debate in the twentieth century between pro-planning egalitarian-leaning figures like Keynes or Roosevelt and anti-planning libertarian-leaning figures like Hayek or Reagan. But the questions fueling these debates are really red herrings. The question we should be asking is not "whether regulation?" but "how regulation?" On a Deweyan view part of our problems can be seen as stemming from an overplayed dichotomy between public and private that has bewitched those on both Left and Right. By thinking in the terms offered by this dichotomy we have failed to seriously rethink questions about how we might regulate. A classical conception of regulation thus proceeds unquestioned. Leftists like Keynes, Johnson, and Rawls and Rightists like Hayek, Reagan, and Nozick are all in agreement that regulation is a matter of using the public power of the state to influence the private powers of the market. On their view public and private are opposed such that regulation generally takes one of two forms. In one form the state opposes market action by prescribing limits that put a check on market agents. In another form the state is co-opted by market forces seeking subsidies, bailouts, and other such privileges. Both of these forms of regulation are proving inadequate as tools for addressing the problems of the present. And yet few politicians, commentators, and theorists have managed to think beyond these dualisms midst the present turmoil. Hence the supposedly needed reiteration of the misleading "whether regulation?" question. If these are the only forms that regulation might take, then we rightly ought to wonder whether we should do something drastic or do nothing at all. But are there other tools for regulation? On a Deweyan view we can begin to consider this important question from a standpoint no longer [End Page 171] beholden to the rigid separation of public and private spheres. On Dewey's view we can affirm that regulation is already present in both state and market contexts. On this view states and markets represent different sets of publics in which our lives are always already being organized. If we want our lives to be organized otherwise than they are, then we must more energetically participate in whatever publics are organizing us. At times this may take the form of playing one public off of another (using states to oppose markets or using markets to direct states, two forms we are already quite familiar with), but at other times it might take other forms such as intervening in certain aspects of our state publics and market publics in concert. The Deweyan view thus acknowledges that the familiar regulatory tools of state limitations on market actions and market uses of state powers are in some contexts quite useful. But the view goes on to suggest that there are other contexts where we need newer regulatory practices that are not well framed in terms of the separation of public and private spheres. In these other contexts we might do better to think of both states and markets as public venues in which we can effectively deploy our democratic energies. In these other contexts we would do well to make simultaneous use of both states and markets, both governments and corporations. 

Perm Solvency – Spontaneous Order 

Hayek agrees that the permutation is the only way to solve -- cooperation between public and private actors is key to the success of the spontaneous order. 

Klein 2k- Professor of economics at Santa Clara University (Daniel, "Planning and the Two Coordinations, With Illustration in Urban Transit." Department of economics, Santa Lara University. 2000www-pam.usc.edu/volume1/v1i1a1print.html)//TD

The emphasis that Mises and Hayek place on local knowledge is not merely a recognition of the free market's function to distill dispersed knowledge into a price vector, in a manner like the "Big Board" (the New York Stock Exchange). They also recognize the importance of flexibility in private contract, to sculpt private arrangements to fit the particulars, to cope with change, and to coordinate with others. Although Hayek coordination is distinct from Schelling coordination, its process is not apart from Schelling coordination. The process includes the practice of voluntary planning, by consent and contract, to achieve Schelling coordination. Hayek (1973, 46) says, "[t]he family, the farm, the firm, the corporation and the various associations, and all the public institutions including government, are organizations which in turn are integrated into a more comprehensive spontaneous order [or metacoordination]." (2)
More evidence -- government intervention isn’t always negative. 

Williams 99-  PhD from Manchester University (Gareth, "Hayek's Critique of Constructivism: A Liberatarian Appraisal." Liberatarian Alliance. 1999  www.libertarian.co.uk/lapubs/econn/econn085.pdf)//TD
The general rules which maintain modernity and enable future development and progress are not of a fixed character, but rather can, and should, be adapted to facilitate the growth of a complex order which can alone provide improved conditions for the use of knowledge. Hayek rejects assertions that such general rules can be characterised as private property and freedom of contract, as exponents of laissez-faire believe, but approves of a role for government to maintain a framework for the market, arguing: Our problems begin when we ask what ought to be the contents of property rights, what contracts should be enforceable, and how contracts should be interpreted or, rather, what standard forms of contract should be read into the informal agreements of everyday transactions. 22 He goes on to say that the function of government: ... is somewhat like that of a maintenance squad of a factory, its object being not to produce any particular services or products to be consumed by its citizens, but rather to see that the mechanism which regulates the production of these goods and services is kept in working order. 23 Although this position is later watered down when he states that: The same organization that is charged with keeping in order an operating structure which the individuals will use for their own purposes, will, however, in addition to the task of enforcing the rules on which that order rests, usually be expected also to render other services which the spontaneous order cannot produce adequately. 24 In conceding that the state should, in addition to providing the structure to maintain civilisation, also provide ‘other services’, Hayek makes it clear that his theory is not designed rigidly to limit the role of the state. Instead the theory so far developed serves only to oppose a false theory of constructivist rationality which seeks to take overall control of society, and design it in accordance with rationalist principles. In similar vein Hayek notes, with regard to law, that: Although undoubtedly an order formed itself spontaneously because the individuals followed rules which had not been deliberately made but had arisen spontaneously, people gradually learned to improve these rules; and it is at least conceivable that the formation of a spontaneous order relies entirely on rules that were deliberately made. 25 It is here that we can detect the conflict within Hayek’s thought, between the hostility to rationalist planning and the nature of the positive role that he deems appropriate for the state. As earlier shown, Hayek’s theory is not designed to limit the state either in terms of expenditure as a fixed share of the national wealth, nor in terms of being limited to certain tasks. Yet, as parts 2 and 4 will highlight, Hayek considers the state to have assumed too many responsibilities. He advocates that the state do only the right things, that is, to undertake limited action to correct for certain market failures, but not to engage in planning; his critique of constructivism is designed to ensure that the state does not continue along this mistaken path. Yet problems still exist with this theory. Firstly it supposes that the state can be constrained to only those tasks which are appropriate to it. Secondly, and more importantly, it neglects the fact that the functions of the state are not open to the same kind of selection process which Hayek uses to explain the origin of social institutions. The first problem could be responded to with an assertion that the theory is designed to demonstrate the principles which should guide state action, and as such stands, irrespective of its ability to limit state action to the principles mentioned. This could be accepted as an adequate response. However at various points 26 Hayek does attempt, through reference to principles, and more substantially through the design of a model constitution, to demonstrate how the state can be prevented from engaging in constructivism. While value does exist in these attempts it remains the case that institutions develop their own inertia which changes their nature from that originally intended.

A2 Predictions Fail/Epistemology

It’s possible to make accurate predictions about the world without complete knowledge -- expertise and reasoned arguments are sufficient justification for action. 

Foss 06- Professor at the Copehagen Business School (Nicolai, "The limits to designed orders: Authority under 'distributed knowledge' conditions." Springer Science. 2006. Proquest.)

“Narrow authority” is the view of authority associated with Simon (1951). The argument that has just been summarized holds that such authority is fundamentally compromised by distributed knowledge. However, it is not always the case that suppressing distributed knowledge is inefﬁcient. For example, Hammond and Miller (1985: 1) argue that “. . . knowledge about any particular problem is seldom complete, and in a competitive or changing environment there may be advantages to making some decision, however imperfectly grounded on expertise, rather than none at all . . . In the absence of expert knowledge some chief executive is given authority to impose his own best judgment on the matter.” It is not entirely transparent what Hammond and Miller mean here, but a later treatment by Bolton and Farrell (1990) provides a clue. Bolton and Farrell wish to identify the determinants of centralization/ decentralization decisions. In order to isolate the costs and beneﬁts of centralized and decentralized decision-making in a speciﬁc setting, they study a coordination problem with private information in the setting of a natural monopoly market. The coordination problem concerns which ﬁrm should enter the market when costs are sunk and are private information. Under decentralization, which is represented as a Springer268 K. Foss, N. J. Foss two-period incomplete information game of timing (sink costs/enter or wait another period), each ﬁrm is uncertain about whether the other ﬁrm will enter. However, the incentive to enter depends on the height of a given ﬁrm’s cost, low-cost ﬁrms being less worried that their rival will enter (and vice versa). If costs are sufﬁciently dispersed, the optimal outcome prevails, that is, the lowest-cost producer enters and preempts the rival(s). However, if costs are equal or are high for both, inefﬁciencies may obtain, since ﬁrms will then enter simultaneously (inefﬁcient duplication) or will wait (inefﬁcient delay). Enter a central authority whose job is to nominate a ﬁrm for entry. In the spirit of Hayek, Bolton and Farrell assume that this central authority cannot possess knowledge about costs. In their model, s/he nominates the high cost producer half of the times, which is clearly inefﬁcient. However, this cost of centralization should be compared against the costs of decentralization (delay and duplication). Bolton and Farrell show that “. . . the less important the private information that the planner lacks and the more essential coordination is, the more attractive the central planning solution is” (1990: 805). Moreover, the decentralized solution performs poorly if urgency is important. Centralization is assumed to not involve delay and therefore is a good mechanism for dealing with emergencies, a conclusion they argue is consistent with the observed tendency of ﬁrms to rely on centralized authority in cases of emergencies. While Austrians may argue that the Bolton and Farrell set-up trivializes distributed knowledge, and exaggerates the beneﬁts of centralization (e.g., it is assumed to not involve delays), their model does provide a rationale for authority under distributed knowledge (given their assumptions), that is, it explains why authority may be preferred rather than some decentralized arrangement. Even the narrow understanding of authority in Coase (1937) and Simon (1951) may be rendered consistent with distributed knowledge using the Bolton and Farrell argument: Although the employer may be ignorant of the efﬁcient action, and perhaps of most of the employee action, he knows a subset of the employee’s action set, so he can always tell him to “do something!”, which in certain situations may be preferable to doing nothing. The example suggests the more general implication that some overlap of knowledge may be sufﬁcient to make coordination by means of authority work in the presence of distributed knowledge.
