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[Title]

Empiricist approach to incomplete contract theory

[Abstracts]

Maskin and Tirole (1999a) lamented research findings of incomplete contracts studies as
“hopelessly unrealistic”. Reason is that economics didn’t make progress toward modeling
bounded rationality. Economics of empiricism is built on Hume’s epistemology (Hume 1739).
Sympathy-consent process, such as trust, determines actions of exchange. Price becomes a
part of sympathy-consent process. Market is what to build and what changes ceaselessly.
Market is not what is given at the outset, unlike the premise of rational agent model (Arrow
and Debreu 1954; Arrow and Hahn 1971). Rational agent model cannot avoid a dilemma
when addressing real life problems like asset specificity, relational contracting, hold-up,
indescribability of contingencies and incomplete contracts. Inductive reasoning of empiricist
approach combines with deductive reasoning of value-cost rationalist approach to build the
integrating analytical framework of economics.® It opens gateway to the economics of
bounded rationality and resolves the dilemma.
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' Inductive reasoning indicates the reasoning which is dictated according to the navigation of
experiences. In this paper, inductive reasoning is contrasted with deductive reasoning which
indicates the optimization-equilibrium algorithm that is built on consistent measuring of value-
cost indices. Inductive reasoning in this paper is different from Bayesian interpretation (Binmore

2011).
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| Introduction

This paper purports to answer to Maskin and Tirole (1999a) who lamented the research
findings of incomplete contracts studies as “hopelessly unrealistic”. Their point of prognosis
is “Unfortunately, our profession has, for the most part, made little progress toward modeling
bounded rationality in a satisfactory way.” Similar confession was uttered about our
ignorance about the firm and market after all the studies of new institutional economics
(transaction cost Coase 1937, 2006; hold-up Klein, Crawford and Alchian 1978; metering
Alchian and Demsetz 1972; asset specificity Williamson 1975, 1985, 1986; principal-agent
Jensen and Meckling 1976; Holmstrom and Milgrom 1991; incomplete contract Grossman
and Hart 1986; Hart and Moore 1988, 1990). As profound is the problem, any research
attempts to stand up to the problem is daunting and should be fundamental in the approach.
The starting point should be how to address the problem of bounded rationality.

After all the study attempts of modern property rights school, are we in better position to
understand the problem raised by Coase question (1937)? This paper attempts to find the
reason by putting the analytical framework of empiricism in place (Hume 1739).

This study is a continuation of previous studies which introduced the economics of
empiricism (Rhee 2012b, 2016b) as contrasted with the value-cost rationalism of neoclassical
economics. It is in the analytical framework of empiricism that the analytical structure of
bounded rationality is appropriately contained by. In other words, the underscoring of
bounded rationality prompts us to understand the need why the analytical framework of
empiricism should be in place to distinguish it from the value-cost rationalism of neoclassical
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economics.

The analytical framework of empiricism will be introduced in section Il. The economics of
empiricism is contrasted with the value-cost rationalism. Sympathy-consent process will be
discussed to explore the sympathy-consent dimension as analytical dimension contrasted with
value-cost rationality dimension. The open/indeterminate system of empiricism will be
discussed and contrasted with closed/determinate system of value-cost rationalism. The
question of how those two analytical systems are connected will be explored. Also, the
ramifications of such analytical dichotomy on the study of incomplete contracts theory will
be discussed.

In section I1ll, specific problem issues such as bounded rationality, path dependence,
market, exchange, price and more will be apprehended from the different perspectives of two
analytical tenets. Especially, the analyses will be applied to the specific issues of incomplete
contracts studies. The incompatibility of value-cost rationality models of modern property
rights (MPR) school with sympathy-consent process, which is drawn out from the backdrop
of overarching analytical frameworks, is investigated in section IV. It amounts to indicate that
bounded rationality belongs to analytical structure of empiricism, not to that of value-cost
rationalism. Section V concludes the paper.

I Analytical frameworks of empiricism and value-cost rationalism
1) Sympathy-consent dimension

Although we are not conscious, rational agent model belongs to the philosophical tradition of
rationalism. It will be called value-cost rationalism hereafter. In contrast, empiricism
approach may be compared with (Hume 1739), the epistemology of which presumes that
human understanding comes from cognitive system of perception and intuition (Kahneman
2003) or impression Hume (1739). Every impression is built on experiences and repetition.
Images or ideas are copies of impression. Logical reasoning arises as last step of the ladder of
human understanding (Hume 1739, 1748).2

Individually, human beings arrive at understanding from experiences. Between or among
individuals, two or more respectively distinct cognitive systems communicate each other by
sympathy (Hume 1739, 1748, 1751) and consent (Buchanan and Tullock 1962). Such
communication between individuals is critically important because they will lead to the
actions of exchange. Such communication will be called sympathy-consent process. Relation
exchange is behavioral action of exchange as the outcome of sympathy-consent process

2 |t is amazing that both behavioral studies (Kahneman 2003) and Hume's epistemology (Hume
1739) are consensual on human cognitive system. In this regard, Hume is considered as precursor
of behavioral approach. In this paper, Hume and behavioral studies are compared just as they are

contemporaries and cited in parallel.
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(Rhee 2012b, 2016b). Rational agent model deals with the actions of exchange by means of
price. However, relation exchange is more fundamental than the exchange by price (Rhee
2012b). It seems obvious from the fact that the history of market is no more than
approximately 10,000 years, whereas actions of exchange have lived with us from primitive
age. Even nowadays in the 21% century, our life, including life in the household, consists
mostly of the actions of relation exchange.

Relation exchange is the action of exchange in the life of empiricism, which contrasts with
the exchange by price in the value-cost rationalism. Since it is conducted by the sympathy-
consent process, relation exchange is the real-life mode which is conducted by human beings
who have intelligence, not rational but only bounded rational. To help reader’s understanding,
the conceptual diagram is provided in Figure 1.

[Figure 1 here]

Sympathy-consent process constitutes sympathy-consent dimension as analytical dimension,
which is added to the value-cost rationality dimension. The two dimensions are connected
through the sympathy-consent-free states, which is parallel to Coase’s zero (or constant)
transaction cost. Sympathy-consent-free states indicate that sympathy and consent are
achieved immediately without any cost. In real life, it is unrealistic condition, however, such
condition is presumed in mainstream economics consciously or unconsciously. It is
something like ceteris paribus assumption. In Hume’s terminology, it is parallel to uniformity
principle (Hume 1739).

Table 1 compares the economics of empiricism with economics of value-cost rationalism.
As distinctive attributes of each, open/indeterminate system is compared with
closed/determinate system (Rhee 2013b).

[Table 1 here]

(2 Open/indeterminate system versus closed/determinate system

Distinctive attribute of rational agent model or value-cost rationalism is that it is
closed/determinate system. Every economic state is identified as the solution of optimization-
equilibrium algorithm. For this, there should be an important premise: consistent measuring
of value-cost indices across coincidental instances, which corresponds to sympathy-consent-
free condition. In incomplete contract theory, we should recognize that the indescribability of
contingences doesn’t break the premise, i.e. the consistency of value-cost index measuring
across contingences (Grossman and Hart 1986; Hart and Moore 1988; Maskin and Tirole
1999a; Holmstrom and Milgrom 1991). However, the evidences of behavioral studies do not
support the premise (Kahneman 2003). For instance, the reference point of prospect theory
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vindicates that taste pattern may change before and after the reference points (Kahneman and
Tversky 1979). What if the perceptions gained from experiences affect the change of
reference points? Does the consistency of value-cost measure across contingencies still
sustain?

If every coincidental experience and impression affects the change of reference points so
that the consistency of value-cost indices measuring is not sustained, we cannot rely on the
deductive reasoning of value-cost rationalism. We have to rely on inductive reasoning and
sympathy-consent process. It is our real life stories of every day. Also, it is the rationale for
year-to-year adjustment practice of sub-departmental budget planning and appropriation,
which Simon witnessed as a college intern student to municipal government near Chicago
city (Simon 1996a).

In the economics of empiricism, it is not price but sympathy-consent process that
determines exchange transaction, which is relation exchange. It is the dramatic change that
occurs by the introduction of sympathy-consent dimension, which adds to the value-cost
rationality dimension. Price is a part of sympathy-consent process. Every exchange, including
exchange in the market, is considered as relation exchange. Only when the consistency
condition of value-cost measure (or sympathy-consent-free condition or uniformity condition
or ceteris paribus condition) is met, sympathy-consent process is replaced by the price.
Relation exchange becomes the exchange by price (Rhee 2012b, 2016). In real life, it is not
market clearing equation D(p)=S(p) but haggling, auction, offer/bid, mark-up and
administered pricing that determines price in the market (Rhee 2016a).

We economists are not familiar with the reasoning mode that matches the life of bounded
rationality. However, the economics of empiricism, together with the concepts of relation
exchange and sympathy-consent process, serves as a beacon that illuminates on our analytical
reasoning about the life of bounded rationality.

3) Incomplete contracts

The salient contribution of this study is in the presentation of integrated analytical framework
which contains both empiricism approach as well as value-cost rationalism approach in one
analytical structure.® The critical difference between two approaches is pronounced by the
understanding of market. Rational agent model doesn’t elaborate on what is market because
its tenet presumes market as given as exogenous condition. Such analytical defect often
conflicts with the institutional studies according to its tenet of rational agent model because
institutional changes affect the change of market. Doubtlessly, they don’t recognize that

3 Although Figure presents an agile conceptual picture, we should be aware that sympathy-
consent process cannot be presented as straight line as in Figure 1. It is open/indeterminate
system and cannot be measured as index metric. In Figure 1, it is presented as three dimensional

figure just to help enhance reader’s intuitive imagination.
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market is not what is given at the outset, it is what changes ceaselessly and what we have to
build. It is the dilemma that challenges rational agent model.

How economists, especially modern property rights school, handled this dilemma? When
they explain economic conditions, they borrow from empiricism approach to talk about real
life story and often times make use of inductive reasoning (Klein et al 1978; Coase 2008;
Williamson 1979, 1985, 2000, 2009; Grossman and Hart 1986; Hart and Moore 1988;
Holmstrom and Milgrom 1994; Maskin and Tirole 1999a). However, tacitly, they have to
adopt strict assumptions to confine their analysis to the deductive reasoning of value-cost
rationalism. Transaction cost is the concept which belongs to the reasoning of value-cost
rationalism. However, most of Professor Williamson’s discourse addresses the issue of real
life story such as asset specificity, relational contract, hold-up issues and governance structure
of commercial transactions (recurrent, idiosyncratic) (Williamson 1979). Stories are same
with Grossman and Hart (hold-up problem and residual control rights: 1986), Maskin and
Tirole (indescribability of contingencies 1999a) and so on. When they introduce real life
problem, they use inductive reasoning of empiricism approach like relational contracting.
However, when undertaking analysis, they maneuver to change the problem of
indescribability into stochastic specification problem (specific or generic widget: Hart and
Moore 1999; stochastic investment and verifiability Maskin and Tirole 1999a).

Research findings become “hopelessly unrealistic” without doubt. What is the economics
of bounded rationality? Since problem belongs to the realm of empiricism, the analysis has to
be conducted within the realm of empiricism. That is the economics of bounded rationality.
We should not transform the problem into the analytical setting of value-cost rationalism. Of
course, deductive reasoning of value-cost rationalism gives us analytical insights. However,
the current confusion or lack of recognition about the distinction should be overcome.
Apparent advantage of the inductive reasoning of empiricism approach is the possible
identification of institution and market in the analysis. While engaging in the operation with
empiricist approach, we don’t have to abandon the analytical insights drawn out from
deductive reasoning of value-cost rationalism approach. By combining two approaches of
empiricism and value-cost rationalism, we can draw twice the benefit of integrated analytical
framework, realism as well as analytical insights.

Table 1 presents the classified cases of contrasting instances between empiricism approach
and value-cost rationalism approach in the studies of incomplete contracts.

Il Classified cases of contrasting instances
1) Bounded rationality

No one in economics would oppose to the idea of bounded rationality. Problem is the
difficulty to incorporate the idea in economic modeling. However, solution seems
unexpectedly simple. Bounded rationality is real life stories of every day. Economics has
been engaging in attempts to translate them into the analytical setting which is dictated by
value-cost rationalism. It is not possible because the former belongs to open/indeterminate
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system whilst the latter belongs to closed/determinate system. Coincidental instance
(open/indeterminate  system) cannot be represented by rational agent model
(closed/determinate system).

It is not certain that the consistency of value-cost measure sustains after the occurring of
coincidental instance. For instance, impression is an example, which arises due to the
experience (Hume 1739). Prospect theory (Kahneman and Tversky 1979) seems to support
this argument of empiricism. New impression may affect the change of reference point,
which dismisses the idea of consistent value-cost measure across contingences.

The indescribability of contingencies is translated into stochastic property of relevant
variables or functional relation (stochastic actions and payoffs: Maskin and Tirole 1999a p.86;

existence of @ function: Grossman and Hart 1986 p.697) in incomplete contract theory.

Indescribability belongs to the realm of empiricism, whereas the functional representation
indicates the location to value-cost rationalism. Such representation itself is erratic.

Bounded rational stories belong to open/indeterminate system so that their actions can
properly be described only by sympathy-consent process. They are real life stories where
inductive reasoning is efficacious when attempting to track down logical analysis. When GM
and Fisher make contracts, possible cases of contingencies are indescribably numerous.
Turnout would be hold-up (Klein et al 1978) or trust relation (Coase 2006) or relational
contracting (Macneil 1987; Williamson 1985). Common attribute is path dependency (Rhee
2012b, 2016b).

Hence, deductive reasoning is irrelevant for the analysis. Deductive reasoning requires the
sustainment of consistency in the value-cost measure across any coincidences or
contingencies, which is uniformity principle (Hume 1739) or sympathy-consent-free
condition (Rhee 2012b, 2016b) or zero (or constant) transaction cost condition (Coase 1960)
or ceteris paribus condition (Rhee 2016b). Such interpretation of these conditions attains the
connection of economics between empiricism and value-cost rationalism, which is prominent
finding of relation exchange economics (Rhee 2012b).

(2) Path dependence

Path dependence is incompatible with value-cost rationalism because optimization-
equilibrium solutions are pursued in the latter. Path dependence is one of fundamental
attributes of the empiricism. Essentially, human understanding comes from experiences.
Every experience leaves path dependence as it affects the change of percepts and conceptual
representation (Kahneman 2003). Epistemology of the empiricism begins with the impression
(Hume 1739, 1748). Every experience affects the change of impression (Hume 1739). Path
dependence is an inseparable attribute of impression (Rhee 2016b). Inductive reasoning is
built on path dependence.

Once the consistency of value-cost measure becomes established, efficiency counting such
as optimization begins to set out so that the base ground for inductive reasoning becomes
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uprooted. If the empiricism is unavoidable choice of bounded rationality, then path
dependence is an inseparable property of bounded rationality.

The problem of relational contracting between GM and Fisher is essentially inseparable
from the attribute of path dependence. Any attempt to build analytical model to track down
the problem of relational contracting from the tenet of value-cost rationalism (Grossman and
Hart 1986; Hart and Moore 1988; Maskin and Tirole 1999a) dooms to fail because path
dependence does not abide in the latter.

3 Market

The concept of market differs distinctively between the perspectives of empiricism and of
value-cost rationalism. According to the former perspective, market is what has to build and
what changes ceaselessly. Market becomes open/indeterminate system. According to the
latter perspective, market is what is given at the outset. Market becomes closed/determinate
system.

The choice questions of market or firm (Coase 1937), market or hierarchy (Williamson
1975), contract or changes in residual control rights (Grossman and Hart 1986) and relational
contracting (recurrent, idiosyncratic) (Williamson 1979) emanate from the perspective of
identifying market as open/indeterminate system. In other words, the possibility of choice
itself vindicates that market is not given or exogenously determined, but may change
according to how the choice question is addressed. These questions belong to the realm of
empiricism. Akerlof’s lemon market (1970) vindicates the validity of the argument for
open/indeterminate system.

It is worthwhile to note that the analytical approaches of modern property rights school are
justified only under the assumption of consistent measuring of value-cost indices across
contingencies or coincident instances (under uniformity condition or sympathy-consent-free
condition).

4) Exchange

Exchange is the concept which changes dramatically as the conceptual condition change from
value-cost rationalism to empiricism. In the realm of value-cost rationalism, exchange is
determined by price because consistent measuring of value and cost is presumed from the
outset. However, in the realm of empiricism, exchange is attained by means of sympathy-
consent process. It is relation exchange (Rhee 2012b, 2016b). Exchange by price is just an
extreme and special case of relation exchange. That is the case of consistent measuring of
value-cost indices across coincidences or contingencies.

In other words, any exchange by price is in fact nothing but relation exchange. Price is a
partial component of sympathy-consent process (Rhee 2016a, 2016b). This point will be
more elaborated in the discussion of following subsection (5) Price.
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There are plenty of evidences supporting the argument that exchanges are attained by
sympathy-consent process rather than price. Akerlof’s lemon market failed due to the lack of
trust (Akerlof 1970), which is sympathy-consent process. Relational contracting between GM
and Fisher (Williamson 1985; Klein, Crawford and Alchian 1978) may work or fail to work
according to the trust factor between the two, which is again sympathy-consent process. More
often than not, the role of entrepreneur is efficacious to attain the exchange, which indicates
that market is open/indeterminate system (Rhee 2009). It supports that exchange is sympathy-
consent process.

(5) Price

If exchange is determined by sympathy-consent process, then price becomes a partial
component of sympathy-consent process. What is practical meaning of that? Economists are
familiar with market clearing equation D(p)=S(p) as determining condition which makes
price. Then, how market clearing equation is related to sympathy-consent process? Outright
answer to the question is that market clearing equation D(p)=S(p) exists only in economists’
imagination, not in real life. What exist in real life is haggling, offer/bid, auction, mark-up,
administered pricing as price setting mechanism (Rhee 2016a). They are partial components
of sympathy-consent process.

(6) Transaction cost

Transaction cost is an attempt to measure institution by value-cost index units. By definition,
it belongs to value-cost rationalism approach. Since such attempts are valid only under the
strict premise of consistent value-cost indices measuring, it is not possible to measure
institution by value-cost index units because institution belongs to the open/indeterminate
system. In the open/indeterminate system, the premise of consistent value-cost indices
measuring is untenable. Williamson (1979)’s discourses on hierarchy, institution, asset
specificity, hold-up, relational contracting and governance structure follow inductive
reasoning and address the instances of empiricist life, although he was pretending to claim
transaction cost economics.

@) Opportunism

Deductive reasoning is conducted by perfect price-cost competition, which does not allow
opportunism. Sympathy-consent-free condition squeezes out the possibility of opportunism.
By assuming of the consistency of value-cost indices measuring, opportunism turns to price-
cost competition. Open/indeterminate system is open to opportunistic behavior. Hold-up is a
possibility of sympathy-consent process. Asset Specificity and hold-up in relational
contracting (Klein et al 1978; Williamson 1979) present an iconic story of empiricist
economics.
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(8) Institution

If value-cost rationality is presumed, institutions become external factor to the exchange
transaction. Pure price-cost competition, instead of sympathy-consent process, holds.
Institutions as exogenous factor cannot affect exchange directly. Institutions are exogenous to
the deductive reasoning which holds according to price-cost accounting. However, the
sympathy-consent process, which is open/indeterminate system, is open to opportunism. So,
it allows the role of institution; 1) institutions have efficacy to control opportunistic behavior
and facilitate sympathy-consent process. 2) ‘Forbearance law’ describes the contract law
regime within hierarchy (Williamson 2009 Nobel lecture). Institutions work on the actions of
relation exchange (Rhee 2016b, 2016c). Transactions are matched with institutions in a
discriminating way (Williamson 1979).

9) Contracts

The indescribability of contingences is translated into verifiable states of nature, which means
to indicate the sympathy-consent process being considered as stochastic process (Maskin and
Tirole 1999a). Contractual incompleteness is dealt with probabilistic forecasting of possible
future payoffs (Maskin and Tirole 1999a). Incomplete contracting is dealt with by the
ownership of residual rights of control (Grossman and Hart 1986). Modern property rights
school studies as such attempt to translate cases of sympathy-consent process into deductive
models of value-cost accounting. That is not real life stories of the empiricism. Real life
stories of the empiricism are relational contracting (recurrent, idiosyncratic) (Williamson
1979), asset specificity leading to hold-up (Klein et al 1978; Williamson 1979, 1985, 2000,
2009). Indescribability of contingencies gives rise to incomplete contracting (Grossman and
Hart 1986).

(10)  Entrepreneurship

If value-cost rationality is presumed, profit maximization and cost minimization squeeze out
the role of entrepreneur. Pure price-cost competition is not compatible with entrepreneurship.
However, in economics of the empiricism, entrepreneurship becomes a catalyst or leverage
factor of the sympathy-consent process (Williamson 1990). Not only innovation but also
business models of entrepreneurship are efficacious in the working of sympathy-consent
process and relation exchange.

v Sympathy-consent process and incomplete contracting

Coase’s question ‘firm or market’ (Coase 1937) became the question of the century and
prolific source of new thinking in economics. Transaction cost (Coase 1960) is supposed to
answer the question. However, Klein et al (1978) raised dissenting voice by underscoring the
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complexity of the problem. Asset specificity and ensuing hold-up problem opened “Pandora
Box” (Williamson 2009). Nevertheless, Williamson preached transaction cost economics all
through his life. However, we should note that most of Professor Williamson’s discourses
(1990, 1975, 1979, 2000, 1985, 2009) were about real life stories rather than the strict
deductive reasoning of transaction cost economics. Undergraduate education at Carnegie
Mellon laid a firm ground of his intellectual underpinning. He was highly inspired and
influenced by Herbert Simon (Williamson 2009).

Transaction cost belongs to the category of closed/determinate system. Coase’s question is
a real life story, which reveals open/indeterminate system. That is why we cannot avoid the
encountering of Frank Knight (1921) puzzle. Tracy Lewis’ version: “because an established
firm can always ‘use the input exactly as the newer entrant would have used it...[and can
furthermore] improve on this by coordinating production from his new and existing inputs’
the large firms will always realize greater value (Lewis, 1983, p. 1092). Transaction cost
economics examines this argument by postulating two mechanisms — replication and
selective intervention — which, if they could be implemented, would support the all-purpose
superiority of larger firms... Why can’t a large firm do everything that a collection of smaller
firms can do and more?” (Williamson 2009). We cannot extend closed/determinate system to
explain open/indeterminate system.

Grossman and Hart (1986), Hart and Moore (1988) paid attention to the incompleteness of
contracts. The source of incompleteness is bounded rationality (Simon 1957, 1959) (Smith
and King 2009). Incompleteness of contracts or indescribability of physical contingencies
(Maskin and Tirole 1999a) all belongs to the category of real life story, which is
open/indeterminate system. They are stories of sympathy-consent process. However, when
they (Grossman and Hart 1986; Hart and Moore 1988; Maskin and Tirole 1999a) introduced
models to incorporate the story into, the models were closed/determinate system. The result is
“hopelessly unrealistic” (Maskin and Tirole 1999a). Reason is that they described the story of
value-cost rationalism, not the story of empiricism or story of sympathy-consent process. So,
they failed in “modeling bounded rationality”” (Maskin and Tirole 1999a).

Bounded rationality means to indicate real life story of the empiricism (Simon 1959). It
belongs to the open/indeterminate system where human behavior and decisions for action are
directed by the inductive reasoning (Rhee 2016b). Inductive reasoning follows the dictation
of experiences (Hume 1739).

Proposition (MPR not compatible with SCP): In normal condition, the value-cost
rationality models of modern property rights (MPR) school are not compatible with
sympathy-consent process.

Proof: In normal condition, sympathy-consent process does not include the sympathy-
consent-free condition (Rhee 2012b, 2016b). The value-cost rationality models belong to
closed/determinate system (Rhee 2013b). On the other hand, sympathy-consent process
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indicates open/indeterminate system. Hence, they are incompatible.*[]

Proposition (MPR not compatible with SCP) demonstrates the power of the relation exchange
economics (Rhee 2012b). The dichotomy between value-cost rationalism and empiricism,
which is the finding of relation exchange economics, enables the vindication that the value-
cost rationality models of modern property rights (MPR) school does not represent bounded
rationality property of human behavior.

\Y Concluding remarks

Relational contracting (Macneil 1987; Williamson 1985), asset specificity and holdup (Klein
et al 1978; Williamson 1979), incomplete contracts (Grossman and Hart 1986; Hart and
Moore 1988), principal-agent problem (Holmstrom and Milgrom 1991), and indescribability
of contingencies (Maskin and Tirole 1999a) are the practical answers of real life story to
Coase question of firm or market. However, there is ambiguity and confusion between real
life story and economic modeling or inductive reasoning of the empiricism and deductive
reasoning of value-cost rationalism. The contribution of this paper is the distinction between
the open/indeterminate system of the empiricism model and closed/determinate system of the
value-cost rationality models. Also, the finding of sympathy-consent-free states allows the
holding of grip on penetrating analytical apparatus which integrates the open/indeterminate
system of the empiricism model and closed/determinate system of the value-cost rationality
models.

The dichotomy between value-cost rationalism and empiricism allows the vindication that
not the value-cost rationality models of modern property rights (MPR) school, but the
sympathy-consent process of empiricist approach represents bounded rationality property of
human behavior.
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