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What are institutions?

s A numberof formal {(aw9g and informalulesof behavior
(relevantnorms customsetc.)whichsupportthe
coordinationor relationshipetweenindividuals

A country'sinstitutionsinclude

The legabystemthe politicalandthe socialsystemY affect
the economicgrowth

s Others suchasroad traffic regulationsantitrust law, andso
on are very important institutions
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(Hodgson 1998)
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U Institutions : (The World Bank, 2002)
Z Risk from information asymmetry
ZTransaction costs
y Effectivity fromMarktet transactions
y Competition

Examples of market-supporting institutions
00—

U Categories of Institutions

Public Private

(1) aG rabbeFfrlendly) « Judicial systems *» Chambers of commerce
* Competition laws * Credit registries
* Bank supervisory ¢ Moneylenders
Xl ; < Qj authorities * Reciprocity among
(2) aPro df I‘I,E[(Idsor * Disclosure requirements business partners
on companies ¢ Land inheritance norms

* Formal land titles and
laws governing
inheritance

(Mehlum Moene andTorvik, 2006) 2 Quelle: The World Bank, 2002



What is Institutional 'Economics?

~ Institutional Economicdealswith:
s Implicitand explicitrules
s Their incarnationin organizations
s Their impacton the behaviorof individuals
s Their appearancanddisappearance

s Significancef Institutions

Factorsof production, which conventionalkeconomicdlamefor
growth, can'tunfoldtheir effectivenessvhenthes oci et y 0 s
Institutions valuesandcontrol limits them.




Whatrt is New Institutional-Ecanomies (NIE)?

s Proponentsof this approacharguethat economicgrowth
theory is not sufficientwithout a considerationof
Institutions

s Accordingto them nationalinstitutionsare quite significant
for economicgrowth anddevelopment

s Thusthe actualcauseof low economicgrowth is the failure
to establisreconomicrulesthat promote sustainablgrowth.

s Evaluation of th@eterminantsof institutionsandtheir
developmenbver time andexplanatiorof their impacton
economicperformanceefficiencyanddistribution



Why is it called"New"?

s Distinction betweenthe "old" institutionalizedschool(Thorsten
Bunde Veblen, JobommonsandWesley MitchelllandNIE.

s NIE Is working within the framework of neoclassicadconomy
but it loosenssomeof the assumptionsndrelatesinstitutionsas
a additionatondition (RonaldCoase,OliveWilllamsonand
Douglas North)



"Old" Institutionalizedxchools

s Theold schoolassumedhat institutionshavesignificantmpact
on economicbehavior
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But lacked theoreticalfoundationswith only little analyticatigor beingpossible

Considerationoutsidethe neoclassicaconomicswithout
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uantitativetheory, andthus no reliablegeneralizationfor
erivingreasonableolicyadvice
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ne neoclassicaconomicagnoredthe role of institutions
It wasassumedhat economicagentsoperatein avacuum



GeraldW.Scully, 1995

. aNeoclassicatconomistgakethe institutionalframewor
societyasirrelevant to thetheory. By implicationif you p
down aunit of capitalin Zaire or in Cubajt shouldhavet

Kof a
unk
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sameincrementalkeffecton output asin Hong Kongor Costa
Rica. Buexperienceshowsthat it doesnot. A major contributor
to the differencein economicoutcomesis in the differencein the

institutionseachnationchooses 0



NIE:Economicactivitiesare embeddedn a
framework of institutions formalandinformal
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Differentiationof neoclassicaconomics

. Through the NewlnstitutionalEconomics,nrealisticassumption®f
neoclassicaconomiccanbe realxed

s perfectinformation
s No transactioncosts
s perfectrationality

s asymmetrianformation
s transactioncosts

s boundedrationality

s uncertainty



Approachesf the New Institutional Economics

. There are three complementaryapproaches
» Propertyrightstheory
» The principatagenttheory (Informationasymmetry

» Transactioncosttheory: allactionsin amarketeconomycomeat a

cost

Definition oftransactioncosts coststhat haveto be expendedo make
markettransactions

Costsof locatingand selectinga buyeror seller

Costsof obtaininginformationaboutthe goodor service
Costsof negotiatinga contract

Costsof control andenforcementof acontract



The New Institutional Economics

Ronald H. Coase
Nobelpreis, 1991

A The Nature of the Firm
(transaction cost

A The Problem of Social
Cost (property right9

Coas e (Withodt 8¢ conceptof transactioncosts
whichis largelyabsentfrom current economictheory; it
IS my contentionthat it is impossiblego understandhe
working of the economicsystemto analysananyof its
problemsin ausefulway or to havea basisfor
determiningpolicyo .

1 At the initiation, negotiationandsettlementof
transactionoccur so-calledtransactioncosts

i Companiesstrive to savetransactioncosts

1 The limits of the firm are due to the nature and
extent of the transaction costs



TransactionCost Economics

Oliver Williamson
Nobelpreis, 2009

. TCEcombineghe conceptsof bounded

rationalityandopportunisticbehavior
(informationasymmetry to explaincontractand
ownershipstructuresof companies

. Continuumof organizationaform, whichlargely

dependson the levelof transactioncosts

. Dependingon the levelof transactioncosts the

exchangef goodsis marketbasedhorizontal)or
within a company(vertically



Market HierarchyModel (Wikipedia)

Hierarchy (Institution)

Company A Company B

external
o ' transaction i ;
interna nterna
transaction \cc:‘»ts,/ transaction

r r
Q"/ U

Increasinga company(insourcing is alwayseconomicalf the transactioncosts
of the marketare higherthanthe internaltransactioncosts

If the internaltransactioncostsare higherthanthe externaltransactioncosts then
areductionfoutsourcing occurs




Transactioncosts

s Transactioncostsare not a marginal
phenomenorof economiclife, they
constituteabigpart of alleconomic
activities

s a T hnabilityof societiesto developan
effectiveandlow-cost enforcementof
contractsis the mostimportant sourcefor
both historicalstagnatiorand

Douglas North ]
Nobelpreis, 1993 contemporaryunderdevelopmenin the

Third World. "



TransactionCost Economics

Douglas North:

s Institutionsthat developto reducethe transactioncosts are the
keyto economicperformance

s Not all institutions are efficient

s The governments crucialto the design oproperty rightsand
enforcingcontracts



Significance of Transactionn Costs

s North estimateghat about50%o0f westernindustrializedccountries'
GNP account on transactioncosts

» Everybusines®r governmentaactivity whichallowsthe reduction of
transactioncosts is of greateconomicimportance

; Organizationalnnovationyin the sensef new transactioncosts
savingstandardsrules intermediationleadershiforms, coordination
patterng are justasimportant astechnicalnventivenes$or
development

;  Thereductionof transactioncostsis thusthe mostimportantdriving

force for the developmentndthe transformationof institutions in
turn, affectalso thetechnologicathange




. Reliable and enforceable property rights are essential for an
efficient economy with free market entry.

- Property rights lead to an increased use of capital and an incre
In iIncome

. Reliable increase ownership FDI (Foreign Direct Investment).

. It comes to an increase In trading volume and increased
technology transfer



