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Market and transaction costs

« Market is defined by underlying institutions,
rules of the game.

« Transaction costs are inevitable in the market
economy.

* New institutional economics: TC is determined
by how transparent the rules of the game are.

« TC is the critical factor to determine the
efficiency of market economy.

« Growth potential is determined by TC which is in
turn determined by market rules of the game,
economic institutions.

Market and transaction
costs(continued)

® \Weakness of New institutional economic
approach

* “What institutions are good or bad for
economic development” is not addressed.

* Institutions do matter but the question of
“what institutions do matter” is more
important than “"how transparent
institutions are”.

« Secure and transparent private property
right system has been emphasized but we
have to go beyond this.
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Social capital?

® Tangible vs. Intangible capital
® Tangible capital: physical and human capital

® Social capital can be defined as intangible
capital.

® Intangible capital: economic institutions in
broad sense

e Formal and informal institutions
« Formal institution:

Social capital?(continued)

® Formal institution:

1) Constitution, law and order, regulation
2) Degree of enforcement

® Informal institution

» Culture(social trust etc.), ideology, social value,
customs, conventions

—>Institutions determine the nature of interactive
ames among the agents in the society,
thereby determining the potential growth trend.

—>What institutions are good for synergistic
interaction in the society?
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Private & public organizations

Formal Institutions
@ Constltution, Law, Rules, Regulation, etc
@ _Degree of enforcement

Informal Institutions

Ideoloay. Culture, History, Rellglon,
Habit, Tradition, Values, Patronage. etc.

Natural Environment
Woeather. Geoaraphy. Topographv, etc.
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