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I.
Introduction

Seminal Coasean work(1937) laid ground so as to have the institution resurrected in the analyses of economics, particularly by recognizing the distinction of cases of non-zero transaction cost from cases of zero transaction cost. Notwithstanding the tremendous efforts endeavored in the literature which addressed the cases when transaction cost is nil, the reality of institutional conditions seems to reaffirm the unreality of the assumption of zero transaction cost.
Interest conflicts are an essential attribute of human community life. Institutions, including morals, culture, and rules, are the historical outgrowth of human wisdom in community life to effectively cope with the distress of interest conflicts. What makes it atrocious is that utilitarian welfare comparison approach is of no avail even in the situation of zero transaction cost if community constituents are multiple.(Conndorcet 1785)
 

The problem of institution is that it comes off posthumously. Repeated experiences of interest conflicts among individuals lead to the recognition of needs to lay out institutions as group consent of the community.  
Institutions can propose jurisprudence with which to settle forthcoming interest disputes in community life. The fundamental problem of institution is that it is nothing but an imperfect jurisprudence that institution can offer to individual cases of interest conflicts as regarding the problem of property rights. It is particularly true when applying to individual case of businesses because so much individual-specific conditions tend to hang on almost every business.
This research underlines the irrelevance of utilitarian welfare comparison approach when private individual choice decisions are dichotomous between market exchange and contract. In this connection, the Fundamental Coase Theorem(1937) is underscored to bring to light the dichotomous decision choice of an individual.
 
In the market environment where institutions are imperfect to protect property rights, the motivational impulse for economics activity arises from entrepreneurship. The entrepreneurship is counted on as practical scheme to settle the problem of interest conflicts among individuals. Path dependence of institutional development comes off as historical process as the recursive exchange of influence repeats between business practice and change of institution.
Section II recapitulates the meaning of Fundamental Coase Theorem and discusses the dichotomous decision choice problem. Section III studies the meaning of transaction cost with regard to its relation with institution, especially with market exchange or non-market transaction(contract). 
Section IV discusses the irrelevance of utilitarian welfare comparison approach, investigates on the problem of imperfect property rights, and underlines the practicality of entrepreneur’ role in efforts to find effective means to resolve interests conflicts among individuals. 
Section V reveals that the institutional path dependence comes off as the outcome of imperfect property rights combined with the role of entrepreneurs. Path dependence of institutional development becomes configured as entrepreneurs’ business practices affect the change of institutions. 
Section VI attempts to vindicate the path dependence of institutional development with the illustration of two Korean historical cases, e.g. chronology of trade policies in Korea and public supply policy of judicial services in Korea. Section VII concludes the paper.
II. 
Fundamental Coase Theorem
 Every economic business retains ambilateral complexion. One side is about the utility, where cooperation behavior operates to address the optimization problem. Exchange transaction lays basis for the construction of division of labor, which creates welfare benefits to the players. The other side is interest conflicts among players, where fears about opportunism should be addressed to protect the effects and property rights of transaction. 

Synchronism holds on the ambivalence of contrasting aspects of economic business. It is the synchronized dichotomous decision that an individual has to make to choose the mix between choice and contract. Choice indicates the former problem, whereas contract does the latter (Williamson 2008). On the one hand, an individual has to make choice decisions on exchange transaction, which will lead to the determination of consumption and production behavior. At the same time, the same individual has to engage in the concerns on the problem of how to enforce the effects of transaction and protect property rights against possible rise of opportunistic behavior. 

Transaction cost measures the magnitude of possible frictions arising from such opportunistic behavior. Contract is the response to the possible opportunism or contingences.

If institutional underpinnings are not complete enough to countermeasure all the problems of interest conflicts among individuals, the transaction should accompany complementing contracts with exchange transaction. Coase(1937) didn’t miss this point of problem, although the ambilateral existence of cooperative exchange and interest conflicts among individuals is not explicitly mentioned. By the mediation of transaction cost, the analysis of orthodox economics find doorstep to open the realm of institution.

Fundamental Coase Theorem (Choice Mix between Exchange and Contract): An individual, who faces the synchronized choice decision between exchange choice and contract, makes decision on choice mix by following optimization principle to minimize the combined production and transaction costs.

The accomplishments achieved by this theorem are literally tremendous. It indicates the way how an individual behaves when encountering the case of non-zero transaction cost. This finding is the first successful attempt to recognize contract, individual-to-individual most concept of institution in the hierarchy of institutions, in the analysis of orthodox economics and is properly called “fundamental insight.” R. Coase(2008) laments that this finding is not as much understood or used as recognized.
III.
Institution and Transaction Cost
The concept transaction cost sets out to establish a watershed which differentiated discussions and analyses on institution thereafter from hitherto. Despite the remaining immaturity in the conceptual definition, the transaction cost serves to provide a new conceptual dimension of institution to the theoretical structure of orthodox neoclassical school of economics.
Coase(1988) cites Dahlman(1979) to define transaction cost as “search and information  costs, bargaining and decision costs, policing and enforcement costs.” Coase(1960) himself described transaction cost as “the costs of market transactions.” However, in this research, market activities as well as non-market activities are taken into consideration to define transaction cost as the costs of transaction. Therefore, all the types of private transactions, market as well as non-market, e.g. contracts are encompassed as objects of analyses. Public costs, such as needed to build institutions, are not included in the calculation of transaction cost. 
The costs incurring to a private individual get to be generated when conducting businesses activities. Business activities wear multifarious aspects in the mode of business conduct and subject to successive change of circumstantial development. 
Transaction costs incur to individual businesses. They are affected by institutional surroundings. However, transaction cost and institution are not connected in the relationship of one-to-one correspondence. There exist plenty of business models which are related with a specific institution. For a specific business goal, many different business models may be proposed. Even after the choice of business model being proposed for a specific business goal, the determination of transaction costs is affected by who will manage the business, i.e. entrepreneur. According to the capability and caliber of the entrepreneur, transaction costs would be saved substantially, especially if the business involves conflict resolution among vested interests.
Equation TC: TC(transaction cost)(ijk) 
= TC[institution set(i), business model(j), entrepreneur(k)] 
Equation TC defines a transaction cost TC(ijk) as being determined by institutions(i), business model(j) and entrepreneur(k).
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Figure 1[Institution and Transaction Cost] is drawn in to make clear of the conceptual structure which connects institution and transaction cost. 
Market activities constitute partial components of spontaneous order. Institutions provide the exterior environment upon which spontaneous order is built. Two different channels are distinguished in Figure 1, along which new institutions get to be built. 
One channel is of long run class, which was named extended order by Hayek(1988), and stretches out from the operation of evolutionary process. Ethical codes, customs, culture, the establishment of which takes a long period of time, belong to this class. 
Transaction costs incur to businesses from this class of institutions, although the evolutionary process may tend to correct the direction of institutional change and streamline institutional structure so as to lessen the costs. 
The other channel includes medium-short-term institutions such as laws and regulations are usually established from political processes. The transaction cost, which arose from this class of institutions, is rather unpredictable. 

In the society where representative democracy is well developed, the public choice, e.g. through the legislature, tends to reflect public wishes to reduce transaction cost through institutional change.

If the business has to go through public administration as in the case of permission requirement to comply with public regulations, transaction costs tend to increase. If the governance of government organization is administered in conformity with propriety, transparency and efficiency, transaction costs tend to decline. High quality of public administration cannot but be built upon the institutionalization of public administration, in other words, rule of law, the establishment of which requires a passage of time for the realization of institutional evolution. 

Prior to the establishment of the advanced governance system of public administration or governance system according to rule of law, public administration tends to reveal the premature behavior of typical developing countries, being vulnerable to red-tapes or corruption. Public administration may turn to nepotism or bribery bargain, which for sure raises transaction costs of businesses.

The layer of institutions, which has grown out of two channels of institutional making, cast the institutional environment where individuals reveal spontaneous behaviors on private choice. 
We returned back to the Fundamental Coase Theorem. The conditions of transaction cost, which are determined by institutional environment, affect private decisions of individuals on the choice problem between market exchange and contract. 
Figure 2 (Institutional Structure and Transaction Costs) illustrates the relations between modes of institutional structure and transaction costs which a business activity has to bear under presumed mode of institutional structure. Figure 2 indicates a trend of growing transaction costs proportionately with the distance by which institutional structure is detached from market environment.
The transaction costs, which incur to, for instance, security exchange trading transaction in the financial market, may be no more than commission fees and tax assigned to security exchange trading. If a business stretches out off market organization over to non-market organization in the field of public services, transaction costs tend to rise. If a business pertains mostly to the activities of public choice, e.g. in the case of a political project intending to elect a political leader, for instance, Barack Obama to be the President of the U.S., transaction costs may reach the crest.
However, it’s worth reiterating that Figure 2 doesn’t indicate ex ante one-to-one correspondence relationship between institution and transaction costs. Figure 2 merely indicates the direction of ex post trend change of transaction costs in connection with the changes of institutional structure. 
Equation TC reminds us of the possibility to hold transaction costs downward to a lower margin according to entrepreneurs’ role and ability. The competitive process forces entrepreneurs to detect new business models to slim not merely production cost, but also transaction cost.
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In this regard, the question we cannot avoid to encounter is if the long run trend of institutional changes will reduce transaction costs in general.
Proposition 1 (Representative Democracy and Market Liberalism): The combined scheme of representative democracy and market liberalism will create an institutional environment which tends to reduce transaction cost in general.
  Later in this paper, empirical evidences of trade policy chronicle and public supply of judicial services will be presented to address the question raised from Proposition 1.

IV.
Imperfect Property Rights and Entrepreneurship
Irrelevance of Utilitarian Welfare Comparison
  The welfare compensation principle, either a la Hicks-Kaldor or a la Pareto, essentially presumes that mere welfare comparisons are reliable means we can trust in a way to find resolution to the problems which break out from interest conflicts among different individuals. It is an idle fancy. It is the fancy of constructivistism approach in social science. Such a fancy is valid only when transaction cost is presumed nil.

Despite the difference of titles, all the welfare comparison approach seems to boil down to the justice debate, which was addressed by J.S. Mill(1863).
Who shall decide between these appeals to conflicting principles of justice? Justice has in this case two sides to it, which it is impossible to bring in to harmony, and the two disputants have chosen opposite sides: the one looks to what it is just that the individual should receive, the other to what it is just that the community should give. Each, from his own point of view, is unanswerable: and any choice between them, on grounds of justice, must be perfectly arbitrary. Social utility alone can decide the preference.

Mill’s utilitarian solution is valid only upon the presumption of transaction cost being nil. 
Proposition 2 (Irrelevance of Utilitarian Welfare Comparison): If transaction costs are not nil, the Utilitarian welfare comparison approach is irrelevant to the resolving the struggle on interest conflicts among multiple individuals.
Since the prehistoric age onwards, human history has been the history of struggle on interest conflicts among human beings, not so much between human beings and sheer nature. Such struggle on interest conflicts never becomes relieved out of relational disarray without an agony in group psychology or without sufficient time elapse.

In the condition of interest conflicts among individuals, the Fundamental Coase Theorem applies, although the possibility of contract as outcome of individual’s choice, alternative to market exchange, is excluded in the Utilitarian welfare comparison.
Imperfect Property Rights 
In a human society which is constituted by multiple individuals, crash of interests and conflicts among individuals are liable to lodge regardless of time and location. Human history may be all but records on how to deal with the problems related to the resolution of these conflicts. 
Imperfect information(implicit contract, Akerlof 1982; relational contract, Williamson 1985), informational asymmetry(agency theory, Jensen and Meckling 1976; Fama and Jensen 1983), opportunistic behavior of economic agents, holdout(holdout Alchian and Woodward 1988; moral hazard, Williamson 1985), etc. are the phenomena, which tend to increase transaction costs and harm the stability of community life. 

Researches in cognitive science clearly underscore the cognizance limit of human intelligence(Simon 1957, Kahneman 1994, Lee 2008). For instance, herd behavior(Shiller 1981) tends to give rise to the phenomena of speculative bubble so as to raise transaction costs. 

Moral codes or ethics appeared to address the problems. In other words, the development of institutions unfolds how human society responds to this essential problem.

Although institutions were set out to resolve interest conflicts, they are never perfect to prevent the outbreak of conflicts. Although legal logic may claim perfection or near-perfection in property right arguments, the reality conditions which individuals have to encounter in connection with specific businesses will never remain free from the risk of interest conflicts.
The existence of interest conflicts or opportunistic behavior indicates the possible impairment or nullification of property right. It is precisely the situation of non-zero transaction cost.

Proposition 3 (Imperfect Property Rights): Property rights are imperfect to the extent of vulnerability to interest conflicts, opportunistic behavior and to the extent of institutional incompleteness.

The conception of property rights may incidentally appear to set up for the outcomes of any business activities. However, the legislation of legal institutions, which identify, enforce and police the ownership, has to be carried out only through the political process of legislation. Therefore, legal institutions predicate formula statues addressing merely generic principles, which should be interpreted before being applied to individual cases of ownership conflicts, contracts or torts disputes.

It is improvable that legal institutions attain perfection in the agility or consistency with other laws. More often than not, their implementation steps to individual cases of ownership conflicts, contracts or torts disputes are far short from propriety, unanimity or consistency. To the extent of shortage in legal power, moral codes function with a limited effectiveness for the propriety of property rights, contracts or torts.

Entrepreneurship 
How would the people learn to deal with such crashes of interests or conflicts among individuals? Would it be the institution that settles the problems from the outset? No, because institutional development takes the elapse of time. 

Upon encountering circumstances as such, individual crash of interests or conflicts would be addressed impromptu to the occasion. It is identified as entrepreneurship in this paper (Schumpeter 1934). 
Proposition 4 (Entrepreneurial Business Model): Incidental conflicts of interests may be addressed by the entrepreneurship so that transaction cost becomes contained within such a value range that allows business models to set off for the transactions in either market exchange or contract making.

Entrepreneurship tends to function as vehicle to settle down or stitch the problems so that transaction costs become restrained to such a confine as to be tenable to the environment of the transactions in either market exchange or contract making. The entrepreneurship works out to contain possibly diverging distribution of transaction costs within a stable spread.
 
Institution emerges afterwards past repeated incidences of interest conflicts. After repeated breakthroughs by means of entrepreneurship, new conventions or customs, regulation, precedents, common or statutory law tend to be established.
V. 
Institutional Path Dependence

Such incomplete scheme of property rights, contract or tort tends to render conflicts of interests related to market institutions prevalent in the society.
 

Proposition 2 (Irrelevance of Utilitarian Welfare Comparison) confirms that if non-zero transaction cost is taken for granted, such approaches as to compare welfares among alternative outcomes are irrelevant. As Proposition 4 (Entrepreneurial Business Model) cites, the entrepreneur seems to be reliable pilot standing savvy in efforts to navigate the way out of the territory of confusion arising from interests conflicts and non-zero transaction cost. 
Figure 2 (Incomplete Market Institutions) depicts an image of how the entrepreneur works out business models in the institutional environment of incomplete market institutions related to property rights, contracts, torts. An entrepreneur picks up relevant market institutions and teams up bounded-rational market actors to build a business model.
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Highlights of Figure 3 is that it shed lights on the stories telling how new institutions come into being and unfolding the roles played by the entrepreneurs in the process. 
Regardless of business area, the institutions pertaining to market activities are not expected to be established at the outset. The entrepreneurship of businessmen sets out to cope with the institutional deficiency related to market activities and draw out business models, which are rendered operative for market or non-market(contract) transactions. The insufficient development of market institutions are made up by mobilizing personal networks of businessmen or hitting on the innovative ideas.
As similar businesses repeat by being lured by possible profit prospects, the problems of institutional deficiency of property rights, contracts, torts become unfolded and lead the public to the recognition on the needs to introduce new market institutions which will make up for the deficiency. This is how new market institutions become set up, the image of which is described in Figure 3 (Incomplete Market Institutions).
Figure 1 (Institution and Transaction Cost) displays the channel of public choice to deliver industrial or private sector’s desires to the public sector by the symbol of arrow pointing to public choice but starting from private choice.
Proposition 5 (Path Dependence of Institutional Development): Under the institutional condition of incomplete property rights, repeated practices of business, which are promoted by entrepreneurship, tend to locate needs to introduce new institutions to make up for the institutional incompleteness.

The market institutions, which were introduced as such, tend to attract the inflow of new enterprises into related business areas. Repeated businesses help nudge market institutions further into a developed mode. Thus, market institutions in this business area track an evolutionary process and appear to be different from those in other business areas after a passage of time.
It is the path dependence of institutional development. 
VI.
Evidences

Evidences revealing the validity of Proposition 5 (Path Dependence of Institutional Development) seem to exist abound in history. Common law is a typical example of path dependence of institutional development. The difference of tradition between common law and code law cuts a differential figure, which turns up along the course of progressing path dependence.
For some businesses, market institutions lay out solid and more complete legal ground for property rights. However, for other businesses, property rights hold incomplete effects. This is true particularly to newly introduced or innovative enterprises. The institutional development to consolidate the legal foundation of property rights follows evolutionary process as business practices repeat by entrepreneurs.
Two cases drawn out from Korean examples are presented as evidences of evolutionary development process of market institutions, thus cases vindicating for path dependence. One is a trend in trade policy changes. The other is the supply policy of judiciary services of the government. 
Trade Policy Changes

[image: image4.png]Figure 4: Chronology of Trade Policy Changes

Complete

Contral [
Foreign Trade Restricion 1945.1
Foreign Trade Permission
Ordinance 13467

Reguistons on Import Export
Commorites 1945 4

Prce Cortrol Ordinance on
Import-Export Commorites 1347.7

Exportmport Link System 1852-65
Import Quota System 195258
Export Financing Measures 19505
Berter-Trade Measures 18525
Preferential Foreign Exchange

Measures 1951-53  Foreign Exchange

Bourty on Exports  acmistation Law 1961.12

(mports llowed within
Partial Foreion Trade  foreign exchange quota)
Control Law1S57 12 Customs Law1961

Posiive List System forImport
Tentative Measure Law for
Granting Export Bourty 1951 4
Export Promtion Law 1362.3
ExportInspection Law 13524
Export Associaton Law 19613
Enlerged Export Promofion
Convertion 196212
(ExportPromation Commission)
Founding KOTRA 19628
Tan ncentive Messure for Export
Periocc Publc Nofice
of mport tems 1965
(Neetive List System)
Internstonal Commerce Law 1967.1
Partial ExportInsurence Law 1968.12
—————Esportimoon Bank Law
Liberalization Industial Site Development Law
for Export Industries Revision o nternational
Commerce Law 17012 197212
(Automatic Approval tems System)
Revisionof Foreign Exchange
cministration Law(publc service
of exportimport permission
ransferred from Ministry of Trade
and ndustry o Korea Forcign
Exchangs Bark)
Authorization Reiste for
General Trading Company 1975.4

Complete
Liberalization

Import Liseralzaton in 19805
(with compensating tarif)
Diversification of Inport

Partner Courties)
Internationsl Trace
Law 1368.12
1945 1950 1955 1950 1955 1970 1975 1380 1985




Figure 4 (Chronology of Trade Policy Changes) displays the mainstay of trade policy laws and ordinances in Korea, which were implemented by the government from the National Independence in 1945 to 1985. Individual policies are classified and rearranged according to the extent gauging liberalization progress so as to be arranged along the categories entitled from Complete Control to Complete Liberalization.
The striking feature of Figure 4 is the trend direction of trade policies in Korea. Trade policies have consistently moved to the direction of liberalization since the outset of National Independence. The salient feature of Figure 4 is the gradual and proactive liberalization progress of trade policies. 
It is well known that during this period, Korea achieved an unprecedentedly high economic growth starting with 67 US dollars of GNP per capita in 1955 to 2,643 US dollars in 1986 and 10,159 US dollars in 2001. Figure 4 seems to envision that the gradual economic growth keeps pace with stepwise changes of legal institutions of trade policy toward the direction of liberalization. 
Such a directional correlation of two trends looks like a historical evidence upholding the thesis of Proposition 5 (Path Dependence of Institutional Development). At the same time, the evidence, which unfolds the trend of development in market institutions, seems to endorse the argument of Proposition 1 (Representative Democracy and Market Liberalism).
Early years when property rights are incompletely defined in trade policy institutions, the outbreak of entrepreneurship drives economic growth, which creates needs to develop liberalized trade policies complying with the protection of property rights. 

New business models are introduced from the new layers of these institutions, which strike out next steps of economic growth, which in turn foster the progression of next steps of institutional development in trade policy, so that the path of economic development and institutional changes gets to be outlined.

Policy Trend in Judiciary Services Supply
The trend direction of institutional development and gradual progressivism of its implementation are well demonstrated in government policies on judiciary services supply. Figure 5 (Number of Civil Lawsuits Per Capita) displays the annual trend of formal civil lawsuit cases per capita in Korea, which reveals a steep rise of numbers since 1966 through 2001. 
The formal civil lawsuit cases per capita stand for people’s demands for judiciary services. The change of people’s demands for judiciary services is gauged by the speed of growth and direction of the trend.
Figure 6 (Number of Population Per Lawyer) draws a declining trend of the population divided by the number of registered lawyers. The number of registered lawyers indicates the supply of judiciary services, which is controlled by the government through the public management of bar exam. The declining trend of the population per lawyer indicates the increasing supply of judiciary services.
The correlation coefficient, which was computed from two trend statistics, registers at – 0.9467(13.96), where the number in the parentheses is t-statistics. 
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Such large correlation coefficient as close to unity with a high level of statistical significance seems to vindicate the increasing supply of judiciary services accorded with increasing social demands for judiciary services.
The augmentation of annual addition to registered lawyers is determined by the passing number of public bar exam, which is determined as steps of policy implementation by the government. It is those among registered lawyers that have political influence on the making of policies regarding the administration of public bar exam. Obviously, they have stakes on the policy administration with inclination to fortify the monopolistic supplier’s position of judiciary services by lessening the passing number of bar exam.
The increasing trend of passing number at the bar exam, notwithstanding the hindrance of stake holders, to accommodate the growing social demands for judiciary services, which emerged as outgrowth of economic growth, seems to present an evidence to vindicate the validity of the argument for path dependence of institutional changes. 
Figure 1 (Institution and Transaction Cost) draws the seemingly effective-looking representative democratic channel line along which the messages of private autonomous choice delivers to the decision mechanism of public choice. Again, the argument of Proposition 1 (Representative Democracy and Market Liberalism) seems to be upheld.
VII.
Concluding Remarks
The concept of transaction cost (R. Coase 1937) laid out a new dimension by means of which to envision the world of institution in the theoretical structure of neoclassical economics. Institutions, which used to be treated as exogenous variable in neoclassical economics, became to take an positive role as endogenous variable when they are represented as transaction cost.
However, transaction cost is not able to replace institution. Individual institutions are not identified by transaction cost and vice versa. 
The condition of non-zero transaction cost indicates the environment where interests among individuals may conflict against each other but the conflicts cannot be resolved without friction.

Institutions are the outcome of historical wisdoms which were devised to deal with distresses and perplexities arising from interest conflicts, with less friction, which have been prevailing hitherto from ever before and will continue to prevail in the future in the mundane world.
In this context, any welfare comparison approach, either Kaldor-Hicks, Pareto or even Coasean Criteria, proposes no remedy to settle the interest conflicts. In fact, welfare comparison approach is effective only in the condition of zero transaction cost.
However, institutions are essentially not complete in the competence of jurisprudence and legal enforcements to uphold the identity, constitutionality and consistency of every property right. This is particularly so when new concepts of businesses are created. The reason is that the invention of new business precedes the introduction of governing institutions, e.g. rules. The establishment of rules follows to deal with frictions arising from upcoming interest conflicts.
It is the entrepreneurship that contains the transaction costs of business models within the range of control to allow the transaction tenable for market exchange. More extensive bands of transactions are carried out, by entrepreneurs, for non-market exchanges if accompanied with larger values of transaction cost. 
Under the institutional environment marked with incomplete property rights, the economic growth, which emerges as being propelled by business models which are introduced and promoted by entrepreneurs, connects to the development of institutions regarding property rights and eventually leads to the recursive development path oscillating between institutional development and economic growth.
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� Cited from Dennis C. Mueller(2003), p.84.


� For the elaborate discussion of Fundamental Coase Theorem, please, refer to Rhee(2009a).


� Quoted from Rhee(2009a), P3.


� Despite Coase(1960)’s attempts to distinguish his own approach from Pigou(1912), most of Coasean approach rely on welfare comparisons, which essentially presume zero transaction cost.  


� J.S. Mill(1863), Utilitarianism, digital edition of 2005 Salvio Marcelo Soares, §30 p.76.


� The fact that human history succeeded in disseminating liberty to increasing number of population may be firm evidence vindicating the successful attainment of institutional development in the history.


� Entrepreneurship, the concept of which was first introduced to our recognition by J.A. Schumpeter, seems to propose remedy to historian school, which stay astray by being blocked in the maze of institution, as well as to Austrian school, which suffers from indigenous handicap due to lack in institution concept. 


� Such incomplete scheme of property rights seems to undermine the underpinning of traditional economic doctrines. The equilibrium analysis of neoclassical school relies crucially on ceteris paribus assumption. The volatility of institutional environment, which may be catalyzed  by interests conflicts stemming from incomplete property rights but remaining unleashed unstable due to non-zero transaction cost, tends to shatter the basic layer of equilibrium analysis approach. When combined with the limited capability of human cognizance, the volatility tends to exacerbate through the interaction process between economic variables and institutional condition.
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