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Abstract

This thesis employs the New — and — Old property rights
method, endeavors to provide a way to understand the property
rights and authoritative nature of firms form the angle of control ca-
pability for key resources.

In 1980s, Grossman & Hart (1986), Hart & More (1990)
developed a framework of property rights structure. They hold that
assets are used to produce revenue when two participants are in-
volved in a transactional relationship.If it is costly to specify all the
special uses of an asset in a contract, maybe the most appropriate
way is for one party to buy all the residual rights from the other par-
ty . The residual rights are a gain for the buyer and a loss for the sell-
er, which inevitably leads to the distortion of incentive mecha-
nisms. An efficient allocation of property rights, therefore, is that
the gains of the buyer from the residual rights must be able to com-

pensate the loss of the seller. The most important party for the in-
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vestment ought to be assigned with the residual rights.

Grossman — Hart — More contribute a lot to the contract theory
of firms.As they have pointed out, the literatures on transaction
cost hereto emphasize the incomplete contract will lead to a non — in-
tegrated relationships (i.e.market transaction) and therefore a re-
sult that is inferior to the complete case.This implies a hypothesis
that integration can lead to a result that only complete contract could
achieve. Their model considers not only the gains but also the cost
from integration. They believe that it is meaningful not only to con-
fine the comparison between integration and non — integration,
more analysis should be focused on the comparison within integra-
tions of one kind and another. The problem is not only that whether
the integration should occur or not, but more important thing is
that which party should implement the integration process. Residual
rights are bought by one party, which causes a loss to the other. An
integration, therefore, cannot eliminate the problem of incentive,
though it can alter the motive of opportunists and distorted behav-
ior. The optimal integration should assign the control rights to the
party, whose investment decisions are more important than other
party. If the investment decisions are equally important, non — inte-
gration may be a more efficient arrangement.

Grossman — Hart — Moore’s new property rights method are im-
perfect in the following points.

Firstly, some strict hypotheses are necessary for the new prop-

erty rights method, e.g., it assumes that there exists no confirma-
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Abstract

tion cost and assessing cost, it also neglects the multiple nature of
assets. The new property rights method defines the ownership as the
residual control rights, which is helpless in solving the vague prob-
lems of ownership in old property rights method.

Secondly, it is problematic to define the firm as a component of
material assets.Firms are not only the simple accumulation of physi-
cal assets, they are a nexus of contacts formed by the owners of hu-
man capital as well as non — human capital. The aim of firms are not
confined to the distribution problem, but also to the maximization
of joint residual rents.

Thirdly, the new property rights method proves that capital
should employ labor in the allocation of property rights, for the
ownership of material assets are more important. The thesis holds
the view that whether the capital should employ labor or vice versa
depends on the specific conditions and the bargaining power of the
two parties.

Fourthly, the new property rights method is a static analysis,
neglecting the dynamic bargaining process, which is the most im-
portant characteristics of a firm as an incomplete contract.For mar-
ket, the power is defined once and for all, while the power in the
firm needs to redefined. Therefore, it should be dynamic model.

The thesis is thus developed according the problems mentioned
above;

In chapter 2, old property rights method analyzes the differ-

ence between various kinds of property rights from the angle of

3



