Path Analyses of Institutional Change
A Game Theory Framework and Its Applications
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Preface

In recent years, as the application of new institutional eco-
nomic theory, economics of information and game theory has
evolved, the research of economics has advanced rapidly.

At the end of 1980s, the theory of new institutional eco-
nomics was introduced to China. The new institutional economics
(NIE) mainly analyzes how organizations and institutions affect
interactions among agents in social economic contexts, which is
quite similar to that of game theory, an important branch of mod-
ern economics. Game theory is largely applied in the research of
agents’ inter-affection and choice in social economic contexts. It
shows there is much in common between new institutional eco-
nomics and game theory in terms of research method and objec-
tive. The research methods and tools applied in game theory have
‘advantages over the others in the field of new institutional eco-
nomics. So game theory is becoming a mathematical analytical
tool in new institutional economics.

The basic method of game theory is one of the most rapidly-
developing tools for economic analysis and has been widely applied
in theory economics in recent years. The development of game
theory is beyond people’s expectation. The method of game the-
ory is quite different from decision model in new classical colliga-
tion. It presents a realistic theoretical tool to analyze multiple and
dynamic theoretical arrangements and complicated manufacturer
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behavior. Now the economics of information and organizational
theory almost are well established in the language of Game Theo-
ry. In recent years, the Nobel Prize for Economics Sciences has
been awarded to economists who involved in research and applica-
tion of game theory.

As the origin of an institution concerned, we can treat insti-
tutions as the equilibrium of repeated games. The method of game
theory helps us understand and interpret institutions in depth.
Following to the principle of game theory, we will be able to ana-
lyze and interpret institutions, institutional change by aids of
methods of game theory. Furthermore, it is also possible to make
more-in-depth investigation on some key problems in China
economic system reform.

The main aim of this book is to study institutions, institu-
tional change and analyze practical problems in the China econom-
ic system reform using the method of game theory. I try to make
a breakthrough in following three aspects: (1) Explanation of in-
stitutions and institutional change, (2) Demonstration of origin of
property rights and (3) Analysis of some typical cases in China
economic system reform and investigation of the path of Chinese
institutional change.

The book is divided into two parts. Part 1 is basic theory,
Part I refers to application of game theory. In part one, I give a
summary on the development of game theory and new institutional
economics with the emphasis on the compatibility between game
theory and new institutional economics in terms of research
method. Meanwhile, I will demonstrate the origin of property
rights by using a dynamic game model with incomplete informa-
tion. This is a basic model and supposed to be suitable not only for
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analysis of property rights, but also other equivalent institutions,
such as institutions of rights given to individuals and collectives by
law and formal institutions. In Part II, [ analyze some typical
phenomenon in China economic system reform by means of game
theory, for instance, the myth of TVEs and transfer of SOEs’
control rights, etc. Finally, I will demonstrate the path of Chi-

nese economic system change from the point of view of game theo-

ry.
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