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ABSTRACT

The study about resources allocation of markets is a big opic in
Economics. Disregarding institutional factor, the Neo-Classical
School of Economics, base on the relationship between supply and
demand, analyses abstractly how markets allocate resources effi-
ciently . Indeed, the process of resources allocation of markets will be
rectified by institutional factors of politics, economy and cul-
ture. The study about rectification of market mechanism is directive
and explorative in the development of Economics. It also provides an
answer for an important real-life economical problem, how markets
allocate resources rationally in a specific social institution. The study
has special meaning to deepen the advancement of market mecha-
nism in China and ensures the smooth and efficient running of Socia-
listic Market Economy.Guided by Marxism Economic Theory, fol-
lowing the analysis process of the Neo-Classical Market Theory and
absorbing the achievement of the Institution School of Economics,
the thesis analyses and explores how resources allocation of markets
is rectified by social and economical institutional factors.

The first part, including Chapter One and Two, is the basis for
the analysis and logical development in the whole thesis.

Chapter One: The Analysis of Three Important Theories about
resources allocation of markets. It briefly introduces different analys-
is about resources allocation of markets by the Neo-Classic School,
the Institution School and Marxism with the analysis method of
comparing . The author has got the following conclusion. The analysis

of resources allocation under the model of perfect competitive market
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by the Neo-Classical School is the basis and starting point of analysis
of market mechanism in Economics.But it is just an abstract theo-
retical analysis and lack of the capacity to explain real-life situ-
ations. Therefore, it is trapped in a deep crisis of ration.Marxist
Economic Theory focuses on social relationship. However, the analy-
sis of resources allocation of markets is an important part of Marxist
Economic Theory.The Marxist Economic Theory’s analysis of re-
sources allocation is based on the Labor Value Theory and the Resid-
ual Value Theory. It starts from the dual nature of labor and discov-
ers the characteristics of resources allocation in Capitalist Market
Economy. Integrating institutional factors of society and economy,
Marxism provides a materialistic dialectic analysis of resources alloca-
tion of markets critically.It points out the efficiency of market
mechanism and also analyses the historical restriction of market
mechanism. The Neo-Institution School applies the Neo-Classic
School’ s framework of analysis, adds the variable of institution,
bases on transaction costs to make an analysis of resources allocation
of markets. The analysis is actually a development and rectification
of the Neo-Classical School’s analysis.

Chapter Two: Market Institution Theory.The Neo-Classical
School disregarding the social relations, analyses market and con-
cludes that market is the relationship between demand and supply. It
is a mechanism that buyers and sellers interact each other and deter-
mines price and quantity. Marxism concludes that market implies the
nature of the relationship between commodity owners. The Neo-In-
stitution School concludes that market is the sum of exchange of
commodity and commodity ownership.Its nature is exchange of
ownership. Therefore, they define market as a group of institutional

factors. Integrating the knowledge of market of these three schools,
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the author concludes that market is a set of institutional factors.I-
nstitution is the base for market.Market Institution consists of three
layers from internal to external: the institution of transaction, pow-
er of politics and law, and moral values.In order to ensure smooth
running and healthy development of market economy, these three
layers must match, complement each other and form an efficient
system.

The Second part is from Chapter Two to Chapter Seven.On the
point of view that market is a set of institutional factors, following
the analysis logic of the Neo-Classical School’s Value Theory, inte-
grating the variable of institution into the Neo-Classical School’ s
framework of analysis, this part analyses how resources allocation of
markets is affected and rectified by institutional factors.In other
words, it is a new approach and review of the Neo-Classical School’
s Price Theory by irtroducing the variable of institutional factor.

According to the Neo-Classical School’s Price Theory, resources
allocation in market is realized through consumers’ and producers’
rational process of choice. Therefcre, in order to analyse the rectifi-
cation of resources allocation of markets, we must firstly analyse
how the choices of behaviors of consumers and producers is affected
and rectified by institutional factors.For this purpose, in Chapter
Three and Four, the author base on the Neo-Classical School’s mod-
el of behavior of choice, apply institutional factors as ingenuous vari-
ables to analyse how institutional factors affect and rectify consum-
ers anda producers’ behavior of choice.

Chapter Three: Rectification of Institutional Factors on Con-
sumers Behavior of Choice. Institutional factor is not just external
condition influencing the process of consumers’ behavior of choice in

market economy.lt also affects and rectifies Neo-Classical School



4 THERRENEEELE

Price Theory’s external assumptions such as Consumers” Freedom of
Choice, Perfect Price Elasticity, Budget Restriction, Free Flow of
Productive Factors.Based on this framework, the author concludes
that the formation and change of consumers’ utility or preference are
influenced by institutional factors. The determination of utility func-
tion is not just based on quantity of commodity, but also institution-
al factors involved in commodity, especially the institutional factor
as the right and benefit. Furthermore, the author concludes that in-
stitutional factor also affects consumer’s consumption budget and rel-
ative price of commodity and then encourages or restricts consumers’
behavior of choice. Therefore, institutional factors affect and rectify
consumers set of choices and set of budget.At last, integrating
above analysis in two different fields, it is concluded that consumers’
equilibrium and demand function are influenced and rectified by the
variable of institutional factor.

Chapter Four: Rectification of Institutional Factors on Choice
of Producers” Behavior. The analysis in this chapter is closely related
to Chapter Three. It applies the same analysis logic. Integrating the
enterprise theories of the Neo-Classical School, Neo-Institution
School and Marxism Economic Theory, the author concludes that
enterprise is not just an organization for production but also a frame-
work of contracts and it implies a specific social economic relation-
ship. Therefore, the enterprise’s process of resources allocation and
organization of production must meet technical requirements of pro-
duction process and depend on its internal and external institutional
factors.Because of this, the author empirically analyse how the pro-
duction function and cost function is influenced and rectified by in-
stitutional factor and conclude that the variable of institutional factor

affect and rectify producers’ equilibrium and supply function.



