
Lecture 4. Transaction costs 



Key questions 

What are transaction costs and what types of 

transaction costs exist? 

 

How transaction cost influence the choice of 

governance model? 



Transaction cost: approaches to definition 

Approach proposed by Ronald Coase 
• Starting question: WHY firms? 

• Cost of market mechanism functioning 

  

Integral approach 
• Cost of functioning of various governance structures 

 



Transaction cost classification: (North - Eggertsson)  
[Ex ante] 

Search cost 
• Search strategies (how search is organized) 

• Anonymous market 

• Specialized agents 

• Social networks 

 

• What agents search for? 

• Prices 

• Quality 

• Information about potential partners 

 





Transaction cost classification: (North - Eggertsson)  
[Ex ante] 

Search cost 

Search Theory or Economics of Search 

• Stigler, George J. (1961). "The economics of information". Journal of 

Political Economy 69 (3): 213–225. Nobel Prize (1982) 

• Maarten Janssen - http://www.hse.ru/org/persons/28281083  

 

http://www.hse.ru/org/persons/28281083






Transaction cost classification: (North - Eggertsson)  
[Ex ante] 

Bargaining costs, including 

 

Communication cost 
• Direct bargaining costs (due to language and cultural differences) 

 

Strategic cost 

• Signals to potential partners 

 

Cost of delayed agreement 

• Alternative costs 

 



Transaction cost classification: (North - Eggertsson)  
[Ex ante] 

Bargaining cost 

Bargaining theory, Mechanism design, Auction theory 

• Nobel Prize (2007): Leonid Hurwicz, Eric Maskin, and Roger 

Myerson "for having laid the foundations of mechanism design 

theory" 

• Nobel Prize (1996): William Spencer Vickrey and James Mirrlees for 

their research into the economic theory of incentives under 

asymmetric information 

 

Contract-making cost 
• Lawyer costs  

• Taxes as transaction goods 

 



Transaction cost classification: (North - Eggertsson)  
[Ex post] 

Monitoring 

Direct and indirect cost of monitoring 



Transaction cost classification (North - Eggertsson)  
[Ex post] 

Enforcement cost 
 

Incentive / Effective wages 

 

Can social networks be used for enforcement? At what cost?  

 

Taxes as transaction goods (we pay to get access to enforcement 

system) 

 

 



Transaction goods 

– institutions and technologies that individuals can get 

access to (on free or paid basis) with the aim to decrease 

individual costs of transacting (transaction cost)  



Transaction goods 

Fields Transaction goods 

Contracts 
Standard forms of contracts; 

Enforcement system 

Measurement 
Money; metrology; quality 

standards 

Property rights protection 
Titles of ownership;  

Court and penitentiary systems 

Informational infrastructure Legal and statistical information 



Enforcement  

Enforcing party Enforcement system 

First party  

Actor Self-control 

Second party 

Other participants of social 

interaction 

  

Control from the other participants 

Third party 

Social group 

 

 

State 

Informal control from the social group 

Law system 



Transaction cost classification (North - Eggertsson)  
[Ex post] 

Protection from 3rd parties 

State 

Competitors  

Organized crime etc 

 



Transaction cost classification: (North - Eggertsson) 

Ex ante 

Search cost 

Bargaining cost 

Contract-making cost 

 

Ex post 

Monitoring cost 

Enforcement cost 

Protection from 3rd party 



Example: Repair of apartment 

Transaction cost Do-it-yourself 
Informal repair 

team 
Official repair firm 

Information search 
Search at building 

materials market 

Search for the team, 

collecting information 

about alternatives 

Firm search, search 

for information about 

this firm and its 

alternatives 

Bargaining 
Bargaining with 

individual sellers 

Bargaining over work 

conditions 
--- 

Contract-making 

activities 
--- --- 

Analysis of standard 

contract 

Monitoring --- 
Monitoring over 

quality 
--- 

Enforcement --- 
Enforcement (need 

to eliminate defects) 
Court costs 

Protection from 3rd 

parties 

Obtaining permission 

to redevelop the 

apartment 

Interactions with with 

the Labour 

Inspection and the 

Migration Service 

--- 



Classification of goods based on measurement cost 

Inspection goods 

Experimental goods  

Credence goods 

 

Institutions and mechanisms that help to decrease 

transaction costs 
• Warranties 

• Standards 

• Licenses 

• Trademarks 

• Reputation 

 


