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Résumé

Economics as a social science is heavily debated nowadays. This is not new: ever since economics
pretends to be a ‘hard’ science a number of difficulties have arisen: economics adapts the methods
of physics, which is inappropriate for a social science, economics neglects human behaviour which
is central to social science, economics makes universal claims, which no partial analysis can,
economics has been conquered by mathematicians, which has eliminated the process analysis from
the discipline, and many other types of criticism. In Part | of this paper | will briefly discuss those
familiar problems, then raise the question how economics could be developed into a real social
science, what the consequences for the curriculum would be and how those changes could be
implemented. | will add in the second part some remarks about three schools in economics that
should be part of a pluralistic approach: Neoclassical economics (NCE), New Institutional
Economics (NIE) and Original Institutional Economics (OIE).

|. What isWrongwith Economicsand how to Restoreit ?

Economics is about the production, distribution and consumption of scarce goods and

sarvices. Economics is about how human beings take decisons concerning the alocation of scarce
resources. Economics is about the understanding, explanation and prediction of those issues. what is
the optimd scde of production, what is the efficient mode of organisation of the transaction of
labour, what is the necessary role of government in market economies, what...etc. Economics
develops theories in order to dtructure complex redities so we can better understand the
complexities around us, economics aso develops theories for explanaion which is more pretentious
and in the end economists would like to predict. Understanding, explanation and prediction are
related, but not necessarily dways pat of science. Economics could aso be satisfied with
underganding aone. The point is that for redisng for example predictions about firm's choices, or
outcomes at sectord level, or macro variables, the theorical congiructs have to be extremely abstract
(so-cdled dngle exit dtuations, see below); for the purpose of understanding the theoretica mode
can be more redigic and can dlow for ‘multi-exits. In other words: for different purposes, issues,
and problem definitions one should make use of different type of theories. Example: for issues of a
comparative datic nature, transaction cost economics is gppropriate, whereas for dynamic issues
like the change of the dructure of the firm, evolutionary economics is needed. What is wrong with
economicsis that the mainstream claims to be relevant for al economic issues.
Another problem concerns the clam of relevancy of economics under al possble conditions the
law of diminishing returns holds in Jgpan, France and the US, it holds now and 2000 years before
Chrig. Specific inditutional conditions of time and place ae irrdevant. What is wrong with
maingtream economicsiis that specific ingtitutional contexts do not meaiter.

If it is recognised that different issues demand for different theories and thet different conditions
demand for different theories, then ‘plurdism in economics is a deke. What is wrong in
economicsisthelack of plurdism.
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Beow | firg discuss how plurdism can be introduced into the curriculum.
Towards a pluralistic economics.

When classcad economics was succeeded by neoclassca economics the scope of andyss was
narowed down to margind andyss. Followed by modds of monopolisic competition and
oligopoly, economics was further narrowed down to so-cdled sngle exit Stuations (Latsis 1976).
The movement of American inditutiondism had never been dsrong and faded away after WWII.
Both a the level of micro economics and macro economics neoclassca economics have dominated
ever dnce. Keynesan economics was reduced to mechanicd rdationships. All this ssemed to
change in the mid seventies with the ariva of new inditutiond economics game theory, agency
theory and certainly transaction cost economics dlowed for uncertainty, different type of agents and
process andyss. Beow it will be explaned that now we have to conclude that the new ingtitutiona
economics is an important development in economics, but that it belongs to the same paradigm as
neoclassicad economics. The other paradigm that is needed for undersanding, explaining and
probably predicting economicsis the one of the so-caled origind ingtitutiona economics (OIE).

The bachelor-master programmes at the Rotterdam School of Economics (RSE)

As off September 2002 the RSE will offer a bacheor programme ‘Economics and Business,
indicating that both genera economics and business economics are pat of the programme. The
bachdor is trained in such way, tha she controls both mainstream economics a intermediate level
and the modern schools of new and origind inditutiona economics as well. The basics are taught in
the firg two and a hdf years, which are manly taught in Dutch and students have no choice. The
second part of the third bachelor year students can choose out of a wide variety of economic, but
aso non-economic topics offered in nationa or international programmes. After the bachdor the
gudent can follow magter programmes, which specidise in a specific domain (marketing, finance,
organisation, etc.), or combine economics with another discipline like law, politicd science (socid
economics), or opt for a more general programmes in which the students sdlect a combination of
their own interest to be subject to gpprova of the curriculum committee.

Bdow it is discussed how the implementation of plurdism in economics is atempted for. This has
an aspect of adminigtration and of content.

The introduction of plurdism from an adminigtrative point of view.
New administration of the department.

To implement mgor changes in the curriculum a decison making dructure is needed which dlows
for consultation, but which adso offers the dean the possbility to take decisons. That sounds
obvious, but in the Dutch context it is not. What was the Stuaion a couple of years ago? Like in
most countries the sxties of the last century had resulted in al kind of democratic councils
responsible for the adminigtration of the department. The professors, being the experts in a specific
domain of their gppointment and by law being extremely autonomous, had gradudly diminated the
democratic inditutions at decentralised level (vakgroepen en vakgroepsraden), whereas at centra
level the faculty council had blocked most of the decison making power of the board. The faculty
council was, because of changing codlitions, not able to develop a clear policy, whereas the board
could not do much more then ratify the weak compromises of the council. The result was a faculty
of idands of expertise, which were not to be coordinated in terms of research programmes and
curricula Those autonomous kingdoms developed in highly respected expertise centres, but the
univergty, faculty and department as a whole was not a coherent ingtitution. With respect to the
curriculum of economics this resulted into a programme with good and sometimes excdlent
courses, but in generd characterised by a lack of consstency. The programme was aso dominated
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by maingtream economics, which is to be explained in the same way as Thomas Kuhn explained the
maintenance of paradigms in his ‘dructure of scientific revolution’. The paradigm of neoclassca
economics dominated the committees that gppointed new staff, that discussed the programmes, etc.

With respect to the decison making structure of the faculty important changes took place ecently:
in the Netherlands the so-cdled MUB (Modernisation of University Administration) has creeted the
following structure:
- thedeanistheonly oneresponsblelike a CEO
- the council isonly advisory
- the dean gppoints two vice deans. one for research, one for the programme (director of
studies), who operate under the dean’ s respongbility.
- the director of studies decides about and determines the ‘demand side of the market'. He is
responsible for the consstency and quality of the programmes.
- the supply sde of the maket is in the hands of the so-called ‘capacity groups, who
organise the supply in a specific domain.
- that internd market is an organised markets with ‘relationa contracts, which are embedded
in carefully constructed consultation structures (Dutch Poldermoddl)

In this new adminidrative gsructure it is formaly possble to intervene in the programme from a
central point of view, but this will be only materidise after broad consultation (also the universty is
alearning organisation subject to path dependent developments and small room to manoeuvre).

The content of a pluralistic bachelor in economics

The growing criticism on economics has driven the debate a the RSE into the direction of
plurdism: next to the bascs of mandream economics the student should be wel traned in
inditutiona economics as wdl. The progranme ought to indude wel the foundeations of
economics. the Philosophy of Science in generd and of economics in particular, the Higtory of
economic thought, the Economic history and the Methods and Technics. Then the programme
should incdude the intermediate levd of mandream economics, including new inditutiond
economics, dso the programme should include the other paradigm of heterodox, inditutiond, or
social-politicd, evolutionary economics to be subsumed under the labd Origind Inditutiond
Economics (OIE) and findly the programme in the bachdor should touch upon issues of multi-
disciplinarity.

The implementation of the changes

To implement a fundamental change into an exiding programme is a difficult thing to do. Although
the forma decison procedure is ingaled, it is necessary that the proposed changed are accepted
broadly in the faulty community. So a lot of atention should be pad to communication and
consultation. At the same time one should organise the programme in such a way tha during the tri-
medters moments are available to integrate subjects and to have students work on cases in a
plurdigic setting. For that reason the RSE have reduced the number of courses available for
individud subjects like micro, finance, etc. to reserve short periods for the integration of the
theories and to apply these jointly to a case. Automaticaly the relevancy of economic theory for
goecific issues and under specific conditions will be shown, which simulates plurdigtic thinking.
Gradudly the rdevancy of the different schools in economics can be made more explicit jointly
with higorica, methodologicad and insrumental aspects. So far about the adminidrative and
content sides of theissue of pluralism in economics.

Persondly | consder NIE and specifically Transaction Cost Economics (TCE) as an appropriate
vehicle to demondrae the essentids of the different streams of thought in economics and to
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demongrate with empirical cases the idea of ‘different theories for different issues and ‘different
theories for different conditions. Beow | ded in more detall what to my opinion NCE, NIE and
OIE are about.

II. Thestylesof NCE, NIE and OIE

1. The style of neoclassical economics
Vaues and objectives

Wha is the purpose of the neoclasscd gyle? The heat of NCE is Genera Equilibrium Theory
with the Arrow-Debreu mode as the symbol. The objective of NCE is not podtive, but normative:
to predict optima outcomes of processes that result in equilibrium. The theory is designed to
predict optimal end states (Blaug 1998).

Technique

The technique usad for redisng the objective can be summarised as ‘create sngle exit Stuaions
(Latsis 1976). For that purpose actors are substantive rationd and able to caculate ex ante optimal
pogtions. The actors are podtioned in a crystd clear environment (market structure) that leaves
only one option open to the actors. the optima one. Otherwise the actor will not survive (cost to
high, price to high, no surviva of the fittest). In other words. a specificdly congructed actor, with a
gpecific motive (maximise utility/profit), placed in a specific environment cannot do anything dse
than caculate the one and only optima postion. _
Principa-agency theory belongs to this same, normative methodologica individudistic approach.
The only difference is information asymmetry and opportunistic behaviour, but because of
substantive rationdity the problem of *hidden action” can be solved by complete contracting.

Limitations

Because the assumptions are very abdract the explanatory power of the theory is limited.
Conventiondigts like Friedman and Machlup do not bother: the taste of the pudding lies not in the
ingredients, but in the predictive power of the theory. As long as the predictions are not fasfied,
the theory works. Latss (1976) demondrates how questionable testing in economics is (in case of
fddfication the reaction mogly is that such a gStuation is ‘bad for the facts). The famous ‘ceteris
paribus clause’ offers too many posshilities to ignore ‘non confirmations. Often corrdations are
shown, but what does a theory explan when the assumption about behaviour and information is
totdly different from redity and the hypothess is not fddfied? Corrdations do not show
causdities The quedion of the ‘redigicness of assumptions can dso be formulated in terms of
relevancy of the theory (Groenewegen and Vromen 1996): when is a specific theory rdevant given
the empiricad conditions a hand? Neodasscd economics clams universd rdevancy, but we will
see that ‘modern’ micro-theory, like new ingtitutiona economics, accepts the fact that ‘dl purpose
theory cannot exist and that the relevancy of the theoretica building depends of the correspondence
with the conditions a hand. We will see below how Williamson wrestles with that problem.

Devel opment

The concluson of Latds (1976) that mainstream neoclassicd economics is degenerating has been
supported  recently by many authors (see Blaug 1996 for a summay). In short: too much
mathematical rigour and too few causdities are explained. ‘Autistic economics, which concentrates
on the control of the technique has become a perfect example of ‘I’art pour I'art’:"there is much
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economic theory that is pursued for no better reason than its intellectual attraction; it is a good
game" (Hicks 1979, VIII)

' Two streams of thought are distinguished in agency theory: the normative one which deals with optimal contracting
and the positive one which focuses on explaining contracts in real markets. The latter version does not belong to the
neoclassical school, but is more part of institutional economics.

2. The style of new institutional economics
Vaues, objectives

The objective of NIE is to explan the inditution theat coordinates transactions, like in our case the
supply of an intermediate good. Why are firms coordinating the transaction interndly and not via a
market contract with a supplier? The production function (NCE) and normative contractud
approach (agency theory) do not open the box of the firm as an organisation; NIE does. At least the
question is rased why transaction ae organised by different inditutiond arangements like
contracts, hierarchies, or hybrids.

Two dreams can be diginguished (Rutherford 1994): the formdist (game theory) and literary
(transaction cost economics) style.

Gametheory

In the case of game theory the technique works as follows (Schotter 1994):

- "game theory dlows us to describe and andyze socid and economic Stuations as if they
were games of dtrategy

- a game of drategy is an abgract set of rules that congtrains the behaviour of players and
defines outcomes on the basis of actions taken by the players

- the rules specify: who the players are, the order in which the players will make their moves
and the choices that will be avalable to the players, as wel as the information the players
will have when making ther moves. Findly the rules specify how much utility each player
will receive depending on the choices of dl playersin the game'.

Following among others Hodgson (1988) and Blaug (1998), we conclude from the work of game
theorigts that it belongs undoubtedly to the neoclassica school (methodologica individudism,
deductivism) and that generd equilibrium theorisng has been replaced by a modern verson of
‘dngle-exit-theorisng’ . When the game is played as a one-shot cooperative game in which the pay-
offs are expressed in an one-dimensond varigdble, game theory ‘predicts the optima equilibrium
solution. In non-cooperative repeated games with multiple equilibriums, game theory is not able to
predict one optima outcome anymore and is in need of additiond information in order to reason
what type of equilibrium is to be expected. Inditutional conditions and historical paths of
development then become necessary complements to game theory. Aoki ( 2000) is a good example
of an economist, who applies the fundamentds of game theory to actud issues like the question
about the convergence of economic sysems and who is very wedl aware of the complementary
information of especidly higtoricd nature one needs in order to explan why out of the multiple
potentiad equilibria a specific one has or will come about. In the words of Rutherford (1994,21):

"It is, however, important to realize that institutional detail is often required in order to obtain a
deterministic solution to a game".
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Without doubt game theory has contributed to the understanding of the underlying mechanisms, but
without complementary information about inditutiona conditions game theory leaves many
questions unanswered.

Transaction cost economics

The purpose is to explain governance dructures that match specific types of transactions. Why are
gpecific transactions coordinated insde hierarchies and others via market contracts? Why do
internd labour markets exist and why are for some financia transactions externa markets used?

The technique of TCE can be summarised asfollows:

- thebasic unit of analyssisthe transaction

- identify potentia governance sructures, like vertical integration, a classcd market contract or a
hybrid like a subcontracting relation

- make plausble matches of types of transactions with governance structures using theoretica
ingghts from TCE concerning assat pecificity, opportunism, safeguards, farsghtedness, and
the like. Transaction ‘A’ will be matched with governance structure ‘X’ because of cost
€C0NoMiZing reasons

- tes by means of confirmation, assuming that a sdection mechanism sdects ex post the most
efficient governance structure

How has TCE devel oped since the mid —1970s?

Because of the introduction of bounded rationdlity next to opportunism, complete contracting is not
possble anymore. The big change compared to neoclasscad economics concerns this incomplete
contracting. Then safeguards, higher prices or refusng transactions, become understandable
(compare Maston 1996). Although TCE has proven to be useful for understanding organisation of
economic transactions from an economic perspective, two important limitations have become clear
over the years.

The fird limitation of TCE concerned the imposshility to explain different governance structures in
cae of identicd transactions. Why is the transaction of an intermediate good with identica
charecteridics in terms of asset specificity, frequency and uncertainty in Jgpan coordinated by
means of a subcontracting relation and in the US ingde a hierarchy? There should then be an extra
explanatory variable, which was first put asde by Williamson (1975) in the ‘atmosphere’, but later
explicitly taken on board as the ‘inditutiond environment' (Williamson 1996) . In figure 2 the
solid arrows indicate the reationships that are part of TCE explanations, the dotted arrows indicate
relationships that certainly exis in redity, but which are no pat of TCE andyss. | will come back
to these relationships when OIE is characterised.
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Figure 2.1 A Layer Schema
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The second limitation of TCE concerns its datic nature: TCE is only appropriate for comparative
daic andyds. Economic issues of dynamics, processes, analyss of adaptation, are not within the
reech of TCE. Williamson (1996 and 1998) extended the modd in such a way, that he clams
nowadays that TCE is cgpable to handle economic issues of dynamics, strategy and processes
(Williamson  1998). Four concepts (farsghtedness, sdective intervention, remediableness, and
gysgem andyss) illugrae his podtion and dso meke clear that dtretching the modd in that way in
order to serve new purposes can cause serious flaws in the theory itsdlf.

i:arsightedneﬁ

Centrd to TCE is the governance sructure of the contract and organisation. Anticipating, farsghted
actors foresee future opportunism and creste safeguards. So time, the future, is incorporated.
Lindenberg (1996) pointed to a conceptua inconsistency here: how far can actors look ahead? Not
far enough for complete contracts, but far enough to sdect the most efficient (‘fitter’) governance
gructure? Without further knowledge about the actors, their perceptions, the complexity around
hem, etc, it is not possble to decide what to assume about the nature of farsgghtedness in specific
cases. In other words: in some cases farsightedness is a redigtic assumption, but in other Stuations
is definitdy not; inditutiond, historicd and cognitive conditions matter and should be incorporated
in the anaysis.
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Remediableness

Although the concept of farsghtedness might suggest otherwise, Williamson did not develop his
theory into the direction of ‘ex ante sdection of the fitter'. Ex post sdection of the fitter is centra to
his gpproach, but as he noticed himsdf in 1985 ‘a theory of sdection is missng'. That is ill the
Stuation of today; when one concludes that actors are able to ‘remedy’ inefficient governance
structures and are able to replace them by more efficient ones (due to bounded rationdity these are
‘fitter’ and not the ‘fittest’), then such a explanation of existing governance structures demands an
indght into the sdection process. Additiondl information about the conditions in order to be able to
conlude about the possihilities of actors to sdect the fitter. Or the Test of Time is accepted: because
a specific governance gructure exist for a condgderable period it has to be the ‘fitter’ (What is, is
best).

Sdective intervention

Every governance dructure is efficent for gspecific transactions and less efficent for others
However, sdective intervention in the sense that for every transaction a Specific governance
dructure can be sdected, is in redity hardly possble Mosly discrete choices have to be made
resulting in, for instance, hierarchies, that have to coordinate a variety of transactions. For some of
these transactions the hierarchy will be less suitable, because for ingance it misses high powered
market incentives. However, once decided to have a hierarchy dso that specific transaction has to
be coordinated indde that hierarchy. Sdective intervention in the sense  of sdecting the optima
governance structure for every specific transaction Smply is not possible.

System andyss

Governance dructures like firms are sysems in which different dements are rdated. Changing one
edement because of transaction cost arguments, can be inefficient from a sysem perspective,
because in sysems different dements are ‘indtitutiondly interlocked” (Dore 2000, Aoki 2000).

According to Williamson TCE has demondrated a progressve development over the years. It
dated as a compadive datic andyss explaining the dichotomy of markets and hierarchies and
nowadays it is able to accommodate drategic decison maeking and the process of inditutiona
development.

"What | should like to emphasize are that 1) theories of organization that feature adaptations
should not be described as 'static' and 2) theories that rely on administration to accomplish
cooperative adaptation (sometimes by fiat) are very definitely concerned with 'management'.
The upshot is that transaction costs economics is very much an intertemporal, adaptive,
managerial exercise- although thisis not to say that more dynamic theories or more prominent
provisions for management are unneeded” (Williamson (1998,33).

In 1975 TCE was presented as an universa theory applicable to all places and times, in 1993 the
role of the inditutiond context was explicitly recognised and from that moment on the rdevancy of
TCE was (ds0 by Williamson himsdf dthough modly in a rather implicit way) made conditiond
of the conditions a hand.

In recent publications Williamson indicstes when  TCE is more rdevant for understanding
economic issues then other approaches.

Referring to issues of make or buy Williamson ( 1998,30) dates.
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"As compared with other interesting contracting issues — for labor, with consumers, as for
capital- contracts between firms in intermediate product markets have the advantage that the
two parties can be presumed to be risk-neutral and roughly, to be dealing with each other on
parity. Each has extensive business experience and has or can hire specialized legal, technical,
managerial, and financial expertise. Attention can therefore be focused on the attributes of the
transaction and the properties of the alternative modes of governance- rather than be deflected
by differential risk aversion or by competence disparities between the parties (as might arise, for
example, with contracts between firms and inexperienced consumers)™ .

In other words TCE is more relevant for understanding transactions of intermediary goods in
Stuations where farsghted, wel informed actors negotiate contracts in  competitive Stuaions.
Actors are then equd, of the same nature and have a smilar perception of the world and have dso
access to the same objective information. This fits well in a pogtivisic (knowledge is objectively
avalable) and methodologicd individudlistic (independent actors) framework. For gtudions in
which these conditions are not fulfilled TEC is aless rdlevant approach.

3.The Style of Original Institutional Economics (OIE)
Objective

The purpose of the framework of OIE is to understand processes of change of inditutiond
development (Bush 1991). Not the prediction of an optima end date is the objective, but the
understanding of complex processes of ingtitutiona dynamics.

According to the OIE the reations to be investigated are depicted in figure 2, but then the dotted
arrows have to be congdered as solid ones too. Another way of presenting the complexity a which
OIE is focused, is the four layer schema of Williamson 1998. In figure 4 the ‘economics of
indtitutions * is presented showing that the governance sructures at level 1.3 ( where the make or
buy rdations in the kelretsu is located) are connected with the broader inditutionad context.
Williamson (1998, 26) on the interdependences between the levels:

"Although in the fullness of time, the systemis fully interconnected, for my purposes here, these
feedbacks are largely neglected”.

To neglect those interconnectionsis exactly what the OIE wantsto avoid.

"The economy is an open and evolving system, situated in a natural environment, effected by
technological changes, and embedded in a broader set of social, cultural, political, and power
relations’.

(Hodgson, 2000, 2)

This has implications for the moddling of the actor: methodologicd individudism is replaced by
methodological interactionism (Agass 1975).
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Figure |

Source: Williamson 1998

The idea of methodologica interactionism is discussed
individuaism’ about which Rutherford (1994, 36) reports.

in Agass (1975) as ‘inditutiond
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"where it is recognized that the social whole is more than a simple aggregation of individuals,
and that the social context influences and conditions individual behaviour, while at the same
time insisting that "full* explanation in social science should contain a specification of the
mechanisms through which individual behaviour generates the social phenomena in question”.

By endogenisng the reation between individud and inditutiond environment the OIE is now
capable to grasp variables like power, learning, perceptions and path dependency (David 1985, Tool
1988).

Technique

All gyles abgract from redity and try to get hold of the essence: ‘drawing is leaving things out’,
but that is done differently by the different styles Likewise the techniques differsThe technique
used by the OIE is very different from NCE and NIE , because the purpose of this style is very
different. OIE technique is often presented as the so-cdled pattern model of which the basis is to be
found in Kaplan (1964) and Diesing (1971).

An important diginction in OIE is between generd and specific theory: at the generd level abgtract
coherent theories can be digtinguished which are nicdly organised in separate disciplines: sociology,
politicd science, economics, etc. The moment specific issues have to be andysed, like for ingtance
the reaionship in the Japanese keretsu, one is forced to make generad concepts Specific with
specific conditions of time and place. In doing s0 it is unavoidable to incorporate different
explanatory variables from different disciplines: the analyss becomes inter-disciplinary.

Another important aspect of OIE technique is redlated to the rgection of podtivism: with the
theoretical structures redlity is ‘condructed” (Nooteboom 1993). With the ‘mental maps (Denzau
and North 1994), with ‘categories, the world is interpreted. In finding out what motivates people,
why certain habits and rules guide behaviour and what the perceptions are that structure peoples
‘redity’, the gteps of the technique of the pattern moded distinguished by Wilber and Harrison
(1978) can be helpful:

"The first step (...) is the 'socialization’ of the theorist (...) the participant-observer attempts to
remain close to the concrete form of the system (...). In remaining close to the reality of the
system studied, the theorist isin a unique position to receive a wide variety of recurrent themes
(importance of ceremony, target profitsmark-up pricing) that appear in a variety of contexts
(...). These themes may take the form of an accepted practice (ceremonies), a cultural norm
(conspicuous consumption), or a particular mode of production (competitive capitalism)(.....)
The researcher constructs tentative hypothesis about parts of the system out of recurrent themes
that become obvious to him or her in the course of the 'socialization process (...) These
hypothesis or interpretations of themes are tested by consulting a wide variety of data (previous
case studies, survey data, personal observations, and so forth). (....) " we know the reason for
something when we can fit it into a known pattern”.

The pattern modd is very different from the closed neoclasscd models:

"However, since new data are congtantly coming in and since the system itsdlf is evolving, the
model is congtantly being revised and can neither be completed nor rigoroudy confirmed.

Again: the purpose isto get hold of the dynamics of the whole:
....the techniques of observation and concept development should be such as to somehow

capture and express this holistic quality”.
(Rutherford 1994, 16)
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Out of that type of research prototypes can be distilled that can help to structure the complex
‘fullness of interdependencies’ demongrated in figure 4 ( Groenewegen 2000).

Limitations and devel opment

There seems to exist a trade off: the theory is very abstract and rigorous and limitly rdevant for
understanding specific dtuations, or the theory develops concepts close to redity and then it
looses rigour. In that trade off NCE clearly chooses for rigour, NIE dso but the TCE branch is
willing to dretch the modd beyond its limits, whereas OIE favours rdevancy and redidicness a
the cost of rigour. That made OIE the black sheep in the family of economists (see Coase 1984).

I nstitutional economics. from black sheep to white knight

Different styles produce different ingghts into the same issue. An important question then becomes
the rdlevancy of the different styles. This depends on the type of question asked (does the issue fit
the purpose the style was developed for?) and the conditions a hand (do these correspond with the
Stuation assumed in the theory?). Bascdly the NIE (with differences between game theory and
TCE) days within the gyle of NCE postivigic, methodologicd individudigic, information
asymmetry/opportunism, optimal dtuaions (fittest or fitter), no radicd uncertainties, but caculable
risks. It is interesting to see that developments in game theory and TCE drives research to the
quedtion: ‘what determines then the outcome in redity if theoreticdly severd posshilities exis?
Or: * what are the indtitutional conditions a hand so | can argue which theoretical framework is a
good ‘lens to dat with' (Ormerod 2000). Without knowledge of that kind of inditutiona
specificities;, NCE and NIE do provide ingghts in underlying mechanisms , but with respect to the
understanding of red causdities these dyles ae more or less floaing aound. Only when
higoricdly grown inditutiond specificities are wdl described it is possble to undersand why a
goecific path of inditutiond evolution occurs. In that sense OIE, that clams to provide those
indtitutional ingghts should not be consdered a black sheep, but a necessary complementary white
knight saving economics as the queen of socid sciences.
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