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ECONOMICS  OF PROPERTY RIGHTS


This is a graded course.  The bulk of the weight of the final grade is from the grades of the take home assignments 2 - 6 (with double weight for Assignment 6).  Assignment 1, which will be graded, will be used as a sample only.


Demonstration of familiarity with the reading assignments and class participation will also receive some weight in the final grade.


Definition:  A “page”, as referred to in the assignments, is a standard 8.5 x 11 inch, double-spaced, typed page.

Econ 520
Professor Y. Barzel

Winter 2001


READING LIST

Alchian, Armen A. and Harold Demsetz, “Production, Information Costs, and Economic Organization,” AER, December 1972, 777-795.

Allen Douglas W., “What are Transaction Costs?” Research in Law and Economics, Vol. 14, 1991.

____, “Homesteading and Property Rights: Or ‘How the West was Won’,” JLE, April 1991.

____, “An Inquiry into the State’s Role in Marriage,” J. of Econ. Behavior and Organization, 1990, 171-191.

Barzel, Yoram, Economic Analysis of Property Rights, Cambridge, 2nd ed., 1997. 

____, “Measurement Cost and the Organization of Markets,” JLE, April 1992.

____, “Transaction Costs and Contract Choice,” Mimeo, April 1999.

____, “Equity as a Guarantee: A Contribution to the Theory of the Firm,” with Wing Suen, Mimeo, February 1997.

____,  “A Measurement Cost Theory of the Firm,”

Cheung, Steven N.S., “The Contractual Nature of the Firm,” JLE, April 1983, 1-21.

Coase, Ronald H., “The Nature of the Firm,” Economica, 1937.

____, “The Problem of Social Cost,” JLE, 1960.

Demsetz, Harold, “Toward a Theory of Property Rights,” AER 67, No. 2: 347-59.

Grossman, Sanford J. and Oliver D. Hart, “The Costs and Benefits of Ownership,” JPE, August 1986, 691-719.

Jensen, Michael J. and William H. Meckling, “Theory of the Firm: Managerial Behavior, Agency, Costs and Ownership Structure,” Journal of Financial Economics, 1976, No. 3, 305-360.

Klein, Benjamin, Robert G. Crawford and Armen A. Alchian, “Appropriable Rents, Vertical Integration, and the Competitive Contracting Process,” JLE, October 1978, 297-326.

Lueck, Dean, “The Economic Nature of Wildlife Law, “ J. of Legal Studies, June 1989.

Umbeck, John, “Might Makes Right: A Theory of the Formulation and Initial Distribution of Property Rights,” Economic Inquiry 19, No. 1: 38-59.

Williamson, Oliver E., Markets and Hierarchies, Free Press, 1975.

ECON 520
Professor Y. Barzel

Winter 2001

[image: image1.wmf]
ASSIGNMENT #1
Pricing Movie-Theater Tickets

Write one or two (double spaced) pages on the following: What are the advantages and disadvantages of pricing movie-theater seats in auctions where each seat is sold separately?  Why is such a selling method not adopted?


(How does the existence of other movie theaters affect the analysis)?
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A Medical Insurance Contract

Some time ago a heavily advertised medical insurance contract was described as "You can't lose" medical insurance.  Subscribers paid annual premiums.  At the end of twenty years a subscriber whose accumulated benefits during the twenty years fell short of the sum of the premiums would be refunded the difference; “hence the “you can’t lose” characterization.


Write one or two pages on the expected differences in behavior induced by such a contract compared with a more conventional medical insurance contract with the same coverage.  Do you expect actual coverage to be the same?

Hints:
1.
Think about the fact that insurance induces “adverse selection” (who gets in) and “moral hazard” (rate of utilization).


2.
How will behavior change if instead of 20 years contract would be for 15 or 25 years?

3.   Note that the contract covers a large chunk of one’s life (but ignore the possibility of death before the 20 years are over).
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ASSIGNMENT #3

Units of Measurement

The following are some alternative units by which the same individual commodities are transacted.

1.
Grapefruits are sometimes sold by the pound and sometimes by the unit.


Strawberries are sometimes sold by the pound and sometimes by the pint.


Spinach, green onions and radishes are sold by the bundle.  (What is a bundle)?

Apples and oranges are sometimes sold both by the pound and by the bag. 
Firewood is sometimes sold by the cord (home delivery) and sometimes by the log (grocery). Residential lots are usually sold by the square foot, but waterfront lots are often sold by the front foot (both types, however, are priced individually). Cars are rented by the day or by the mile. Labor services are sold by the hour or by output (piece rate).

In 1-2 pages attempt to determine when would such unit switching take place.  Try to derive refutable implications for your explanation.  You may use the above examples, or preferably your own.  You may wish to consider how sorting into classes or grades relates to the unit of transaction.

Reading:
Barzel, “Measurement Cost.”
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ASSIGNMENT #4
Housing Rentals

The housing rental contract varies from extremely short to extremely long.  (What are the shortest and longest durations?)


Write 3 - 4 pages on the following questions:


1.
How do you expect the contract itself to change as its duration is increased?


2.
What changes in behavior (widely interpreted)  (i)  by tenant and  (ii)  by landlord, do you expect as duration increases?


3.
Mattress makers sometimes advertise their mattresses as “hotel quality.”  Taking them at their word, should you buy such a mattress?  Hint:  This question is really part of Question #2.


4.
Some long-term housing contracts contain escalation clauses (for inflation; for energy cost).  Why would risk neutral individuals make such contract stipulations?
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ASSIGNMENT #5


In recent years it has become common to unbundle financial assets into components.  Before the unbundling one person or organization held the whole asset, and after the unbundling several persons are holding it.


One such financial asset is the home mortgage.  In the past the entire home mortgage had been held by a simple entity, usually a mortgage bank.  More recently such mortgages have been unbundled and assembled into new financial assets. The unbundling takes the form that the original seller retains, for a non trivial fee, the payment collection function (and some other services) and the capital markets provide the financial resources.


Discuss, in 1-2 pages, reasons (other than risk aversion) for unbundling mortgages and for the reassembly of the components. Indicate what are the characteristics of those who choose to hold these assets.  Derive refutable implications from your hypotheses.  

A hint: What specialized services are useful in mortgage transactions?
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Assignment #6

(Double Weight)

EQUIPMENT USE CONTRACTS IN WHEAT FARMS

Write 4-6 pages in response to the questions below.  It is preferable that you write a unified essay, but you should respond to all the questions.

Much of the wheat grown in the U.S. is by family farms.  Family members furnish most of the labor services.  Families usually own some mechanical equipment such as tractors and small trucks.  Other types of equipment are rented.  Rental terms vary.  Some equipment is always accompanied with an operator, some equipment is seldom accompanied with an operator, and some is usually accompanied with an operator, but the operator is not mandatory.  The form of payment also varies.  Some equipment is rented by the hour (with or without extra pay for gas and oil), some is rented by the acre (with or without extra pay for gas and other materials), and some is rented by output (such as bushel of wheat or bale of hay).

1.
Why is not all equipment owned by the family or all owned by others?  (You may want to think about why seasonality in equipment use is not, by itself, the explanation?)

2.
What accounts for the differences in rental terms for rental equipment?

3.
In order to test whether the answers above are correct, what phenomena not mentioned in (1) and (2) should manifest themselves in the contracts or in other wheat farming arrangements (for instance, what differences would rocky terrain cause?)

4.
The use of some land is governed by share contract.  What is the relationship between the above rental contracts and between contracts that divide the output among the transactors?

5.
What might explain the prevailing relatively small farm size?  To what extent do the various contracts constitute expansion of the firm?  Under what conditions would one expect wheat to be produced by large firms?

� 	Your are not asked to be well-informed on wheat farming; what is required is the understanding of the role of contracts.  Be explicit, however, about what you assume as fact.  The grade will reflect the quality of the analysis, not the actual knowledge of farming.
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