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Abstract

We compare the effect of legal and institutional competition for the
design of labor institutions in an environment characterized by holdup
problems in human and in physical capital. We compare autarky
with the two country case assuming that capital is perfectly mobile
and labor immobile. We distinguish two cases. In the first one, the
political system is free from capture, while in the second, we examine
the case where labor captured the institutional design problem. We
find that in the former case, a competition of systems reduces welfare
while in the latter case it improves the overall outcome.

1 Introduction

Globalization has led to an accrued interest in the relationship between the
legal and institutional design of societies and their respective economic per-
formance (e.g. Botero, Djankov, La Porta, Lopez-de-Silanes and Shleifer
(2004), and Caballero, Covan, Engel and Micco (2004), World Bank Doing
Business Report (2006)). In this paper, we focus on the design of the legal
and institutional framework governing labor relationships and we analyze the
impact of globalization thereon.

The last decades have been marked by great improvements in the theory
of the firm. After a slow start to Coase’s (1937) seminal paper on the nature
of the firm, we have witnessed in the literature of thirty years a plethora
of theoretical contributions discussing and explaining the boundary of the
firm and its internal organization. Recent articles by Garrouste and Saussier



(2005) and Gibbons (2005) in a conference volume published by the Jour-
nal of Economic Behavior & Organization summarized some of the main
currents in that development. Elemental arguments for the existence and
organization of firms refer to theories based on asymmetric information (and
the need of incentive systems), the existence of transaction costs, the reality
of incomplete contracts and opportunistic behavior, the ensuing importance
of delegation problems, and the allocation of property rights.

Though many theoretical contributions in the theory of the firm ignore
(or take for granted) the underlying legal and institutional framework, au-
thors are well aware of its importance. For example, incentive contracts
may need interpretation by judges to implement them. Alternatively, in the
case of incomplete contracts, negotiation over appropriable quasi-rents will
be affected by the parties’ respective bargaining power. The latter should be
influenced by the legal and institutional setup, by courts behavior, and by
societal norms. An example that has been developed in the recent literature
concerns the rules and regulations guiding corporate governance to address
the risk of investor’s expropriation (see e.g. Rajan and Zingales (1998) and
the literature therein).

The legal and institutional environment influence the underlying trade-
offs which theorists have found to justify the existence of the firm, its bound-
ary and its internal organization. Consequently, legal and institutional frame-
work indirectly affects the functioning and the efficiency of the firm and, by
aggregation, of the entire economy. This raises a normative question as to
how that setup should be designed. The question becomes all the more urgent
with economic development and the exponential growth in international trade
for goods and services over the last fifty years. In this increasingly global-
ized world, we are witnessing an enhanced competition between institutional
systems, in particular, between legal orders. More recently, we observe grass
root movements advocating against the globalization. They argue that the
process not only generates (winners and) losers, but more importantly that it
reduces the ability of national states to design institutions addressing market
failures.

In this paper, we use a simple model to address some of these issues.
We consider an environment characterized by incomplete contracts leading
to multiple holdup problems. The legal and institutional framework is then
designed to mitigate the ensuing inefficiencies. With respect to the pol-
icy variables, what we have in mind are employment laws (regulating dis-
missal procedures and employment conditions), collective relation laws (co-
determination, conflict resolution mechanisms), social security laws as well



as institutions that implement these laws.! In the model, we abstract from
the specifics of these laws and their implementation. Instead, we capture
the sum of all these different effects by one single variable, specifically, the
bargaining power of labor in a Nash bargaining context. In practice, there
are many ways in which the legal and institutional environment shapes the
abilities of parties to appropriate fractions of the quasi rents. For example, it
is well known that increasing the workers outside opportunity (for instance
raising welfare payments) has the same effect as raising the bargaining power
of workers in a Nash bargaining context.? Other examples include variations
in severance package, the propensity of courts to directly allocate a fraction
of the rent resulting from specific investments in case of a layoff etc..?

In the model, we contrast two possibilities. First, we consider a closed
economy and assume that the political process selects bargaining power to
maximize society’s total welfare. Thus, we initially ignore distortions in the
political process resulting from lobbying or other influence activities.* In the
environment analyzed, the welfare maximizing bargaining power balances
the negative effects of a misallocation of capital between firms against an
under-investment in specific human capital by the worker. Next, we exam-
ine the impact of institutional competition between two identical states on
the design process assuming that capital is perfectly mobile while labor is
immobile. In the non-cooperative equilibrium, we find that each country
distorts its institutional design, increasing the bargaining power of producers
in an attempt to attract foreign capital. Due to the symmetry assumption,
neither country can succeed in their endeavor. In the Nash equilibrium each
country uses its own capital only. However, the institutional design has been
distorted, thus, lowering the overall welfare.

The foregoing heuristic illustrates the costs associated with the systems
competition; it traps the institutional design stage in a prisoners’ dilemma
game. In the above model, it increases the inefficiencies providing an ar-
gument against systems competition. We conclude with a cautionary note
using a second best argument. We apply the same framework to solve for
an alternative example where the political process itself is initially distorted
through lobbying activities. Considering rent seeking activities, we derive the
institutional structure which would emerge if the institutional design process

!See Botero, Djankov, La Porta, Lopez-de-Silanes and Shleifer (2004) for an extended
list of policy measures (Table I). About the effect of change in employement law and the
importance of courts to complete contracts see also Macleod and Nakavachara (2006).

%See, Binmore, Rubinstein and Wolinsky (1986) together with Rubinstein (1982).

3See, Gabuthy and Muthoo (2005).

4For a similar approach and a thorough discussion of the assumption, see Sinn (2003,

p. 9).



is captured by one party. Specifically, we consider the case where labor rep-
resentatives have managed to capture the institutional design stage to the
advantage of workers. Not surprisingly, in autarky the resulting allocation of
bargaining power is skewed in favor of labor lowering overall welfare. Em-
bedding the model in a two countries environment, we find, just as before,
that the prisoners’ dilemma game generates incentive to reduce the bargain-
ing power of labor. However, this time it is welfare enhancing because the
bargaining power of labor was initially excessive. The example illustrates the
well known result, that in an initially inefficient environment, a distortionary
policy may become welfare enhancing. We could have derived a similar con-
clusion for a capture by the factor capital. The formalization is more elab-
orate, however, because it requires distinguishing for labor supply between
skilled and unskilled labor. Not withstanding the additional complexity, the
basic intuition would remain the same.

This paper is related to the extensive literature on institutional design.
The traditional approach of institutions considers that market failures ex-
plain the nature and the form of organizational arrangements (Coase (1960),
Demsetz (1967), and North and Thomas (1971)). We can observe that the
legal and institutional setup could further reduce transaction costs and inef-
ficiencies (which implies to consider also the risk of capture by rent seekers).
The paper is also related to the current debate on the effect of systems com-
petition. The conclusions of that literature are contrasted. Some authors,
in the tradition of Hayek and Schumpeter, advocate systems competition as
a mean to induce efficiency (e.g. Mahoney (2001), Ogus (2003)). Others
disagree claiming that it would lead to a “race to the bottom”. For example,
in the case of taxation, Mintz and Tulkens (1986) and Wildasin (1988) find
that the Nash equilibrium in jurisdictional competition is generally non opti-
mal. A similar result is shown by Romano (2005) in the case of competition
concerning corporate charters or by Marceau and Mongrain (2004) who show
how competition between jurisdictions in crime protection can lead to over-
deterrence. A recent book by Sinn (2003) summarizes the main argument
against systems competition arguing that it amounts to a reintroduction of
the market by the back door. Applying the heuristic to the institutional de-
sign, his main argument would be that in a well functioning democracy the
legal framework should have been structured to counter market failures. In
such a setup, introducing systems competition would reintroduce the failures
that originally caused the government to take action and that the failures
would show up again at the higher level of government competition.

The remaining of the paper is organized as follows. In section (2.), we
present the model. The specificity of the model is that it leads to holdup
problems because the respective parties must invest before they agree to a
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specific labor contract. In section (3.), we identify the first-best solution.
Next, we derive in (4.) the parties investment decisions and solve the regu-
lator problem in autarky. In section (5), we consider the result of systems
competition with no capture of the political process. Following, we analyze
the effects of capture by labor in (6.) Finally, section (7.) offers some con-
cluding remarks.

2 The model

We consider a static environment with two identical countries. In each coun-
try, the economy is made up of a regulator, two sectors and an initial capital
stock K. In each sector, there is one representative firm. Even though the
number of players is small, we assume competitive behavior.® Physical capi-
tal is assumed to be a productive input that cannot be directly consumed.

The two representative sectors stand for two different technologies in the
production of a single consumption good. In sector 1, the technology is
assumed to employ capital only.® For the representative firm in that sector,
production is given by g(k;) = k], with A > 0 and 0 < v < 1/2.7 In
the second sector, the representative firm owns a production technology that
requires capital and one unit of labor. Labor can increase productivity by
investing in human capital. We denote by f(ks, he) the production function
and assume f(kq, hy) = kJ + ¢hd, with ¢ > 0 and 0 < § < 1/2. The
parameters ¢ and A are useful to discuss the effects of varying the significance
of human capital and the relative importance of the two sectors.

The separability condition is an important restriction not allowing us to
study the impact of complementarity between the factors of production on
the allocation of bargaining power. However, for the purpose of analyzing
the effect of legal and institutional competition, the reduction of complexity
allows us to more easily isolate the effect of changes in the institutional setup.

The capital market is taken to be perfectly competitive. Firms can acquire
physical capital at the rental rate r. From the point of view of the worker,
acquiring human capital is costly. Without loss of generality, we measure the
costs of human capital by h, i.e. we represent human capital in terms of its
acquisition costs.

5The requirement is not very restrictive since we could easily introduce a large number
of identical players.

6Intuitively, this sector stands for markets where the assumption regarding perfect
competition are nearly satisfied and there are no holdup problems.

"The parametric restriction is important to guarantee that the second order condition
is satisfied.



We assume that the parties must invest before they meet. After the
firm and the worker have invested, they are matched up. Once matched the
parties’ outside opportunity is taken to be zero. We follow the recent labor
literature by assuming that firms cannot make take-it-or-leave-it offers and
that the parties must, instead, negotiate the division of the quasi-surplus.®
Consequently, each side faces a holdup problem in their respective investment
decision. We assume that the outcome of the negotiations can be represented
as the outcome of a Nash bargaining game where a denotes the bargaining
power of labor.? As discussed in the introduction, we interpret « as reflecting
the legal and institutional framework which is exogenous at the bargaining
stage.

The exact timing of the game is as follows. In the first step, the political
process determines «. For this stage, we distinguish four possible scenarii;
autarky with and without rent seeking activities, and trade between two
identical countries again with and without predatory behavior. In the case
of trade, we assume that capital is perfectly mobile while labor is immobile.!”
In order to analyze the effect of legal and institutional competition, we only
consider situations where the countries do not cooperate to determine a.
Instead, we assume that they play simultaneously. In the second stage, the
firms and the worker invest in physical and human capital respectively. In
the third step, the firm in sector 2 is matched with the worker and the two
parties bargain over the division of the quasi-surplus. Finally, production
takes place, the factors are paid and consumption occurs.

3 The first-best solution

We start with the benchmark case where there are no market imperfections.
In that case, there is no need of adjusting the institutional design allocating
bargaining power between the parties since the economy would attain the

8See Grossman and Hart (1986), Pissarides (2000) and the literature therein.

9The Nash bargaining solution comes from the cooperative game theory. However, it is
well known that its use can be justified using non-cooperative bargaining a la Rubinstein
(Rubinstein (1982) and Binmore, Rubinstein and Wolinsky (1986)).

10The result of the analysis would extend to situations where labor is also mobile, but
its mobility is more costly than that of capital.



first best solution characterized by:

( kFB — )\137“/ K
L e
142 T
REP = [g6] 7

\

4 Autarky

In this section, we consider the case of a single country with no trade. We
apply backward induction. We start with the individual economic agents
assuming that the institutional design problem has been resolved and the
bargaining power has already been allocated between the parties. Next, we
consider the resulting market equilibrium. Given that we are in a one good
economy and that only the representative firm in sector 2 uses labor, the only
relevant market determines the allocation of capital between the two sectors.
Finally, we consider the institutional design problem assuming that society
anticipates the impact of her decision on welfare.

4.1 The parties investment decisions under holdup

We first consider the firm in sector 1. Its decision problem is simply to select
physical capital to maximize profit. Given the market rental rate r, the firm
solves!!

max g(k1) — rky (2)

Taking the first order condition and solving implies:

- (ﬁ) - 3)

The investment decision of the second firm and the worker’s problem are
jointly determined as the outcome of a prisoners’ dilemma game. Using
backward induction, we start at the bargaining stage. At this point in time,
the parties that are matched have already invested in ho and ky. The nego-
tiation between the parties solely involves the division of the quasi-surplus

"'Whenever possible without confusion, we will drop the subscript referring to the sector.



f(k2, ha). At that point in time the investment costs of both parties are sunk.
Since we have assumed that the outcome of negotiation can be represented
by the solution of a Nash bargaining problem, the worker’s wage, s, is the
solution to the maximization of the Nash product

max [f (K2, ha) — 8] [s]" . (4)

From the first order condition, we obtain the parties’ respective shares of the
quasi-rent. It is easily verified that the firm receives (1 — «) f(k2, ho) and the
worker obtains o f (kz, hs).

Going one step back in the game, the parties decide on their respective
investment choices anticipating the outcome of the wage negotiation. Thus,
the worker will decide his level of human capital by solving

max af(kg, he) — hy (5)
The worker’s optimization implies:
hy = [add] T . (6)
Similarly, the firm will solve
max (1 — ) f(kg, ho) — ks , (7)

which yields the investment decision rule:
_1
@:[@—@%T”. 8)

The respective decision rules reflect the regulator’s problem, since there is
no « inducing firms and the worker to jointly implement first best decisions.

4.2 The market equilibrium

At the equilibrium both firms maximize their respective profits, the worker
maximizes his utility, and the capital market clears, i.e. K = ki + ky. Taking
« as given and eliminating r, this yields:

k= mel
257

ky=—1 K (9)
2]

\ h; = [a¢5] -0



Comparing the above condition with the first best decision, we observe that
with @ = 0 the allocation of capital between the two sectors is first best
whereas the worker does not invest in any human capital. At the other
extreme for o = 1 the worker’s decision is first best, but firm 2 does not invest
in capital (one could say that the capital allocation between the two sectors
is maximally inefficient). It is easily verified that between these two extreme
values, investments in human capital are increasing in a and converge toward
first best, whereas the allocation of physical capital worsens converging to
the maximally inefficient case.

This analysis contributes to understanding the effect of a parameter
change. On one side, an increase in ¢ means that human capital becomes
more important thereby raising the marginal benefit of an increase in a. In
the other side, an increase in A means that the marginal return to capital in
sector 1 increases relative to that of sector 2. As a result, capital moves to
sector 1, thus, for any «a reducing the demand for capital in sector 2. It also
means that the marginal costs of an increase in «, due to the misallocation
of capital between the two sectors, is lower the larger A\. The intuition is
straightforward; increasing the share to labor raises the worker’s incentive to
invest in human capital. However, it simultaneously lowers the firm’s output
share thereby reducing its incentive to invest.?

4.3 Institutional design with an efficient political process

In this subsection, we work under the hypothesis that the political system
functions efficiently avoiding lobbying activities leading to capture by one of
the interested parties. As a result, we suppose that society allocates bargain-
ing power to the respective parties to maximize its overall welfare. That is
society solves:.

max w(e) = g [k ()] + [f(k3(a), hy(a)) — hy(a)] (10)

«

Due to autarky framework, observe that in the above objective function, we
ignore rental payments to capital. Indeed, the market equilibrium condition
implies that r [K — kf(a) — k3 (a)] = 0.

Proposition 1 The function w(a) is concave and has an interior solution
over the set a € [0, 1].

Proof. Substituting the functional forms, we have

1+ A 2] .
w(e) = [Al_“]l KT+ ¢ [apd] 77 — [agd] ™
(1 + (%] 177) —B(a)
—Ala)



We proceed in two steps. We first show that A(«) is decreasing concave
with A’(0) = 0 and, second, that B(«) is increasing concave in o with B'(1) =
0. The definition of A(«) implies:

A'(a) = =K" T <0
=71 -a)(1+[2]7)

Bla) = ¢[¢0]™ a1s (1 - ad) =

B'(a) = ﬁ%alﬂ% (1—a)= B'(a) >0,B'(1) =0 and

Blo) = (Gt i —a ) <

]
w@)
85
80’
751
701
65
60
55 | | | | |
0 02 04 06 08 14

Figure 1: Welfare in Autarky

In figure 1, we represent an example with the following parameter values;

K = 5000,y = 0.5,¢ = 8 X = 0.5 and § = 0.5. It yields k3 = [04]® and
k5 = 5000\ (1 + [%] 2). The proposition verifies that with all other allowed
parameter values, we would obtain a similar shaped welfare function. In the
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example evaluating the first order condition at zero and solving for « yields
o* = 0.44. The figure shows how in a world burdened with holdup problems
the institutional setup may play a significant role in shaping production and
welfare. For parsimony, we introduced in the model a strong restriction by ig-
noring the complementarity between physical and human capital. Obviously,
adding such a complementarity would only enhance the marginal effects at
the extreme points @« = 0 and o = 1 where either one or the other party
has the entire bargaining power. Thus again, we would obtain an interior
solution (even though without additional restrictions the objective function
may in fact not be concave).

5 Competition of systems with no capture

In this section, we introduce a second country that is assumed perfectly
symmetrical to the first. Thus, we have two countries denoted by ¢« = A, B.
Since we are only considering a static environment, we also assume that the
countries have the same initial capital stock. Regarding mobility, we assume
that capital is perfectly mobile while labor is perfectly immobile. Obviously,
this is an extreme requirement, particularly in light of the increased labor
migrations observed in the last decades, especially in the European context.
Nevertheless, we introduce the assumption to capture the idea that it is more
costly for labor than capital to move to across countries because of language,
religion and other social barriers. We initially assume that the political
system is free from capture in order to fully focus on the impact of introducing
a competition of systems in an environment characterized by trade. The
competition of systems should be understood as a non-cooperative contest
in the legal and institutional design underlying labor relations. Specifically,
the countries are assumed to set their o, i = A, B simultaneously in a non-
cooperative fashion to maximize their respective objective functions resulting
from the political process.

5.1 The market equilibrium with trade

In the context of our model, the countries can only trade physical capital
against the consumption good. Taking the institutional setup as given, i.e.
for a given a” and o, competition in the capital market leads to an alloca-

11



tion of capital characterized by four equations:
( (1= a?) fu(ks', h3'(a)) = gu(ki')
(1 =) fu(ks', h3 (o)) = gi(ki')
gk (k) = gi (ki)

2K = ki + kst + kP + kP

(11)

\

The first two equations simply state that in each country, the investors’ mar-
ginal product of capital must be equalized across the two sectors. Observe
that we droped the rental rate of capital which obsiously equalizes the mar-
ginal products of capital (i.e. r = g (ij) ,j = 1,2). The third equation
requires the rental rate of capital to be equalized across countries. Finally,
the last equality reflects capiatl market clearing. Given that labor is not mo-
bile, workers’ decisions with respect to their investments in human capital
are unaffected by the possibiliy of trade, and solely determined by the local
institutional framework.

Using the capiatl market clearing condition and noting that the third
equation in the above system implies k{* = kP, we find that the equation
system reduces to a two by two system. Solving for the capital market
equilibrium, we obtain for country A:

' .
kA (o, aP) = | 7 K
L 1+[17a3]ﬁ+2[ AA]ﬁ

< 1—a4 11—« (12)
kA A’ — 2 K

O e

A symmetrical result obtains for country B.

5.2 Institutional design with systems competition

In this section, we consider the following scenario. We assume that initially
each country lived in autarky. Thus, its institutional setup obtains from the
analysis in 4.3 and yields o = «*. We then remove the barrier to trade
and assume that the countries compete with one another in the institutional
design. As a result, the countries play a prisoners’ dilemma game to de-
termine the respective o. Just as in the autarky case, we assume that the
political process of each country is efficient, maximizing the overall welfare of
their respective constituencies. At that stage each country maximizes its own
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welfare taking the institutional environment of the other country as given.

Thus, in the case of country A, the political process is assumed to maximize
W(a?, aP), ie.:

max g [ki'(a”, a”)] + [f(ky'(a”, @”), h3(a™)) = h3(a®)] (13)
+ou(ki' (0, a”)) (K = k' (a”, a”) — k3 (a?, a”))

Two remarks are in order. First, note that g(ki'(a?,a®)) stands for the
rental rate of capital determined through the market equilibrium with trade.
Second, unlike in the case of autarky market equilibrium does not imply that
K — k! — k3t = 0 since a country may either become a net importer or exporter
of capital. The latter point is of particular importance. It means that the
institutional designer will be aware that they (and the competing country)
can adjust the institutional framework to affect the capital allocation.
Proposition 2 (a?,a?) = (o, a*) is not a Nash equilibrium for the game
with no capture and with systems competition.

Proof. To prove the claim, we simply show that W,a(a*, a*) < 0. Sub-
stitution of the respective function implies:
1

27 (14 A[-24]7 S
( 1[1a } ) N WKPY—F? [O‘A¢5}m - [O‘AQM}?&J (14)
(1+ B8] 2120l ™) s

- >

=C(a?,aB)

W:

The last two terms, which capture the effect of the institutional framework
on human capital, are the same as in the autarky case. We know from the
proof of proposition 1 that B(a?) is increasing. To verify the claim, all we
need to show is that C,(a*, a*) < A,(a*). From the above definition, we

have
o =~ 1
P {2 ] - ([EE] 7 2 )
5 ﬁ L\
(1+ [ 212l ™)

= «, we have

Coa(a?,aP) = 27K

Thus, setting o = o




Taking A,(«) from the proof of proposition 1, we see that C,a (o, @) < A,(«)
since

v EET0-2) o e
U2 ™)T ()
1 1
(2] - 2) AT a
= 2 <_L—a] —a
<:>1<— a + L =1
2 l—-a 1—a

proving the claim. m

Figure 2 exemplifies the claim for the same parameters as figure 1. The
argument follows the typical prisoners’ dilemma logic. Supposing that coun-
try B were to keep its institutional framework as in autarky, i.e. set o = a*,
country A would find it advantageous to reduce the bargaining power of its
own labor. The heuristic is as follows; holding k{! + k3 = K country A would
face the same costs and benefits as in autarky. However in addition it is able
to attract capital from country B. Ignoring the latter effect, we know from
the autarky result that at (a?,a®?) = (o, *) all the other marginal effects
must add up to zero. However, since attracting additional capital obviously
raises overall welfare, it becomes advantageous for country A to adjust its
institutional framework to attract capital. To do so the country reduces a**
increasing the demand of capital in its sector 2.

w@*a)w@’)

,//’—_——§\\\
r \\
Na ) )
871 N
\\
\
AN
N\

8 w@*a’)

0.3 04 a’ 05 &

Figure 2: Institutional competition with no capture
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Figure 2 provides a geometrical representation of the foregoing result.
The solid curve yields the welfare function in autarky. The dashed curve
yields country A’s welfare function under the assumption that o = ao*.
By reducing the bargaining power of labor, the country would reduce its
investments in human capital and raise the interest rate. The latter would
attract capital and improve the allocation of capital across the two sectors.

Of course, in a prisoners’ dilemma game, the dashed curve is only a
fleeting illusion. Due to the perfect symmetry between the countries, B has
a the exact same incentive to reduce its bargaining power. Intuitively, we
would expect from the foregoing that the Nash equilibrium resulting from
systems competition leads to less bargaining power. It is easily verified that
the intuition is correct if we limit attention to symmetric equilibria.

Proposition 3 Let o™ denote a symmetric Nash equilibrium for the case of
no capture and under systems competition, then o™ < a*.

Proof. At the symmetric Nash equilibrium, we have

Ca(a**,a**) + Ba(a**) — O
= A,(a™) + Bo(a™) >0

[ |

The economic interpretation is that as each country tries to attract capi-
tal, it will reduces a. Consequently, at the equilibrium level, the bargaining
power of labor reduces to a** < «o*. In the case of the parameters used in the
foregoing figures the optimal « characterizing the institutional setup drops
from o* = 0.44 to o™ = 0.35.

Thus, the model predicts that under systems competition between two
countries that have an efficient political system free from capture, the insti-
tutional design of the labor market would suffer; overall welfare would be
reduced and, more especially, the immobile factor would be losing. The cen-
tral argument leading to the result is reminiscent of the logic described by
Sinn (2003). If institutions underlying the labor market have been designed
to maximize welfare and counter some of the weaknesses of the perfectly com-
petitive system than the failures that originally caused the government to take
action .... show up again at the higher level of government competition.

The result suggests that if countries, with a well functioning political
system, decide to switch from an autarkic environment to a free trade situ-
ation, they might be better off negotiating to find the cooperative solution.
Thus, instead of a competition of systems, this tends to favor a politically
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Figure 3: Welfare loss with system competition

negotiated “harmonization” approach.!? In our model, it would mean that
the countries agree to implement a*.'* Of course, the conclusion has been
derived under the assumption that the political system performs well enough
to avoid capture by either of the interested parties. In the remaining, we
consider the polar case.

6 Capture by labor

In this section, we consider one of two possible cases; the situation where
labor representatives dominate the political process at the institutional de-
sign stage. Specifically, we assume that through lobbying, strikes or other
activities of unions, the institutional design maximizes the rent obtained by
labor in sector 2. Contemporary economic history shows periods of capture
by capital as well as by labor. As discussed in the introduction, the sym-
metric case where the institutional design stage has been captured by capital
could also be analyzed. However, in our model systems competition could
not possibly introduce any beneficial effect since its impact, if any, would
be be to further increase the bargaining power of firms. Slightly adjusting

12A final conclusion would require, however, to model the negotiation game between
countries. Intuitively though, assuming a Rubinstein type bargaining one would expect
the efficient solution to emerge.

13Note that embedding the foregoing game in a repeated framework would most likely
not yield o™ because politicians are short-lived. As in the foregoing footnote, a complete
analysis would require to model the political process between the two countries.
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the model, for example by distinguishing between unskilled and skilled labor,
and introducing mobility in the latter case, would add a countervailing effect
reinserting the beneficial impact of systems competition. The coexistence
of three factors (capital, skilled labor and unskilled labor) creates technical
complications, but the underlying intuitition should be the same.

6.1 Autarky

In our framework, the workers receive the share « of the appropriable quasi-
rent in sector 2. In addition, they incur the cost of investment in human
capital. Given the foregoing assumption, the institutional setup is designed
to maximize the resulting utility

u = af(k3(a),hi(a)) = hi(e)
= a S i Ll (15)

(1+[2]7™)
It is easily seen that this function is not necessarily concave because the
second term is increasing convex in « throughout. Nevertheless, maximizing

u with respect to a yields an interior solution. To see this, observe that
taking the derivative of (15) with respect to the bargaining power,

1

) L TG T (16)

l-al—vy

1
(1+[2)7)"
we find u,(0) > 0 and u,(1) = —oo. Figure 4 yields the shape of u(«) for
the parameter values used in the foregoing sections. Defining with a7 labor’s
preferred level of bargaining power, we find a; = 0.69 for the example.

As one would intuitively expect, we observe that labor finds it optimal
to expand its bargaining power compared to the welfare maximizing a*. To-
gether with figure 1, we see that in our numerical example capture by labor

in the autarky framework implies a reduction in the overall welfare of about
10%.

u —Kv1+[ﬁ}liw<1_ii

6.2 Systems competition with capture

We conclude by examining the impact of institutional competition. To do
so, we again focus on the case of perfectly identical countries.

We assume that in both countries labor has captured the institutional
design. We denote by U(a?, a®?) the objective function of the labor repre-
sentative in country A. Using the market allocation of capital in the case
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Figure 4: Labor’s utility in the case fo capture

of trade, we find for the objective function determining the allocation of
bargaining power:

1 1

p
U, o) =a — K+ (1—0)dms¢msa1s (17)
RN

Applying again the same parameters as in the foregoing figures yields:

u@)

Figure 5: Systems competition with capture by labor

The full line is u(a). The dotted line is the objective function U(a?, o).
Just as in the case with no capture, the prisoners’ dilemma suggests to the
decision maker that he can do better than «] by reducing the bargaining
power of labor and attracting capital into the country. But obviously, in
equilibrium this is not possible. At the Nash equilibrium, both countries have
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lowered their bargaining power. In the numerical example, it U,a (o}, af*) =
0 yields a7 = 0.63 < 0.69 = a}. However, the competition, which seems
undesirable from the point of view of the decision maker, turns out to be
a blessing from the point of view of society as a whole. Specifically in the
numerical example it allows welfare to increase by 5%.

7 Conclusion

This paper studies the effects of systems competition when the regulator may
use institutional design for two different purposes: to reduce the inefficiencies
of organizations and to attract some of the mobile factors. We show that
the two objectives are not well aligned. In particular, due to the prisoners’
dilemma the countries cannot succeed in attracting capital. In this context,
the situation of the political process is of first importance. If the political
process is efficient, systems competition undermine the institutional design.
In contrast, with a capture by rent seekers — especially by the immobile factor
— we find that systems competition could improve economic efficiency.

In our model, we assume incomplete contracts introducing two separate
holdup problems. The legal and institutional design allocates bargaining
power in order to balance the ensuing inefficiencies. Increasing the bar-
gaining power of labor is useful because it guarantees that labor will have
an incentive to invest in human capital. On the other hand, it reduces the
firm’s incentive to invest in physical capital. While our choice to exploit these
holdup problems was useful, it is not the only way to create a link between
economic efficiency and the legal and institutional design. For instance, one
could analyze a situation as in Bental and Demougin (2006) substituting for
the holdup in human capital a moral hazard problem thereby affecting the
tradeoffs. More generally, any of the theory justifying the existence of firms
based on market failures should also introduce a possibility of a legal and
institutional design problem.

We conjecture that all these design problems would lead to similar re-
sults. Thus, altogether, we concur with Sinn (2003) that systems competi-
tion is costly provided when the hand of the state is benevolent. At the other
extreme, however, when the state is better described as a grabbing hand,
systems competition may provide a powerful disciplining device forcing the
underlying political decision mechanism to increase welfare. Whether the
hand of the states is best described as benevolent or grabbing is an empirical
issue going far beyond the scope of this paper.

In addition, our analysis justifies a cautionary note about the litterature
on the economics of legal systems. More precisely, our paper suggests a
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mitigated interpretation of empirical results concerning the comparison of
legal systems in terms of economic performance. Following this perspective,
the implicit signal is that countries which have the best economic results
have to be copied from an institutional and legal point of view. However,
we can observe in our analysis that this not necessarily true. For instance,
considering the preceding situation, one can observe the consequences of a
change in strategies by countries A and B. Specifically, suppose that country
A keeps it alpha at 0.44 while country B plays a = 0.35. As a result country
A becomes a net exporter of capital, almost exporting 10% of its capital
(440.5). Country B increase its capital by the same quantity. It means that
the capital labor ratio of country B is almost 20% higher than in country
A. Regarding welfare, we observe that W4 = 83.7 while country B has
WP = 90.2. Thus welfare in country B is 8% higher. Similar results hold
for output, Y4 = 87 and Y® = 92. Suppose now that we perform an
exercise consisting to identify the best legal and institutional system. We
would probably conclude that country B is doing the right thing. However,
if country A imitates country B all that would happen is that both we would
get the same equilibrium as in the paper. In that case both country get
W = 86.2. In contrast, if country B were to imitate country A we would be
back at the original equilibrium with W = 88.5.

20



References

Bental, B., and D. Demougin (2006): “Institutions, Bargaining Power and
Labor Shares”, SFB, 649, Discussion Paper 2006-009.

Binmore, K., A. Rubinstein, and A. Wolinsky (1986): “The Nash Bargaining
Solution in Economic Modelling”, RAND Journal of Economics 17 (2), 176-
188.

Botero, J., S. Djankov, R. La Porta, F. Lopez-de-Silanes and A. Shleifer
(2004): “The Regulation of Labor”, Quarterly Journal of Economics, (119),
1339-1382.

Bull, C. (1987): “The Existence of Self-Enforcing Implicit Contracts”, Quar-
terly Journal of Economics, (102), 147-159.

Caballero, R. J., K. Covan Sr., E. M. Engel and A. Micco (2004): “Effective
Labor Regulation and Microeconomic Flexibility”, MIT discussion paper No.
04-30.

Coase, R. (1937): “The Nature of the Firm”, Economica New Series, 4,
386-405.

Coase, R. (1960): “The Problem of Social Cost”, Journal of Law and Eco-
nomics, 1, 1-44.

Demsetz, H. (1967): “Towards a theory of property rights”. American Eco-
nomic Review, papers and proceedings, 57, 347-359.

Gabuthy, Y. and A. Muthoo (2005): “Arbitration and Investment Incentives”,
mimeo

Garrouste, P. and S. Saussier (2005): “Looking for a Theory of the Firm:
Future Challenges”, Journal of Economic Behavior € Organization, 58, 178-
199.

Gibbons, R. (2005): “Four Formal(izable) Theories of the Firm?”, Journal
of Economic Behavior €& Organization, 58, 200-245.

Grossman, S. and O. Hart (1986): “The Cost and Benefits of Ownership:
A Theory of Verticaland Lateral Integration”, Journal of Political Economy,
94(4), 691-719.

Macleod, B. and V. Nakavachara (2006), “Legal Default Rules: The Case of
Wrongful Discharge Law”, IZA Discussion Paper No. 1970

Marceau N. and S. Mongrain, 2004.“Competition in Law Enforcement and
Capital Allocation”, Cahiers de recherche 0408, CIRPEE.

21



Mintz, J. and H. Tulkens (1986): “Commodity Tax Competition Between
Member States of a Federation: Equilibrium and Efficiency”, Journal of
Public Economics, (29), 133-172.

North, D. and R. Thomas (1973): The Rise of the Western World: A New
Economic History, Cambridge University Press.

Ogus, A. (2003): “Competition between National Legal Systems : A Contri-
bution of Economic Analysis to Comparative Law”, Internatinal and Com-
parative Law Quaterly, 405-439.

Pissarides, C. A. (2000): FEquilibrium Unemployment Theory , The MIT
press, 2nd edition.

Rajan R. and L., Zingales (1998): “Power in a Theory of the Firm?”, Quar-
terly Journal of Economics, 113(2), 387-432.

Revesz R. (1992), “Rehabilitating Interstate Competition : Rethinking the
“Race-to-the-bottom” Rationale for Federal Environmental Regulation”, New
York Unwversity Law Review, 67, 1210

Romano R. (2005): “Is Regulatory Competition a Problem or Irrelevant for
Corporate Governance? ”, Yale Law € FEconomics Research Paper 307

Rubinstein, A. (1982): “Perfect Equilibrium in a Bargaining Model”, Econo-
metrica 50, 97-109.

Sinn, H.-W. (2003): The New Systems Competition, Blackwell Publishing.

Wildasin, D. E. (1988): “Nash Equilibria in Models of Fiscal Competition”,
Journal of Public Economics (35), 229-240.

22



2000-01

2000-02

2000-03

2000-04

2000-05

2000-06

2000-07

2000-08

2000-09

2000-10

2000-11

2000-12

2000-13

2000-14

2000-15

2000-16

Documents de travail du BETA

Hétérogénéité de travailleurs, dualisme et salaire d’efficience.
Francesco DE PALMA, janvier 2000.

An Algebraic Index Theorem for Non—-smooth Economies.
Gaél GIRAUD, janvier 2000.

Wage Indexation, Central Bank Independence and the Cost of Disinflation.
Giuseppe DIANA, janvier 2000.

Une analyse cognitive du concept de « vision entrepreneuriale ».
Frédéric CREPLET, Babak MEHMANPAZIR, février 2000.

Common knowledge and consensus with noisy communication.
Frédéric KESSLER, mars 2000.

Sunspots and Incomplete Markets with Real Assets.
Nadjette LAGUECIR, avril 2000.

Common Knowledge and Interactive Behaviors : A Survey.
Frédéric KESSLER, mai 2000.

Knowledge and Expertise : Toward a Cognitive and Organisational Duality of the Firm.
Frédéric CREPLET, Olivier DUPOUET, Francis KERN, Francis MUNIER, mai 2000.

Tie—breaking Rules and Informational Cascades : A Note.
Frédéric KESSLER, Anthony ZIEGELMEYER, juin 2000.

SPQR : the Four Approaches to Origin—Destination Matrix Estimation for Consideration by the
MYSTIC Research Consortium.
Marc GAUDRY, juillet 2000.

SNUS-2.5, a Multimoment Analysis of Road Demand, Accidents and their Severity in
Germany, 1968-1989.
Ulrich BLUM, Marc GAUDRY, juillet 2000.

On the Inconsistency of the Ordinary Least Squares Estimator for Spatial Autoregressive
Processes.
Théophile AZOMAHOU, Agénor LAHATTE, septembre 2000.

Turning Box—Cox including Quadratic Forms in Regression.
Marc GAUDRY, Ulrich BLUM, Tran LIEM, septembre 2000.

Pour une approche dialogique du réle de I'entrepreneur/managerdans I'évolution des PME :
'ISO comme révélateur ...
Frédéric CREPLET, Blandine LANOUX, septembre 2000.

Diversity of innovative strategy as a source of technological performance.
Patrick LLERENA, Vanessa OLTRA, octobre 2000.

Can we consider the policy instruments as cyclical substitutes ?



2001-01

2001-02

2001-03

2001-04

2001-05

2001-06

2001-07

2001-08

2001-09

2001-10

2001-11

2001-12

2001-13

2001-14

2001-15

2001-16

2001-17

2001-18

Sylvie DUCHASSAING, Laurent GAGNOL, décembre 2000.
Economic growth and CO2 emissions : a nonparametric approach.
Théophile AZOMAHOU, Phu NGUYEN VAN, janvier 2001.

Distributions supporting the first—order approach to principal-agent problems.
Sandrine SPATER, février 2001.

Développement durable et Rapports Nord—Sud dans un Modéle a Générations Imbriquées :
interroger le futur pour éclairer le présent.
Alban VERCHERE, février 2001.

Modeling Behavioral Heterogeneity in Demand Theory.
Isabelle MARET, mars 2001.

Efficient estimation of spatial autoregressive models.
Théophile AZOMAHOU, mars 2001.

Un modele de stratégie individuelle de primo—insertion professionnelle.
Guy TCHIBOZO, mars 2001.

Endogenous Fluctuations and Public Services in a Simple OLG Economy.
Thomas SEEGMULLER, avril 2001.

Behavioral Heterogeneity in Large Economies.
Gaél GIRAUD, Isabelle MARET, avril 2001.

GMM Estimation of Lattice Models Using Panel Data : Application.
Théophile AZOMAHOU, avril 2001.

Dépendance spatiale sur données de panel : application a la relation Brevets—R&D au niveau
régional.
Jalal EL OUARDIGHI, avril 2001.

Impact économique régional d'un pdle universitaire : application au cas strasbourgeois.
Laurent GAGNOL, Jean—Alain HERAUD, mai 2001.

Diversity of innovative strategy as a source of technological performance.
Patrick LLERENA, Vanessa OLTRA, mai 2001.

La capacité d’'innovation dans les regions de I'Union Européenne.
Jalal EL OUARDIGHI, juin 2001.

Persuasion Games with Higher Order Uncertainty.
Frédéric KESSLER, juin 2001.

Analyse empirique des fonctions de production de Bosnie—Herzégovine sur la période 1952—
19809.
Rabija SOMUN, juillet 2001.

The Performance of German Firms in the Business—Related Service Sectors : a Dynamic
Analysis.
Phu NGUYEN VAN, Ulrich KAISER, Francois LAISNEY, juillet 2001.

Why Central Bank Independence is high and Wage indexation is low.
Giuseppe DIANA, septembre 2001.

Le mélange des ethnies dans les PME camerounaises : I'émergence d'un modeéle
d’organisation du travail.



2001-19

2001-20

2001-21

2001-22

2001-23

2001-24

2002-01

2002-02

2002-03

2002-04

200205

2002-06

2002-07

200208

2002-09

2002-10

2002-11

Raphaél NKAKLEU, octobre 2001.
Les déterminants de la GRH des PME camerounaises.
Raphaél NK AKLEU, octobre 2001.

Profils d’identité des dirigeants et stratégies de financement dans les PME camerounaises.
Raphaél NKAKLEU, octobre 2001.

Concurrence Imparfaite, Variabilité du Taux de Marge et Fluctuations Endogénes.
Thomas SEEGMULLER, novembre 2001.

Determinants of Environmental and Economic Performance of Firms : An Empirical Analysis
of the European Paper Industry.
Théophile AZOMAHOU, Phu NGUYEN VAN et Marcus WAGNER, novembre 2001.

The policy mix in a monetary union under alternative policy institutions and asymmetries.
Laurent GAGNOL et Moise SIDIROPOULOS, décembre 2001.

Restrictions on the Autoregressive Parameters of Share Systems with Spatial Dependence.
Agénor LAHATTE, décembre 2001.

Strategic Knowledge Sharing in Bayesian Games : A General Model.
Frédéric KESSLER, janvier 2002.

Strategic Knowledge Sharing in Bayesian Games : Applications.
Frédéric KESSLER, janvier 2002.

Partial Certifiability and Information Precision in a Cournot Game.
Frédéric KESSLER, janvier 2002.

Behavioral Heterogeneity in Large Economies.
Gaél GIRAUD, Isabelle MARET, janvier 2002.
(Version remaniée du Document de Travail n°2001-08, avril 2001).

Modeling Behavioral Heterogeneity in Demand Theory.
Isabelle MARET, janvier 2002.
(Version remaniée du Document de Travail n°2001-04, mars 2001).

Déforestation, croissance économique et population : une étude sur données de panel.
Phu NGUYEN VAN, Théophile AZOMAHOU, janvier 2002.

Theories of behavior in principal-agent relationships with hidden action.
Claudia KESER, Marc WILLINGER, janvier 2002.

Principe de précaution et comportements préventifs des firmes face aux risques
environnementaux.
Sandrine SPATER, janvier 2002.

Endogenous Population and Environmental Quality.
Phu NGUYEN VAN, janvier 2002.

Dualité cognitive et organisationnelle de la firme au travers du concept de communauté.
Frédéric CREPLET, Olivier DUPOUET, Francis KERN, Francis MUNIER, février 2002.

Comment évaluer I'amélioration du bien—étre individuel issue d'une modification de la qualité
du service d’élimination des déchets ménagers ?
Valentine HEINTZ, février 2002.



2002-12

2002-13

2002-14

2002-15

2002-16

2002-17

2002-18

2002-19

2002—-20

2002-21

2002-22

200223

200224

2003-01

2003-02

2003-03

The Favorite-Longshot Bias in Sequential Parimutuel Betting with Non—Expected Utility
Players.
Frédéric KESSLER, Anthony ZIEGELMEYER, Marie—Héléne BROIHANNE, février 2002.

La sensibilité aux conditions initiales dans les processus individuels de primo-insertion
professionnelle : critére et enjeux.
Guy TCHIBOZO, février 2002.

Improving the Prevention of Environmental Risks with Convertible Bonds.
André SCHMITT, Sandrine SPATER, mai 2002.

L’altruisme intergénérationnel comme fondement commun de la courbe environnementale a la
Kuznets et du développement durable.
Alban VERCHERE, mai 2002.

Aléa moral et politiques d’audit optimales dans le cadre de la pollution d’origine agricole de
l'eau.
Sandrine SPZATER, Alban VERCHERE, juin 2002.

Parimutuel Betting under Asymmetric Information.
Frédéric KESSLER, Anthony ZIEGELMEYER, juin 2002.

Pollution as a source of endogenous fluctuations and periodic welfare inequality in OLG
economies.
Thomas SEEGMULLER, Alban VERCHERE, juin 2002.

La demande de grosses coupures et I'économie souterraine.
Gilbert KEENIG, juillet 2002.

Efficiency of Nonpoint Source Pollution Instruments with Externality Among Polluters : An
Experimental Study.
Frangcois COCHARD, Marc WILLINGER, Anastasios XEPAPADEAS, juillet 2002.

Taille optimale dans l'industrie du séchage du bois et avantage compétitif du bois—€énergie :
une modélisation microéconomique.
Alexandre SOKIC, octobre 2002.

Modelling Behavioral Heterogeneity.
Gaél GIRAUD, Isabelle MARET, novembre 2002.

Le changement organisationnel en PME : quels acteurs pour quels apprentissages ?
Blandine LANOUX, novembre 2002.

TECHNOLOGY POLICY AND COOPERATION : An analytical framework for a paradigmatic
approach.
Patrick LLERENA, Mireille MATT, novembre 2002.

Peut—on parler de délégation dans les PME camerounaises ?
Raphaél NKAKLEU, mars 2003.

L'identité organisationnelle et création du capital social : la tontine d’entreprise comme facteur
déclenchant dans le contexte africain.
Raphaél NKAKLEU, avril 2003.

A semiparametric analysis of determinants of protected area.
Phu NGUYEN VAN, avril 2003.



2003-04

2003-05

2003-06

2003-07

2003-08

2003-09

2003-10

2003-11

2003-12

2003-13

2004-01

2004-02

2004-03

2004-04

2004-05

2004-06

2004-07

Strategic Market Games with a Finite Horizon and Incomplete Markets.
Gaél GIRAUD et Sonia WEYERS, avril 2003.

Exact Homothetic or Cobb—Douglas Behavior Through Aggregation.
Gaél GIRAUD et John K.—H. QUAH, juin 2003.

Relativité de la satisfaction dans la vie : une étude sur données de panel.
Théophile AZOMAHOU, Phu NGUYEN VAN, Thi Kim Cuong PHAM, juin 2003.

A model of the anchoring effect in dichotomous choice valuation with follow-up.
Sandra LECHNER, Anne ROZAN, Francois LAISNEY, juillet 2003.

Central Bank Independence, Speed of Disinflation and the Sacrifice Ratio.
Giuseppe DIANA, Moise SIDIROPOULOQOS, juillet 2003.

Patents versus ex—post rewards : a new look.
Julien PENIN, juillet 2003.

Endogenous Spillovers under Cournot Rivalry and Co—opetitive Behaviors.
Isabelle MARET, aolt 2003.

Les propriétés incitatives de I'effet Saint Matthieu dans la compétition académique.
Nicolas CARAYOL, septembre 2003.

The ‘probleme of problem choice’: A model of sequential knowledge production within
scientific communities.
Nicolas CARAYOL, Jean—Michel DALLE, septembre 2003.

Distribution Dynamics of CO, Emissions.
Phu NGUYEN VAN, décembre 2003.

Utilité relative, politique publique et croissance économique.
Thi Kim Cuong PHAM, janvier 2004.

Le management des grands projets de haute technologie vu au travers de la coordination des
compétences.
Christophe BELLEVAL, janvier 2004.

Pour une approche dialogique du réle de I'entrepreneur/manager dans I'évolution des PME :
SO comme révélateur ...
Frédéric CREPLET, Blandine LANOUX, février 2004.

Consistent Collusion—Proofness and Correlation in Exchange Economies.
Gaél GIRAUD, Céline ROCHON, février 2004.

Generic Efficiency and Collusion—Proofness in Exchange Economies.
Gaél GIRAUD, Céline ROCHON, février 2004.

Dualité cognitive et organisationnelle de la firme fondée sur les interactions entre les
communautés épistémiques et les communautés de pratique..
Frédéric CREPLET, Olivier DUPOUET, Francis KERN, Francis MUNIER, février 2004.

Les Portails d'entreprise: une réponse aux dimensions de I'entreprise « processeur de
connaissances ».
Frédéric CREPLET, février 2004.



2004-08

2004-09

2004-10

2004-11

2004-12

2004-13

2004-14

2004-15

2004-16

2004-17

2005-01

2005-02

2005-03

2005-04

2005-05

2005-06

2005-07

Cumulative Causation and Evolutionary Micro—Founded Technical Change : A Growth Model
with Integrated Economies.
Patrick LLERENA, André LORENTZ, février 2004.

Les CIFRE : un outil de médiation entre les laboratoires de recherche universitaire et les
entreprises.
Rachel LEVY, avril 2004.

On Taxation Pass—Through for a Monopoly Firm.
Rabah AMIR, Isabelle MARET, Michael TROGE, mai 2004.

Wealth distribution, endogenous fiscal policy and growth : status—seeking implications.
Thi Kim Cuong PHAM, juin 2004.

Semiparametric Analysis of the Regional Convergence Process.
Théophile AZOMAHOU, Jalal EL OUARDIGHI, Phu NGUYEN VAN, Thi Kim Cuong PHAM,
Juillet 2004.

Les hypotheses de rationalité de I'économie évolutionniste.
Morad DIANI, septembre 2004.

Insurance and Financial Hedging of Qil Pollution Risks.
André SCHMITT, Sandrine SPAETER, septembre 2004.

Altruisme intergénérationnel, développement durable et équité intergénérationnelle en
présence d’'agents hétérogenes.
Alban VERCHERE, octobre 2004.

Du paradoxe libéral-parétien a un concept de métaclassement des préférences.
Herrade IGERSHEIM, novembre 2004.

Why do Academic Scientists Engage in Interdisciplinary Research ?
Nicolas CARAYOL, Thuc Uyen NGUYEN THI, décembre 2004.

Les collaborations Université Entreprises dans une perspective organisationnelle et cognitive.
Frédéric CREPLET, Francis KERN, Véronique SCHAEFFER, janvier 2005.

The Exact Insensitivity of Market Budget Shares and the ‘Balancing Effect'.
Gaél GIRAUD, Isabelle MARET, janvier 2005.

Les modeles de type Mundell-Fleming revisités.
Gilbert KOENIG, janvier 2005.

L’Etat et la cellule familiale sont—ils substituables dans la prise en charge du chémage en
Europe ? Une comparaison basée sur le panel européen.
Olivia ECKERT-JAFFE, Isabelle TERRAZ, mars 2005.

Environment in an Overlapping Generations Economy with Endogenous Labor Supply : a
Dynamic Analysis.
Thomas SEEGMULLER, Alban VERCHERE, mars 2005.

Is Monetary Union Necessarily Counterproductive ?
Giuseppe DIANA, Blandine ZIMMER, mars 2005.

Factors Affecting University—Industry R&D Collaboration : The importance of screening and
signalling.
Roberto FONTANA, Aldo GEUNA, Mireille MATT, avril 2005.



2005-08

2005-09

2005-10

2005-11

2005-12

2005-13

2005-14

2006-01

2006-02

2006-03

200604

200605

2006-06

2006-07

200608

2006-09

2006-10

Madison—Strasbourg, une analyse comparative de I'enseignement supérieur et de la recherche
en France et aux Etats—Unis a travers I'exemple de deux campus.
Laurent BUISSON, mai 2005.

Coordination des négociations salariales en UEM : un réle majeur pour la BCE.
Blandine ZIMMER, mai 2005.

Open knowledge disclosure, incomplete information and collective innovations.
Julien PENIN, mai 2005.

Science-Technology—Industry Links and the ‘European Paradox’ : Some Notes on the
Dynamics of Scientific and Technological Research in Europe.
Giovanni DOSI, Patrick LLERENA, Mauro SYLOS LABINI, juillet 2005.

Hedging Strategies and the Financing of the 1992 International Oil Pollution Compensation
Fund.
André SCHMITT, Sandrine SPAETER, novembre 2005.

Faire émerger la coopération internationale : une approche expérimentale comparée du
bilatéralisme et du multilatéralisme.
Stéphane BERTRAND, Kene BOUN MY, Alban VERCHERE, novembre 2005.

Segregation in Networks.
Giorgio FAGIOLO, Marco VALENTE, Nicolaas J. VRIEND, décembre 2005.

Demand and Technology Determinants of Structural Change and Tertiarisation : An Input—
Output Structural Decomposition Analysis for four OECD Countries.
Maria SAVONA, André LORENTZ, janvier 2006.

A strategic model of complex networks formation.
Nicolas CARAYOL, Pascale ROUX, janvier 2006.

Coordination failures in network formation.
Nicolas CARAYOL, Pascale ROUX, Murat YILDIZOGLU, janvier 2006.

Real Options Theory for Law Makers.
Marie OBIDZINSKI, Bruno DEFFAINS, janvier 2006.

Ressources, compétences et stratégie de la firme : Une discussion de |'opposition entre la
vision Porterienne et la vision fondée sur les compétences.
Fernand AMESSE, Arman AVADIKYAN, Patrick COHENDET, janvier 2006.

Knowledge Integration and Network Formation.
Miuge OZMAN, janvier 2006.

Networks and Innovation : A Survey of Empirical Literature.
Mige OZMAN, février 2006.

A.K. Sen et J.E. Roemer : une méme approche de la responsabilité ?
Herrade IGERSHEIM, mars 2006.

Efficiency and coordination of fiscal policy in open economies.
Gilbert KOENIG, Irem ZEYNELOGLU, avril 2006.

Partial Likelihood Estimation of a Cox Model With Random Effects : an EM Algorithm Based
on Penalized Likelihood.
Guillaume HORNY, avril 2006.



2006-11 Uncertainty of Law and the Legal Process.
Giuseppe DARI-MATTIACCI, Bruno DEFFAINS, avril 2006.

2006-12 Customary versus Technological Advancement Tests.
Bruno DEFFAINS, Dominique DEMOUGIN, avril 2006.

2006-13 Institutional Competition, Political Process and Holdup.
Bruno DEFFAINS, Dominique DEMOUGIN, avril 2006.

La présente liste ne comprend que les Documents de Travail publiés a partir du ¥ janvier 2000. La liste
compléte peut étre donnée sur demande.

This list contains the Working Paper writen after January 2000, 1rst. The complet list is available upon
request.



