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The Second“North Paradox”and Its Solution ; Rethinking
on Transaction Cost Paradigm in Institutional Transition

LI Jian-biao', CAO Li-qun®
(1. Research Center of Asia-pacific Corporate Governance, Nankai University , Tianjin 300071, China;
2. Research Lab of Central Governmental Policy of CCP,Beijing 100875, China)

Abstract: “North paradox”about nation is well-known while his another paradox about
analyzing institutional transition with transaction cost has been neglected. North held that the
descent of transaction cost is the source of economic growth, while the transition of institution
is to reduce transaction cost. He pointed out at the same time that transaction cost in the long
run is always mounting up. The descent of transaction cost in the short run and growth in the
long run constitutes another paradox of North’s—the second North Paradox, which is not only
North Paradox, but also an analyzing paradigm paradox about institutional transition employed
by new institutional economics. We need to have new choice and new ideas to analyse institu-
tional transition.

Key words: the second “North Paradox”;transaction cost;institutional transition
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