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ABSTRACT

This study aims to clarify the firm in neo-institutional context. The firm is a particularly dynamic,
constantly evolving process and an organizational structure. The firm is a symbiosis of entities, internal
and external regulations, market and non-market mechanisms and relations, legal and economic
conditions and effects. In the legal aspect, it is the sum of relationships developing inside and outside the
scope of the organization legal process through which the property is managed. Economically, it is an
organization created to profit from the production optimum. In the neo-institutional context, it is an
abstract mechanism to control processes - on the one hand legal, economic, social and other
administrative, marketing and arbitration - Contract processes. These companies have resources to create
a balance between the costs behavioral resources for speed and security. The assessment of such

corporate efficiency is based on transaction costs.

Key words Neo-institutional Economics, Contract, Transaction costs

INTRODUCTION

STANDARD CONCEPTS REGARDING
THE FIRM AND THE CONTRACT
Legally speaking, the term “firm” is the name
under which the trader performs his/her
activities. However, there is a legal entity
behind the firm — the trader. The firm is a
subjective right, property of the trader and
through it the latter identifies his/her activity.
The trader is the person who, by means of the
company, establishes certain relations, specific
legal and economic — speculative goals. In a
broader sense, we can assume that the firm is
the legal structure that is used to manage
property by separating it from the certain direct
ownership carriers’. Then, the firm is an
abstract legal form that is used to divide or
unite certain legal relations depending on the
interests. The firm is also a contract.

Within the meaning of the legal theory, the
contract serves as the grounds on which the
legal relations can be manifested. The latter is
an agreement between parties for the purpose
of establishing, changing or terminating a legal
relation between them’. Going back to the
firm, it is obvious that the firm is established,
terminated or altered by virtue of formal,

! The survey makes it clear that with certain legal forms
of traders (Sole traders and non-capitalized companies)
the ownership and the management may merge.

2 See Law on obligations and contracts regarding the
legal definition (Bulgaria)

multi-lateral and concession contracts. The
firm contract is both inside and outside the
firm relations. The latter is where paid labour
is. The latter can also be seen as a framework
of the development of relations with external
subjects concerning the firm property — the
commercial enterprise.

In the classic and neo-classic economic
context, the firm is a union of individuals
established to pursue certain economic
interests. Practically speaking, the union itself
can be regarded as an individual economic
subject. The classic theory says a lot on the
issue of how these interests are distributed
along the internal axis of the organization but
the individual rationality and the motives of
the individuals remain hidden. It is assumed
that they are rational and have organizational
unity regarding the objectives. In a certain
way, the firm is like a “black box”
transforming a number of relations into
outgoing uniform stable states. The classic
economic theory defines the firm as a basic
way of generating revenue by means of:
-economic behavior reaching its optimum state
— in the knowledge about the exact correlations
and the options to exchange the resources, the
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structure of the products and the structure of
the production;

-the economic relations connected with the
definition of the market relations, on the seller-
consumer plane.

In the classic economic science, the contract is
identified with the exchange of things, goods
and services. This type of contract is rarely
qualified. However, it is characterized as a
momentous and actually performed activity
related to the rearrangement, both in time and
space, of the economic benefits and is also said
to be indisputable regarding the effect of the
contractual implementation. The subjects are
always satisfied with the exchange, which
means that the relations cease the moment
when the exchange is implemented. The non-
implemented exchange shall not be discussed,
although it plays an important role in the legal
and economic turnover, especially when it is
related to the firm.

The legal and economic theory focuses on the
firm and the contract in a different way. In the
first case, the meaning is to be found in the
development of the rights and the obligations
and the relationship-related equality and
consequences of the illegal change in the
behaviour of the subjects inside the firm and
the firm as a separate entity — the non-
implementation of the contract. The economic
theory is searching for meaning in this
behaviour based on rationality, by measuring it
in terms of money.

Coase (7) states that the legal and economic
outlook does not lead to consensus regarding
the form of the control over the property and
labour. The author (in the same study)
launches a new approach for analyzing firms —
as an economic organization integrating
market and non-market relations.

NEC;-INSTITUTIONAL APPROACH -
NIE

The legal and economic (classic-type) analyses
of the firm allow us to go to a higher level by
establishing a new research approach — (NIE).
NIE is where objectivism meets the rationality
of the neo-classic economic paradigm and the
subjective patterns of the Austrian economic
school that have united in order to serve more
practical and less abstract objectives. NIE
offers a new scientific concept, integrating
economy, organization and law (32). NIE is a
peculiar interdisciplinary “update” of the entire
economy (20). NIE unites the knowledge of

3 NIA — Neo or New institutional economic (NIE — New
Institutional Economics) — theoretical trend in economics,
whose founder is said to be Oliver Williamson
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firms as economic and legal subjects and their
subjective internal and external relations.

The neo-institutional approach is viewed as an
event within the scope of the modern economy,
owing to the answers it gives to the questions
posed by the theory: the process meaning of
the organization and its existence in the form
of a common financial and administrative unit;
simultaneously functioning structure taking
advantage of the multi-subjectivity and mono-
subjectivity; the role of the transaction costs
within its doctrine; the place and the role of the
rules and their formal, informal, short-term and
long-term trajectories; including the market
and why in the surrounding economic
environment it is sometimes “deprived” of its
dominant role; the dependence of social
development and the economic growth from
the perspective of the incentives related to the
reorganization of the rules and the functioning
of the organizations (12).

NIE clarifies the following: what necessitates
and what results from the asymmetrical
movement and the incompleteness of
information; the economic aspects of the
subjective (property) rights; the concept of
collective actions (6) and their interdependence
on technology and technological effectiveness.
This approach is used to describe most
accurately the determinants related to: the
institutions and their evolution in time as well
as the assessment of the effect on the economic
results mediated by and despite the
effectiveness of the distribution of resources
(19).

One of the key elements of this theory is the
possibility to analyze abstractions, multi-layer
and dual social concepts by reviewing:

-the objectivism and subjectivism of the
economic, legal and organizational theory;

-the individuality and collectivity of the
structure of the organization and its activities;
-the unity between the internal and external
organizational and process frameworks that
determine joint effects;

-the willingness of the society to gain profits
through the simultaneous division and
unification of resources, which is expressed in
the distribution and the integration of
subjective rights;

-the coexistence and sometimes merging of the
technological effectiveness and sociality;

-the contradiction in the effects of each
individual action related to the sporadic
inability to make a difference between the
positive and negative social effects.

The approach can be regarded as an
opportunity to find synergic solutions uniting
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the society by means of its individual
economic agents — the firms.

THE PLACE OF THE FIRM WITHIN NIE
Coase (7), referring to Kaldor (17, p.123),
explains that the movement of information is
crucial for the firms as market subjects. The
author also looks at the possibilities for the
existence of a market when there are no firms
and a market where anything happens within
one single firm. In each firm, owing to the
need of incessant signing of contracts with
third parties and performing internal
exchanges, a huge amount of data is to be
processed. The need to know the environment
and manage the resources  requires
specialization when conducting the economic
activities. Coase (the same source) states that
specialization puts pressure on the system of
coordination and, as a result, on the prices that
the organization works with. He asks the
guestion: will there be any firms if the concept
of self-regulation of markets works? In certain
cases, firms give greater opportunities for
profit through the internal organizational
control of the utmost expenses. In other cases,
it is more profitable to look for ways to
“transfer” them outside the scope of the firm.
All of this defines the firm as a basic tool of
the economic organization.

The institutional theory regards the firm as a
sum total of will and individual economic
interest expressed in the subjective rights
related to the management as well as the
profits and the strive for profits. Because of the
economic interest, the rights are called and
analyzed the same way as the property rights”.
Finally, the firm can be reduced to a sum total
of residual rights — the right to take a decision
and the right to residual income (13).
However, property rights are those
opportunities that determine the individual
human behaviour regarding the property. The
latter undoubtedly defines them as rules. The
firm is a system for coordination of the legal
and economic behaviour, with individual rights
regarding the respective property. Within the
firm, the organization has been established and
subjected to collective actions as well (21),
thus determining its position within the
society, by means of the in-house and external
market effects (8); (9). Then, the company is
“something” that guides the choices resulting
from the individual and collective possibilities
to control the resources.

The modern firm is a peculiar form of
interaction of the public matrix through the

* There is dualism in the economic theory when viewing
the “property rights” as a “sum total of rights”.
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division of labour (25). There is a reason why
Sklyarova (4) defines it as a mechanism setting
the common actions used to specify the rights
on a micro level. It is a way of manifesting
consistency, hierarchy and the subordination of
technology and also that part of the
organization taken by  non-production
relations. This is the feature that determines it
as a way of combining individual and
collective will within the scope of legal acts
that are internal and external for the
organization (2). The firm is at the same time
the core of the economic integration and also a
means of exercising public control through the
economic and legal division and allocation.
The firm is an organization used to look for
new opportunities in order to capitalize the
advantages resulting from the control over the
dissemination of information (5); (26),
economize behavioral characteristics and also
influence the rules — the institutions (20). It is a
framework in which, just like in the contract,
there are target filters for the information,
which allows the latter to be used as a
resource.

The firm itself consists of coordinated
processes and rules. They evolve owing to the
need to subject the collective will through the
individual one, thus obtaining a higher value
for each individual. At the same time, along
with the development of the personal rights,
the firm needs to be defended by means of
restricting the validity of the foreign subjective
rights. The firm is a way of restricting and
protecting from this intrusion into one’s own
sphere. Owing to the vertical integration of the
social relations, it is a way of protecting the
individual and the organization by means of
the effect that it may have on the contractual
implementation. This feature has its price.

The firm’s potential is a union of individual
and collective internal knowledge expressed as
the common potential of the economic agent to
evolve. Due to the possession of specific
knowledge or information, the ability to take
risks, the entrepreneurial talent and the ability
to negotiate and others, the individual has a
certain place both inside and outside the
organizational structure. This dichotomy often
places the individual inside and outside the
firm’s organization as a party that conducts or
ensures the implementation. The central
arbitrator or agent is given a key role by
concluding contracts as a representative or
arbitrating the implementation within the scope
of the firm’s relations. He/she is the figure that
the economic subjects — firms use to defend
their own interests, including in case of
conflicts (1). This definition of the firm “blurs”
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its boundaries, just like the boundaries of the
contracts.

The company is a union of internal and
external subjects, internal and external will,
internal and external rules (30). The modern
firm is a contract (see 3, p. 38 for the concept)
constituted by subcontracts or a networks of
contracts (16).

The firm is a process and time framework
extending outside the scope of the standard of
the classic organization and within its doctrine
the division and the integration can be viewed
as an economic resource. Finally, NIE defines
the firm as a contract that is:

- a control measuring mechanism that is used
to control the prices and hence the social
effects, some of which can be measured as
transaction costs;

-a tool for achieving economic optimum
(balances) based on the distribution of the
property rights, which can be reduced to rights
related to the management and rights related to
the income;

-a method for controlling the behaviour
through specialization of labour in which by
means of assignment of power over certain
resources the profit rate is increased;

-a method for affecting and controlling the
coordination by manipulating the information
flow, which eventually leads to certain
economic advantages;

-a rule or a combination of behavioral rules
used to achieve integration of the internal and
external relations, which increases the
possibility to influence other entities and
structures, even such that can sanction the
contractual non-implementation;

-a process consisting of various contractual and
non-contractual relations — sub-processes
(contracts).

THE FIRM AS A COMBINATION OF
CONTRACTS

Hart (14) introduces the concept of
comprehensiveness of the contract. In order to
analyze the modern firm, the latter has to be
“integrated” into the framework of the
behavioral contract. The nature of the latter
has been defined by Williamson. The modern
firm is a symbiosis of the “partnership”
between the standard negotiating and the
institutionally imposed opposition, which can
hardly even be defined as bargaining. Its scope
encompasses:  chicaning,  manoeuvering’,
which in the economic context is also known
as outwitting, beating around the bush,

® The legal terms for tactic practices used in legal
processes. According to the neo-institutional theory, they
are a typical form of opportunism.
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outsmarting (29). These trends are typical of
subjects having big collective governing
bodies and we need to point out that the
modern firm structures often mirror the
political situation.

The modern firm can be divided into two
types: (a) homogenous organizations that have
clear property and management, conducting
specialized and mostly uniform activities and
hence contracts that are clear in terms of shape,
structure and framework; (b) organizations
whose objectives change quickly and that have
changeable behavioral and structural integrity,
in which the hierarchy of the rules changes
incessantly and so do the holders and the
contractual relations.

The latter type — firms having a large share of
cashless property are often a multitude of
interwoven legal forms — holdings, consortia,
mergers, acquisitions, which are used to
exchange property shares and power (the
rights) related to the management. Due to the
principled openness of markets, nowadays
there are firm entities that have merged on one
level (as property) and have separated and
even become opponents on another level. The
“unspecified” property results in firm unions
that have complex, multistage management
taking the decisions, which is collective but
sometimes its rationality is external to the
certain contract framework. This determines
firm strategies for growing rich that are
different from the forms contained in the
classic economic theory. In other words, such
firms make profits by using complex
contractual forms, some of which do not
involve “adding” but are rather a combination
of legal actions for “taking away” from the
value of the firm property. We can give an
example with firms that are divided or even
liquidated owing to the establishment of a
routine activity that requires unjustifiably high
specialization of labour. This type of firms
uses contract fragmenting as a way of creating
new markets with monopolistic features.

Firms are used as a way of making profits fast
by means of contract transformations
supporting the “strengthening” of the legal
situation which is said to be a market situation
but with a strongly manifested non-market
effect in the long term. These firms often
conceal their activity through the contract
framework of associations that do not have the
right to gain profits. Owing to the growing
need of incessantly increasing personal
consumption, in contrast with the desire to
reduce the prices of the products and the
continuous increase in the prices of resources
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(24), where it is expected to have no market
growth in the long term, the firm contract
adopts the features of a cartel alliance. It is
logical that some of the discussed contract
unions are not typical agreements and are not
based on equality.

For that reason, some of the modern firms are
contracts:

-with provisionally deleted boundaries between
the formal and informal organizational
structures;

-in which there are sometimes successfully
running mutually-exclusive  processes of
division and integration

Here comes the logical question of what basis
can be used to outline certain boundaries of the
firm structure.

LEGAL FORMS AS “CARRIERS” OF
THE FIRM CONTRACT

“...there are many variables affecting the
condition of the contractual relations when
negotiating and signing contracts” (23, p. 150).
In this firm and contract complexity there is a
need to find a form of unification that can be
used in the analysis. Here comes the legal
theory. It has set the frameworks of the
processes in view of achieving certain legal
objectives. The studies related to the legal
process have precisely and clearly defined the
series of legal actions and the possibilities
related to the need of defending rights. By
means of legal proceedings, we can determine
the actions to be taken in order to defend a
certain subjective right, ensuring a protection
against any potential non-execution of the
process. The latter makes the firm contract
measurable, based on the analytical foundation
of “the life” of the procedural rights. Legal
proceedings serve as an evaluation of the firm
contract by means of framing the actions of the
participants and in particular determining the
level of their definiteness, specific nature and
measurability. At the same time, they are a
way of removing, or at least reducing part of
the indefiniteness, which means that they
increase the levels of measurability,
definiteness and reduce the specific nature of
the firm contract.

By means of legal proceedings, we can analyze
the comprehensiveness of the firm contract,
especially when evaluating the simultaneously
running:

-market and non-market processes;

-contractual and disputable processes.

Some of the issues related to the legal
framework of the contract are discussed by
(22).In addition to typical contracts, firm
contracts evolve both in the administrative

GEORGIEV M.
processes and the disputable proceedings —
court trials. This concept of the modern firm
allows us to make measurements that can later
be used in a comparative economic analysis.

We can draw the following conclusions:

-the firm contract is a system of organization
spreading outside the scope of the classic
union, which is a sum total of internal and
external processes united by the legal
proceedings;

-the firm contract is the series of sometimes
inseparable acts serving the contract, the
administrative and court trials for the purpose
of defending the interests of the economic
subjects.

NEO INSTITUTIONAL FIRM
EFFECTIVENESS.

Neo-institutional firm effectiveness means
establishing the “price” of the optimal
behaviour ~ within a random  contract
framework. This means that the firm contract
will be analyzed as an effect of the
manifestation of property rights, which leads to
certain positive and negative effects. The latter
means that the balance or the optimum of the
rights will be guaranteed by the long-term
success of the economic subject. This
evaluation is possible in case of a firm contract
generating continuously dropping transaction
costs.

There are two concepts for measuring
transaction costs. In the first case there is a
condition to divide the economy into sectors,
one of which is the transaction sector, part of
which are the transaction costs (27). This
survey does not support this way of measuring
and analyzing.

The other concept suggests that the transaction
costs are the result of certain subjective actions
under the contract (31). This approach views
effectiveness as a consequence resulting only
from the individual behaviour within the
exchange or redistribution of rights.
Transaction costs are part of the concept for
defending subjective rights (15); (8); (11);
(11). They are also the behavioural structure
taking into account the irrationality of the last
actions — the opportunism costs (29). There is
also an option to structure discretely and then
analyze each decision and action. This
theoretical framework is aimed at achieving
the optimum through the answers of the
following questions:

1. What exactly is to be understood by the
notion of safety and how is the latter to be
measured and economized?

2. Where is the dividing line between the need
to protect certain property and the actions that
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are said to be opportunistic and lead to losses
measured by means of expenses?

Regarding the first question, it is important to
determine the scale of the needed defence of a
preliminarily  specified result, sometimes
specified — in the form of a resource. The
“conflicts” related to the economic concepts
for distribution of resources and the legal
concept regarding the scope of the subjective
rights are brought to the foreground. If the firm
effectiveness is a social balance determined by
the diffuse action of multiple rights, what is
there to be done so that they will be in a state
that will not require them to be defended,
which will result in a low level of the costs?

Regarding the second question, we need to
know that in each action there is a certain
amount of irrationality. This question is related
to the definition of the “exact” contract form
and also to the factors affecting the contract
coordination and the optimum costs. But, if it
is possible to solve the problem of irrationality,
we need to find solutions outside the scope of
the justification of the benefit of each expense.
The latter takes us back to solving Coase’s
theorem and the safety issues.

CONCLUSION

The modern firm is a multi-layer contract
organization  serving certain  subjective
purposes and social interests. Its outlines are
blurred and in many cases there is rationality
which is only visible within the frameworks of
the different theories.

The firm contract is:

First: a legal, economic and organizational
framework with blurred outlines, uniting
various purposes, will and effects;

Second: a mechanism for theoretical and
empirical analysis of non-production relations
intended to find the answer to the question
about the reason for the existence of cartel
alliances;

Third: a possibility to reduce the economic
insecurity by finding the right balance of the
property rights which will lead to reducing the
transaction costs.
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