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Property Rights Approach toward Firm Boundaries

~ Hiroshi Ishizuka

The distinction between markets and hierarchies emphasizes that production can be organized within one
firm or among several firms, depending on whether the principal means of production are controlled by a
single person (or group), or distributed among several. Property rights approach dévelops a useful
framework and notation for examining how changes in the distribution of asset ownership affects the
incentives of the individuals who work, directly or indirectly, with those assets and they establish a number
of propositions regarding the optimality of different ownership structures.

An-explanation will be given to incentive problems as well as firm boundaries from a view of property
rights approach. Whether an organizational structure provides full incentives will depend on how

information and nonhuman assets are owned and controlled.
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