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Outline of the Course and of Today Lesson.

Course Objectives and Organization.

– You will learn how

1. to analyze the evolution over time and impact of property rights and,
more generally, to build law into a formal model.

2. to critically evaluate the observed legal variation and to propose
possible reforms to the existing arrangements.

– The course is organized in three classes, i.e., 07-14-19/02/2018.

– You will be assessed on the basis of a final essay illustrating a possible
application to a legal case of your choice of the models discussed in class.
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Outline of the Course and of Today Lesson.

Course Contents.

– Class:

1 details the evidence on the role of “property and contracting
institutions" produced by those considering them as exogenous.

2&3 illustrate a new literature studying the drivers of the protection of
private property and providing, through their consideration, new
conflicting evidence on the role of property rights.

3 discusses how essays should access avenues for further research.
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Outline of Today Lesson.

— What Types of Legal Institutions Do Matter? Exogenous Property
Rights Versus Exogenous Contracting Institutions?

— Towards Endogenous Property Rights: Predation Versus Disincentives.

— Towards Endogenous Property Rights: Inefficient Exclusion From
Trade Versus Inefficient Expropriation.

— Final Essay: Structure.
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What Types of Legal Institutions Do Matter?
Exogenous Property Rights

Versus
Exogenous Contracting Institutions?
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Acemoglu and Johnson (2005).

A Closer Look at the Coase Theorem: Limited . . .

– If property rights are well defined and contracts well enforced, limited
transaction costs—i.e., “any impediments or costs of negotiating"—allow
agents to organize transactions in ways achieving efficiency without
government’s action and regardless of initial allocations.

→ These efficiency and invariance properties of the Coaesean bargaining
imply that the key institutional arrangement is the legal tradition or
origins—e.g., common and civil law, which is the mix of

lawmaking institutions—i.e., case and statute law—that aggregate the
citizens’ preferences and the firms’ technology into laws;

adjudication institutions—i.e., discretion and bright-line rules—that
determine the judges’ ability to make law.

← These rules enhance the reliance on contracts and, thus, are called
contracting institutions by Acemoglu and Johnson (2005).

Class 1: The Law & Economics of Property Rights.



Outline. Exogenous Property Rights. Towards Endogenous Property Rights. Essay.

Acemoglu and Johnson (2005).

A Closer Look at the Coase Theorem: Limited . . .

– If property rights are well defined and contracts well enforced, limited
transaction costs—i.e., “any impediments or costs of negotiating"—allow
agents to organize transactions in ways achieving efficiency without
government’s action and regardless of initial allocations.

→ These efficiency and invariance properties of the Coaesean bargaining
imply that the key institutional arrangement is the legal tradition or
origins—e.g., common and civil law, which is the mix of

lawmaking institutions—i.e., case and statute law—that aggregate the
citizens’ preferences and the firms’ technology into laws;

adjudication institutions—i.e., discretion and bright-line rules—that
determine the judges’ ability to make law.

← These rules enhance the reliance on contracts and, thus, are called
contracting institutions by Acemoglu and Johnson (2005).

Class 1: The Law & Economics of Property Rights.



Outline. Exogenous Property Rights. Towards Endogenous Property Rights. Essay.

Acemoglu and Johnson (2005).

A Closer Look at the Coase Theorem: Limited . . .

– If property rights are well defined and contracts well enforced, limited
transaction costs—i.e., “any impediments or costs of negotiating"—allow
agents to organize transactions in ways achieving efficiency without
government’s action and regardless of initial allocations.

→ These efficiency and invariance properties of the Coaesean bargaining
imply that the key institutional arrangement is the legal tradition or
origins—e.g., common and civil law, which is the mix of

lawmaking institutions—i.e., case and statute law—that aggregate the
citizens’ preferences and the firms’ technology into laws;

adjudication institutions—i.e., discretion and bright-line rules—that
determine the judges’ ability to make law.

← These rules enhance the reliance on contracts and, thus, are called
contracting institutions by Acemoglu and Johnson (2005).

Class 1: The Law & Economics of Property Rights.



Outline. Exogenous Property Rights. Towards Endogenous Property Rights. Essay.

Acemoglu and Johnson (2005).

A Closer Look at the Coase Theorem: Limited . . .

– If property rights are well defined and contracts well enforced, limited
transaction costs—i.e., “any impediments or costs of negotiating"—allow
agents to organize transactions in ways achieving efficiency without
government’s action and regardless of initial allocations.

→ These efficiency and invariance properties of the Coaesean bargaining
imply that the key institutional arrangement is the legal tradition or
origins—e.g., common and civil law, which is the mix of

lawmaking institutions—i.e., case and statute law—that aggregate the
citizens’ preferences and the firms’ technology into laws;

adjudication institutions—i.e., discretion and bright-line rules—that
determine the judges’ ability to make law.

← These rules enhance the reliance on contracts and, thus, are called
contracting institutions by Acemoglu and Johnson (2005).

Class 1: The Law & Economics of Property Rights.



Outline. Exogenous Property Rights. Towards Endogenous Property Rights. Essay.

Acemoglu and Johnson (2005).

A Closer Look at the Coase Theorem: Limited . . .

– If property rights are well defined and contracts well enforced, limited
transaction costs—i.e., “any impediments or costs of negotiating"—allow
agents to organize transactions in ways achieving efficiency without
government’s action and regardless of initial allocations.

→ These efficiency and invariance properties of the Coaesean bargaining
imply that the key institutional arrangement is the legal tradition or
origins—e.g., common and civil law, which is the mix of

lawmaking institutions—i.e., case and statute law—that aggregate the
citizens’ preferences and the firms’ technology into laws;

adjudication institutions—i.e., discretion and bright-line rules—that
determine the judges’ ability to make law.

← These rules enhance the reliance on contracts and, thus, are called
contracting institutions by Acemoglu and Johnson (2005).

Class 1: The Law & Economics of Property Rights.



Outline. Exogenous Property Rights. Towards Endogenous Property Rights. Essay.

Acemoglu and Johnson (2005).

and Large Transaction Costs.

– When property rights are well defined and contracts well enforced, large
transaction costs entail that initial legal entitlements—i.e., rights established
by law and avoding that “might makes right" (Calabresi and Melamed,
1972)—shape the efficiency of the final allocation, i.e., liability should be
assigned to the actors who can avoid social costs most cheaply.

→ the key institutional arrangements are then

property rules assigning the initial entitlement to a subject who can
successively voluntarily transfer it at a price of his choice;

liability rules fixing the price at which the entitlement can be
transferred without the need for a voluntary transaction;

inalienability rules forbidding the voluntary transfer of the entitlement.

← Acemoglu and Johnson (2005) call them property rights institutions, since
they protect citizens against expropriation by government/powerful elites.
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Acemoglu and Johnson (2005).

Acemoglu and Johnson (2005): . . .

Implicit assumptions: complete information, bilateral spillovers, no hold-up.

– To evaluate the impact of contracting institutions Fc and property rights
institutions Ic on economic development Yc, they run regression of the type

Yc = αFc + βIc + Z′iγ0 + εc,

where Zi gather the controls. Yc can be the GDP per capita, the investment
over GDP, the private credit over GDP, and the stock market capitalization.
Fc can be the number of steps necessary to collect an unpaid check, and two
proxies for the legal difficulty to collect an unpaid commercial debt. Ic can
be the Polity IV constraint on the executive, the Political Risk Services’ and
Heritage Foundation’s subjective measure of private property protection.

Class 1: The Law & Economics of Property Rights.
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Acemoglu and Johnson (2005).

OLS and . . .

– OLS: growth, investment, and financial development are correlated with
both institutions (Table 2). Yet, such correlations do not establish causality.

– Exploit exogenous variation in Fc and Ic driven by colonial history:

Fc = δ1Lc + η1Mc + Z′iγ1 + u1c where Lc is an English common law
dummy← primacy of common law legal origins (La Porta et al.,
1997), which is however only putative (Guerriero, 2016a, b).

Ic = δ2Lc + η2Mc + Z′iγ2 + u2c, where Mc is either the log mortality
rate of European settlers or the log of the indigenous population
density in 1500← exogenous allocation of political institutions due to
colonialism (Acemoglu, Johnson, and Robinson, 2001, 2002).

– The instruments enter in a separable way into the first stages (table 3).

Class 1: The Law & Economics of Property Rights.
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Acemoglu and Johnson (2005).

2SLS.

– 2SLS estimates in tables 4-9 document that:

1. Ic has a first-order effect on all proxies for Yc;

2. Fc appears to matter only for the form of financial intermediation.

– The results are robust to changing samples, controlling for macroeconomic
policies, religion, and latitude, and employing firm-level data.

← Individuals can deal with weak contracting institutions by altering their
contracts but cannot avoid predation since transaction costs are relevant!!!

Class 1: The Law & Economics of Property Rights.
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Acemoglu and Johnson (2005).

Exogenous Institutions Approach: Inconsistency of . . .

– Inconsistency of the measurement and, in particular, of the choice of the

proxy for Lc since it does not capture the whole bundle of lawmaking
and adjudication institutions (Guerriero, 2016a);

proxy for Ic since it gauges the protection of vertical property rights but
not that of horizontal property rights (Guerriero, 2016c).

← measurement error might not be an issue if both Lc and Mc are strong,
separate and above all excluded. Instead,

Class 1: The Law & Economics of Property Rights.
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the Identification Strategy.

– Inconsistency of the exclusion restrictions regarding both

Fc since legal traditions evolve as driven by the quality of political
institutions and preference heterogeneity (Guerriero, 2016b);

Ic since the protection of property is itself a function of the extent of
preference heterogenity, strength of a culture of self-reliance, and
severity of transaction costs (D&G, 2015; Guerriero, 2016c, 2017).

Next, we will first clarify the coercion vs. predation trade-off, and then we
will evaluate the role of the other drivers of property rights.

Class 1: The Law & Economics of Property Rights.
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Predation Versus Disincentives.

Towards Endogenous Property Rights:
Predation Versus Disincentives.

Class 1: The Law & Economics of Property Rights.
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Predation Versus Disincentives.

Endogenous Property Rights: . . .

– A mass one of producers produce x = (1− τ) (ρv + z), where τ is the
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Direct private takings: non consensual takings among private agents
possibly intermediated by a private agent acting as an intermediary.

Indirect private takings: expropriation mediated by the state, which
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– Two legal sources of property rights acquisition:
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O
Original owner

OI-transfer−−−−−−−→ I
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– The OI-transfer may happen via “coercion” and be non consensual. Then
via contract, tort, or unjust-enrichment remedies, the losing buyer can
recover the price from the intermediary if traceable and solvent. If this is not
the case, society should balance property rights and reliance on contracts.
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— “B” thinks that “I” is authorized to sell furniture.
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40% of private lands in developing countries are invaded and there are
roughly two billion squatters in the world (Brueckner and Selod, 2009).
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