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Economics of Contract and Organization and the Law

Tomotaka FUJITA*

Economics of contract and organization is now recognized as one of the most
fertile field of applied economics. Recent developments in this area have had persistent
influence on law and economics scholarship. This article surveys the recent models of
the theory of the firm and argues their application to the law. First Part of the Article
explains how "theory of the firm" has developed focusing especially. on Transaction
Cost Economics (Williamson), Agency Theory and Nexus of Contracts and more
recent Incomplete Contract Mo(iel (Part I). Part 2 critically examines the influence of
Transaction Cost Economics on "relational contract”, It argues that incompleteness of
the contract, as such, cannot justify legal intervention to the contract and more detaiied
analysis is necessary how and to what extent legal intervention contributes the relation
specific investment. Finally, application to cbrporate law is discussed in Part IIL
Aithough agency theory and contractual approach (corporation as "nexus of contract
concept”) have shed much light on corporate law, the theory based op complete
contract model, the author argues, cannot explain the most fundamental elements of
corporate law. Special attention is drawn on shareholder’s voting and fiduciary duty of

corporate managements.
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