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Sunk Costs. Resource Allocation and Re-examination of

Parito Optimality

Tang Jijun
(School of Economics, Liaoning University Shenyang Liaoning China 110136)

Abstract: In order to investigate the limits of the standard neoclassical economics, we introduce the potential sunk cost concept.
By relaxing full resource mobility or costless mobility in perfect competitive markets and introduced potential non-zero sunk cost
investments (capital resource immbolity) avoiding the neo-classical decision environment. Under sunk costs,hysteresis effect, imperfect
market, nonmarket governance, wait and see behavior may be explained. Therefore we have found that sunk costs not only impede
market exit and entry, but also lead to oligopolistic market structure, non-market governance structure and real option new investment
theory, beyond the traditional neoclassic perfect market model with perfect mobility, characterized by the zero sunk costs and Pareto
optimality. Hence we provide the policy to recover or reduce the amount of sunk costs, including flexible market institutions, nonmarket
institutions and government intervention to create a costless entry and exit to realize the Pareto optimality, approaching the real market
economies, and implications for Chinese market system building and perfection.

Key Words: Resource Allocation; Perfect Mobility; Sunk Cost; Institutional Innovation



