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The figure above shows the resulting “governance forms” according to the two most important dimensions of Transaction Cost Economics; Frequency and Specificity. The red text indicates the type of product transacted, where the blue text beneath provides a concrete example. The green text shows the governance form and is qualified further by the black text beneath it. It is important to note that there are other dimensions of Transaction Costs Economics that are highly related and interdependent with specificity and frequency. These dimensions are all discussed in greater detail below. Thus, as a conceptual tool, we often must simplify in order to obtain some utility from the model. When this is said and done, all of the dimensions below will determine the outcome in some degree. However, some will be more applicable than others given the specific example on hand.

· Specificity: Products with low specificity such as raw materials tend to be sold on markets. The greater the standardization of a product, the easier it is to transact in fast, once off, transactions. This is why commodities are so successfully transacted in exchanges where transacting parties are anonymous. The exchange dictates that certain product and delivery standards are followed, so no additional negotiation or contracting is needed. As products become less standardized (information asymmetries grow), a higher level of contracting is needed to ensure that product/delivery criteria are upheld (under the precedence of the legal system). In extreme cases, a one time, turn-key project may involve the direct participation of a regulatory body to ensure that both transaction parties and the public in general are protected (a power plant). If specificity levels are high and the transactions frequent, we see a greater tendency towards some form of joint venture. With high specificity that is geographically contingent, internal integration occurs (mitigating a direct threat of hold-up). 

· Frequency: this complements the issue of specificity. Transactions with low frequency are executed either on markets, or through one-to-one transactions governed by contracts. The greater the specificity of the assets, the greater is the complexity of the contracts and judicial enforcement. Transactions with high frequency can also be governed via markets in the case of low specificity. For example, purchases of oil will often use pure market mechanisms despite the high frequency. This protects their price negotiation power. As specificity grows and frequency remains high, the threat of hold-up increases. Hence, greater contractual mechanisms are needed protect the buyer. But given the high frequency, these mechanisms often take the form of joint ventures with a significant financial bond or equity investment made by both parties (property rights protect against hold-up). In extreme cases with high frequencies and specificity, we most often see internal integration. 

· Duration: Duration can be viewed as a variant of frequency and a consequence of specificity. Intuitively, transactions with low duration are by their simple nature often governed by market mechanisms (although exceptions do exist). As duration increases, the threat of hold up grows (the vendor could walk away halfway through the contract). In this instance, we find the application of complex contracts, joint ventures and integration. Once again, the difference between contractual/judicial protection and mitigation by property rights (joint ventures/integration) is dependant upon frequency of the transactions. If you contract for a new factory, this is a once off transaction, with a specified duration (low frequency). If that factory produces parts for your end-product and its absence will directly affect revenue (high frequency), integration may be optimal.

· Complexity: Complexity follows a similar logic as asset specificity. However, it addresses other factors that are not formally defined in specificity. With low complexity, transactions are easily executed on the market (buying a soft drink). As complexity increases, so does the general problems of information asymmetry and bounded rationality. Communication about the product becomes more difficult, despite the best intentions. Naturally, this can be exacerbated by any opportunism/moral hazard that may be present. Hence, as complexity increases, so does the need to protect the transacting parties with contractual/judicial mechanisms or some property rights based construction e.g. joint venture or integration.

· Uncertainty: High uncertainty exacerbates the problems of information asymmetry and bounded rationality. This follows the same logic a complexity. The higher the level, the greater the tendency to use contractual or property right based constructions. Low frequency transactions will use contractual mechanisms, where high frequency transactions will use a property rights form.    

· Performance Measurement: Closely related to complexity and follows similar logic of uncertainty. However, extreme difficulties of performance measurement will also make contractual based mechanisms less likely. Intuitively, the chances of contractual dispute increase with performance measurement difficulties. Hence, this relegates us to the some form of property rights construct to mitigate potential contractual disputes and hold-up. Synonymous with Quality Monitoring.

· Connectedness: Like asset specificity, but focused on processes, not assets. High levels of process interconnection between two companies obviously imply a greater chance of hold-up. As highly connected processes by definition are found in frequent transactions, a property rights construct will be applied as connectedness increases.

· Search Costs: Low search costs make the use of markets easier and hence more economical. Even with intermediate levels of connectedness, specificity and frequency, significant reductions in search and monitoring costs can make the use of quasi-market constructs attractive, as in the case of the supplier portals initiated by the big 3 auto makers. In general, lower search costs makes markets more transparent and improve price determination (see below).

· Price Determination: Difficulty in price determination makes market based mechanisms difficult to use. Intuitively, the more difficult it is to solicit prices, the greater the tendency to move away from market and contractual constructs, defaulting to an in-house solution (internal integration).
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