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A contract is an agreement under which two parties make reciprocal commitments in terms of their 

behavior – a bilateral coordination arrangement. This formulation touches on the legal concept of the 

contract (a meeting of minds creating effects in law), but also transcends it. Over the course of the past 

thirty years, the «contract» has become a central notion in economic analysis, giving rise to three prin-

cipal fields of study: «incentives», «incomplete contracts», and «transaction costs». Development of 

contract theory was a key contribution to a fundamental redesign of all areas of economic analysis, 

from the study of microeconomic interactions to that of macroeconomic aggregates (labor market), 

passing on the way the various domains of applied economics, finance and industrial organization.
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