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Abstract

The governance structure implicated by Williamson's transaction cost theory provides a
powerful framework to analyze the organizational patterns that exist in marketing
channels, such as vertical integration and inter-organizational relationship. However,
transaction cost analysis does not provide enough insight into channel spin-off or
hierarchy failure when applied to the transitional economy in China. The purpose of this
paper is to integrate core elements of Alderson's marketing theory - market heterogeneity,
double sorting and organized behavior system - with Williamson's transaction cost
analysis. The new framework can give a clearer perspective on the transformation of
China's economy as well as the channel distribution system. In particular, hierarchy
failure, information asymmetry, and self-governance of channel structure are identified,
explaining the mechanism of channel evolution and institutional change in China.
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