














methodology of the opposite side in contending with the theory of old institutional school, that is, integration of
individualism and holism methodology, namely, institutional individualism represented by transaction cost. The
institutional individualism methodology finds the path of social evolution by endogenesis to realize that there is
individual in the whole, there is whole in the individual and the individual and the whole affect each other. This
method lays a good methodological foundation for the spontaneous choice and promotion of the institutional
development and change.

3. Purpose of institutional change is to realize the integration of formal institution and informal institution

The modern institutionalists divide the institution into informal institution and formal institution, in which
the informal institution is embodied as traditional culture, ethics, customs and values that widely exist in all the
sectors of the social life of the human in an intangible form and impose subtle influences. The constructive
rationalists believe that a small number of elites can conduct compulsory institutional change for the human
progress by virtue of their understanding and insight into the society and humanity. The evolutionary rationalists
think it is required to rationally conduct liberal dialogue, explanation and game between individuals and reach a
consensus by negotiation in the free competition. From the formation of the realistic social order, the social
institution change includes not only the evolution path of informal institution, but also the rational construction of
formal institution.

Hayek’s “spontaneous order” theory tells us that the compulsory institutional change guided by a small
number of elites often neglects the individual liberty in the construction of reform of realistic social order. It is
allowed to better respect and guarantee the individual liberty only by interaction, dialogue, practice and other
methods. The government is required to respect the traditional experience, rationality and innovation upon

institutional innovation.
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