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	Abstract (Document Summary)

	Adjustment costs determine investment dynamics, technology diffusion patterns, and the speed of other structural changes, yet have received little systematic treatment in economic literature. This thesis presents empirical and theoretical investigations into the source of investment adjustment costs.

The empirical analysis focuses on the low frequency of upgrade investments among many business mainframe computer users in the 1980s. By looking closely at the different uses and engineering support mechanisms of computer systems among these users, I identify the sources of internal and external adjustment costs. I apply (S, s) dynamic modeling to micro-level lumpy and infrequent investment observations, solve the model by using a dynamic programming technique, and derive economic measurements of non-convex adjustment costs. With the empirical results, I attribute high lump-sum adjustment costs to the difficulty of changing organizationally complex business processes that are represented by on-line transaction applications such as accounts payable, order-processing, and inventory. Adjustment costs, however, do not increase with the level of the technical and engineering support requirements, which can be explained by the availability of technical and engineering resources from highly competitive markets outside the firm boundary. These results emphasize the importance of institutional perspectives in understanding the theoretical source of adjustment costs and the slow speed of structural changes such as technology diffusion. The distinction between external and internal adjustment costs, based on firm boundaries, enable us to understand their relative sizes and convex and non-convex structures.

The theoretical investigation identifies several examples of organizational friction that are potential sources of internal adjustment costs and gives a walk-through illustration of one model in which internal adjustment costs arise from the bargaining between the manager and the workers who hold locally specialized skills and information.

The institutional sources of adjustment costs that this thesis has identified extend to a wider class of investment and structural changes, providing economists with a direct analytical approach for explaining local friction in various economic transitions.
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