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Overview: 

This syllabus describes a doctoral course in organizational economics. As in many courses, the syllabus 
offers a guide to further reading for those seeking to go deeper into particular topics. In this course, 
however, the syllabus also attempts to define the content and (blurry) boundaries of organizational 
economics. 

One reason that the content and boundaries of organizational economics need to be defined is that the field 
overlaps many other fields in economics. For example, parts of the course are natural complements to a 
typical course in industrial organization, and others to labor economics. Also, much of the course can be 
seen as applying (and sometimes testing) material from a typical course in contract theory. These and other 
connections (such as to corporate finance, political economy, and organizational sociology) are 
summarized in the pictures of organizational economics at http://web.mit.edu/rgibbons/www/index.html. 

The prerequisites for the course are first-year microeconomic theory (e.g., 14.122 and 124) and 
econometrics (e.g., 14. 382), as well as the rudiments of contract theory (e.g., 14.281). The latter can be 
gleaned from “Incentives Between Firms (and Within)” and “Four Formal(izable) Theories of the Firm,” 
available at the website above. 
 

Requirements: 

We fear that economists do not get out enough (ourselves certainly included). Because we cannot arrange 
for field trips as a part of this course, we rely on thick descriptions—detailed accounts from those who 
have been there. We will cover some such descriptions in class; others will be central to the term paper for 
the course. 

We also fear that most economists never learn how to build a simple model “from scratch.” As a result, 
there are many published models that add a new element to an existing model or combine two existing 
models, but few that begin from a crisp statement of a fact and then develop a fresh model dedicated to 
explaining that fact. While the latter kind of model is not always an end in itself, the ability to develop such 
a model can be quite valuable.  

In this course we try to calm both fears, by requiring students both to read thick descriptions (marked with 
a “C” below) and to build simple models. Specifically, there are two course requirements: six case write-
ups (chosen from about two dozen); and one term paper (10 to 15 pages, due roughly three months after 
the course ends). The case write-ups should begin to build a very simple economic model based on the 
case, perhaps guided by the discussion questions given at the end of this syllabus. The term paper should 
develop a simple economic analysis (probably including a model) from the descriptions and analyses given 
in a book-length case study, such as those listed at the end of many sections of the syllabus.  
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Mechanics: 

Many topics will begin with a 15-minute case discussion that focuses on the questions given at the end of 
this syllabus. Such a discussion will be of little value to you if you have not read the case and considered 
the questions, so please come prepared. The schedule of topics (and cases) will be as follows: 

Feb. 4: 0. INTRODUCTION. 1. DECISION-MAKING: Team Theory and Garbage Cans 

Feb. 11: Authority and Power (Johnson & Johnson); Politics and Influence; Routines 
(UPS); Social Relations (Miller) 

Feb. 18: 2. WHAT DO MANAGERS DO? Hierarchical Information Processing; 
Hierarchical Resource Allocation 

Feb. 25: Hierarchical Monitoring; Hierarchical Problem Solving 

Mar. 3: 3. STRUCTURES AND PROCESSES: Conventional Organizational Forms 
(Beatrice; Disney); Alternative Organizational Forms (ABB; Oticon); Theories 
of Structure 

Mar. 10: Capital Allocation and Transfer Pricing; Knowledge Management and 
Innovation; Contingency and Complementarities. 4. ORGANIZATIONAL 
CAPITAL: Growth 

Mar. 17: Culture (Sun Hydraulics); Leadership (Hewlett-Packard); Change (Jacobs 
Suchard; Andersen) 

Mar. 24: SPRING BREAK 

Mar. 31: 5. EMPLOYMENT: Pay for Performance (Brainard, Bennis, & Farrell; Alston 
and Higgs; Lincoln Electric; First Boston; Roy); Job Assignments 

Apr. 7: Skill Development (Motorola); Networks and Demography (Clendenin; Xerox 
Development Center); Integrative Models of Wages and Mobility 

Apr. 14: Employment Systems (People Express; NUMMI); Sorting and the Division of 
Labor 

Apr. 21: 6. BETWEEN FIRMS: Integration (Rudi Gassner); Formal and Relational 
Contracts (Crown Equipment) 

Apr. 28: Joint Ventures, Alliances, and Other Hybrids (Fuji Xerox; Honda-Rover);  
Hybrids and Innovation (Xerox Technology Ventures); Competition and 
Industry Dynamics (Birds Eye); International Trade 

May 5: 7. BESIDES FIRMS: Communities; Markets (Bestor) 

May 12: Agencies (Wilson); States (North & Weingast). 8. CONCLUSION. 
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0.  INTRODUCTION 

* Gibbons, Robert. 2000. “Why Organizations are Such a Mess (And What An Economist Might 
Do About It).” Unpublished manuscript, MIT. http://web.mit.edu/rgibbons/www/index.html 

 Arrow, Kenneth. 1974. The Limits of Organization. New York: W.W. Norton. 

 DiMaggio, Paul. 2001. “Introduction: Making Sense of the Contemporary Firm and Prefiguring 
Its Future” and “Conclusion: The Futures of Business Organization and Paradoxes of Change.” 
Chapters 1 and 9 in P. DiMaggio (ed.), The Twenty-First-Century Firm: Changing Economic 
Organization in International Perspective. Princeton: Princeton University Press. 

 Griliches, Zvi, and Jacques Mairesse. 1998. “Production functions: The search for identification.” 
In S. Strøm (ed.), The Ragnar Frisch Centennial Symposium. Cambridge: Cambridge University 
Press. 

 Stinchcombe, Arthur. 1965. “Social Structure and Organizations.” Chapter 4 in J. March (ed.), 
Handbook of Organizations. Chicago: Rand McNally & Company. 

 
 

1.  DECISION-MAKING IN ORGANIZATIONS 

 
Overview  

* Gibbons, Robert. 2003. “Team Theory, Garbage Cans, and Real Organizations: Some History and 
Prospects of Economic Research on Decision-Making in Organizations.” Industrial and 
Corporate Change 12: 753-87. http://web.mit.edu/rgibbons/www/index.html 

 Cyert, Richard and James March. 1963. A Behavioral Theory of the Firm. Englewood Cliffs, NJ: 
Prentice-Hall. 

 
 
1.1 Team Theory, Garbage Cans, and Real Organizations 

* Sah, Raj, and Joseph Stiglitz. 1986. “The Architecture of Economic Systems: Hierarchies and 
Polyarchies.” American Economic Review 76:716-27. 

* Cohen, Michael, James March, and Johan Olsen. 1972. “A Garbage Can Model of Organizational 
Choice.” Administrative Science Quarterly 17:1-25. 

* Feldman, Martha and James March. 1981. “Information in Organizations as Signal and Symbol.” 
Administrative Science Quarterly 26:171-86. 

Crozier, Michel. 1964. The Bureaucratic Phenomenon. Chicago: University of Chicago Press. 
 
 
1.2 Authority and Power  

C Aguilar, Francis and Arvind Bhambri. 1983. “Johnson & Johnson (A), (B).” Harvard Business 
School Case #384-053 and -054. 
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* Aghion, Philippe and Jean Tirole. 1997. “Formal and Real Authority in Organizations.” Journal 
of Political Economy 105:1-29. 

* Baker, George, Robert Gibbons, and Kevin J. Murphy. 1999. “Informal Authority in 
Organizations.” Journal of Law, Economics, and Organization 15: 56-73. 

 Crémer, Jacques. 1995. “Arm’s Length Relationships.” Quarterly Journal of Economics 110: 275-
95. 

 Dessein, Wouter. 2002. “Authority and Communication in Organizations.” Review of Economic 
Studies 69: 811-38. 

 Dewatripont, Mathias and Jean Tirole. 1999. “Advocates.” Journal of Political Economy 107: 1-
39. 

 Hickson, D., C. Hinings, C. Lee, R. Schneck, and J. Pennings. 1971. “A Strategic Contingencies 
Theory of Intraorganizational Power.” Administrative Science Quarterly 16:216-29. 

 Hinings, C., D. Hickson, J. Pennings, and R. Schneck. 1974. “Structural Conditions and 
Intraorganizational Power.” Administrative Science Quarterly 19:22-44. 

* Rotemberg, Julio. 1993. “Power in Profit-Maximizing Organizations.” Journal of Economics & 
Management Strategy 2:165-98. 

 Rajan, Raghuram and Luigi Zingales. 1998. “Power in a Theory of the Firm.” Quarterly Journal 
of Economics 113: 387-432. 

Pfeffer, Jeffrey. 1981. “Sources of Power in Organizations.” Chapter 4 in Power in 
Organizations. Cambridge, MA: Ballinger. 

 
 
1.3 Politics and Influence  

* March, James. 1962. “The Business Firm as a Political Coalition.” Journal of Politics 24:662-78. 

 Skaperdas, Stergios. 1992. “Cooperation, Conflict, and Power in the Absence of Property Rights.” 
American Economic Review 82: 720-39. 

* Rajan, Raghuram and Luigi Zingales. 2000. “The Tyranny of Inequality.” Journal of Public 
Economics 76: 521-58. 

 Rotemberg, Julio, and Garth Saloner. 1995. “Overt interfunctional conflict (and its reduction 
through business strategy).” Rand Journal of Economics 26:630-53. 

* Milgrom, Paul and John Roberts. 1988. “An Economic Approach to Influence Activities in 
Organizations.” American Journal of Sociology 94:S154-S179. 

 Prendergast, Canice. 1993. “A Theory of ‘Yes Men.’” American Economic Review 83:757-70. 

 Müller, Holger and Karl Wärneryd. 2001. “Inside versus outside ownership: a political theory of 
the firm.” Rand Journal of Economics 32: 527-41. 

 Kramer, Roderick. 2001. “Organizational Paranoia: Origins and Dynamics.” Research in 
Organizational Behavior 23: 1-42. 
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 Machiavelli, Niccolo. 1988. The Prince. Q. Skinner and R. Price (eds.). New York: Cambridge 
University Press. 

 Riker, William. 1986. The Art of Political Manipulation. New Haven, CT: Yale University Press. 
 
 
1.4  Routines  

C Sonnenfeld, Jeffrey, and Meredith Lazo. 1992. “United Parcel Service (A) and (B).” Harvard 
Business School Case #9-488-016 and -017. 

 Nelson, Richard, and Sidney Winter. 1982. “Organizational Capabilities and Behavior.” Chapter 5 
in An Evolutionary Theory of Economic Change. Cambridge, MA: Harvard University Press. 

 Levitt, Barbara and James March. 1988. “Organizational Learning.” Annual Review of Sociology 
14: 319-40. 

 March, James. 1991. “Exploration and Exploitation in Organizational Learning.” Organization 
Science 2: 71-87. 

* Henderson, Rebecca and Kim Clark. 1990. “Architectural Innovation: The Reconfiguration of 
Existing Product Technologies and the Failure of Established Firms.” Administrative Science 
Quarterly  35: 9-30. 

 Dosi, Giovanni, Richard Nelson, and Sidney Winter. 2000. “Introduction: The Nature and 
Dynamics of Organizational Capabilities.” In G. Dosi, R. Nelson, and S. Winter (eds.), The 
Nature and Dynamics of Organizational Capabilities.  New York: Oxford University Press. 

* Kogut, Bruce and Udo Zander. 1992. “Knowledge of the Firm, Combinative Capabilities, and the 
Replication of Technology.” Organization Science 3: 383-97. 

 Polanyi, Michael. 1966. The Tacit Dimension. New York: Anchor Day Books. 
 
 
1.5  Social Relations 

C Miller, Gary. 1992. “Horizontal Cooperation,” from Ch. 9 of Managerial Dilemmas: The Political 
Economy of Hierarchy, Cambridge University Press. 

* Tirole, Jean. 1986. “Hierarchies and Bureaucracies: On the Role of Collusion in Organizations.” 
Journal of Law, Economics, and Organization 2:181-214. 

 Faure-Grimaud, Antoine, Jean-Jacques Laffont, and David Martimort. 2003. “Collusion, 
Delegation and Supervision with Soft Information.” Review of Economic Studies 70: 253-79. 

* Jones, Stephen. 1990. “Worker Interdependence and Output: The Hawthorne Studies 
Reevaluated.” American Sociological Review 55:176-90. 

* Ichino, Andrea, and Giovanni Maggi. 2000. “Work Environment and Individual Background: 
Explaining Regional Shirking Differentials in a Large Italian Firm.” Quarterly Journal of 
Economics 115: 1057-90. 

* Fehr, Ernst, and Simon Gächter. 2000. “Fairness and Retaliation: The Economics of Reciprocity.” 
Journal of Economic Perspectives 14: 159-81. 
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 Sobel, Joel. 2001. “Interdependent Preferences and Reciprocity.” Unpublished manuscript, 
UCSD. 

* Akerlof, George and Rachel Kranton. 2000. “Economics and Identity.” Quarterly Journal of 
Economics 115: 715-53. 

 Sally, David. 2002. “Two Economic Applications of Sympathy.” Journal of Law, Economics, and 
Organization 18: 455-87. 

 Prendergast, Canice, and Robert Topel. 1996. “Favoritism in Organizations.” Journal of Political 
Economy 104:958-78. 

 Garicano, Luis, Ignacio Palacios, and Canice Prendergast. 2001. “Favoritism Under Social 
Pressure.” NBER Working Paper #8376. http://www.nber.org/papers/w8376. 

 
 

2.  WHAT DO MANAGERS DO? 

 
Introduction 

* Demsetz, H (1988), “The Theory of the Firm Revisited”, Journal of Law, Economics and 
Organization, 4, 141-61. 

C Michael J. Enright “Organization and Coordination in Geographically Concentrated Industries.” 
in Coordination and Information (1995), Ed. Naomi R. Lamoreaux and Daniel M. G. Raff 

 
 
2.1 Hierarchical Information Processing 

 Marschak, Jacob and Roy Radner. 1972. Economic Theory of Teams. New Haven, CT: Yale 
University Press. 

* Roy Radner “Teams” in C.B McGwire and R. Radner (eds) Decision Making and Organization.” 
(1972) 

* Roy Radner  “Hierarchy: The Economics of Managing” Journal of Economic Literature, Vol. 30, 
No. 3. (Sep., 1992), pp. 1382-1415. 

 Radner, Roy. 1993. “The Organization of Decentralized Information Processing.” Econometrica 
61:1109-46. 

* Bolton, Patrick and Mathias Dewatripont. 1994. “The Firm as a Communication Network.” 
Quarterly Journal of Economics 109:809-39. 

Radner, R. and Van Zandt, T. (1992). “Information processing in teams and returns to scale”. 
Annales d'Economie et de Statistique, 25/26, 265{298. 

Van Zandt, T. (1998). “Decentralized information processing in the theory of organizations.” In 
M. Sertel (Ed.), Economic Design and Behavior, Proceedings of the XIth World Congress of the 
International Economic Association, volume IV. London: Macmillan Press Ltd. 
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Van Zandt, T. (1998). ‘Real-time decentralized information processing as a model of 
organizations with boundedly rational agents’. Review of Economic Studies. v66, n3 (July 1999): 
633-58. 

 
 
2.2 Hierarchical Resource Allocation 

* Crémer, Jacques. 1980. “A Partial Theory of the Optimal Organization of a Bureaucracy.” The 
Bell Journal of Economics 11: 683-93. 

* Geanakoplos, John and Paul Milgrom. 1991. “A Theory of Hierarchies Based on Limited 
Managerial Attention.” Journal of the Japanese and International Economies 5:205-25. 

 Van Zandt, Timothy. 2001. “Real-Time Hierarchical Resource Allocation.” Unpublished 
manuscript, INSEAD. 

 Mookherjee, Dilip and Stefan Reichelstein. 1997. “Budgeting and Hierarchical Control.” Journal 
of Accounting Research 35: 129-55. 

 
 
2.3 Hierarchical Monitoring 

 Williamson, Oliver. 1967. “Hierarchical Control and Optimal Firm Size.” Journal of Political 
Economy 75: 123-38. 

* Calvo, Guillermo and Stanislaw Wellisz. 1978. “Supervision, Loss of Control, and the Optimum 
Size of the Firm.” Journal of Political Economy 86: 943-52. 

Calvo, Guillermo and Stanislaw Wellisz. 1979. “Supervision, Loss of Control, and the Optimum 
Size of the Firm.” Journal of Political Economy 86: 943-52. 

* Qian, Yingyi. 1994. “Incentives and Loss of Control in an Optimal Hierarchy.” Review of 
Economic Studies 61: 527-44. 

 Maskin, Eric, Yingyi Qian, and Chenggang Xu. 2000. “Incentives, Information, and 
Organizational Form.” Review of Economic Studies 67: 359-78. 

 Melumad, Nahum, Dilip Mookherjee, and Stefan Reichelstein. 1995. “Hierarchical 
decentralization of incentive contracts.” Rand Journal of Economics 26: 654-72. 

 Melumad, Nahum, Dilip Mookherjee, and Stefan Reichelstein. 1997. “Contract complexity, 
incentives, and the value of delegation.” Journal of Economics & Management Strategy 6: 257-
89. 

 
 
2.4 Hierarchical Problem Solving 

* Garicano, Luis. 2000. “Hierarchies and the Organization of Knowledge in Production.” Journal of 
Political Economy 108: 874-904. 

* Garicano, Luis and Thomas Hubbard. 2003. “Hierarchies and the Organization of Specialization.” 
Unpublished manuscript, University of Chicago. 
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3.  STRUCTURES AND PROCESSES IN ORGANIZATIONS 

 
3.1 Conventional Organizational Forms 

C Baker, George. 1992. “Beatrice: A Study in the Creation and Destruction of Value.” Journal of 
Finance 47: 1081-1119. 

C Rukstad, Michael and David Collis. 2001. “The Walt Disney Company: The Entertainment King.” 
Harvard Business School Case #9-701-035. 

* Williamson, Oliver. 1985. “The Modern Corporation.” Chapter 11 from The Economic 
Institutions of Capitalism. New York: The Free Press. 

* Freeland, Robert. 1996. “The Myth of the M-Form? Governance, Consent, and Organizational 
Change.” American Journal of Sociology 102:483-526. 

 Schoar, Antoinette. 2002. “Effects of Corporate Diversification on Productivity.” Journal of 
Finance yy: xx-zz. 

 Villalonga, Belén. 2004. “Diversification Discount or Premium? New Evidence from Business 
Information Tracking Series Establishment-Level Data.” Forthcoming in Journal of Finance 59: 
475-502. 

 Villalonga, Belén. 2004. “Does Diversification Cause the ‘Diversification Discount’?” 
Unpublished manuscript, Harvard Business School. 

 Child, John. 1973. “Predicting and Understanding Organization Structure.” Administrative 
Science Quarterly 18: 168-85. 

 Baiman, Stanley, David Larcker, and Madhav Rajan. 1995. “Organizational Design for Business 
Units.” Journal of Accounting Research 33: 205-29. 

 Rajan, Raghuram and Julie Wulf. 2003. “The Flattening Firm: Evidence from Panel Data on the 
Changing Nature of Corporate Hierarchies.” Unpublished manuscript, University of 
Pennsylvania’s Wharton School. 

 Blau, Peter. 1983. On the Nature of Organizations. Malabar, FL: Krieger Publishing Company. 

Chandler, Alfred. 1962. Strategy and Structure. Cambridge, MA: MIT Press. 
 
 
3.2 Alternative Organizational Forms  

C Bartlett, Christopher. 1993. “ABB’s Relays Business: Building and Managing a Global Matrix.” 
Harvard Business School Case #9-394-016. 

C Rothbard, Nancy and John Kotter. 1993. “Kyocera Corporation.” Harvard Business School Case 
#9-491-078. 

* Miles, Raymond, and Charles Snow. 1992. “Causes of Failure in Network Organizations.” 
California Management Review 34: 53-72. 

 Bartlett, Christopher and Sumantra Ghoshal. 1993. “Beyond the M-Form: Toward a Managerial 
Theory of the Firm.” Strategic Management Journal 14: 23-46. 
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 Baron, David and David Besanko. 2001. “Strategy, Organization, and Incentives: Global 
Corporate Banking at Citibank.” Industrial and Corporate Change 10: 1-36. 

 O’Leary, Michael, Wanda Orlikowski, and JoAnne Yates. 2002. “Distributed Work over the 
Centuries: Trust and Control in the Hudson’s Bay Company, 1670-1826.” Chapter 2 in P. Hinds 
and S. Kiesler (eds.), Distributed Work. Cambridge, MA: MIT Press. 

C Foss, Nicolai. 2001. “Selective Intervention and Internal Hybrids: Interpreting and Learning from 
the Rise and Decline of the Oticon Spaghetti Organization.” Unpublished manuscript, 
Copenhagen Business School. 

* Baker, George, Robert Gibbons, and Kevin J. Murphy. 2001. “Bringing the Market Inside the 
Firm?” American Economic Review Papers and Proceedings 91: 212-18. 

 Craig, Ben, and John Pencavel. 1995. “Participation and Productivity: A Comparison of Worker 
Cooperatives and Conventional Firms in the Plywood Industry.” Brookings Papers: 
Microeconomics, 121-60. 

 Dow, Gregory and Louis Putterman. 2000. “Why capital suppliers (usually) hire workers: what 
we know and what we need to know.” Journal of Economic Behavior and Organization 43: 319-
36. 

 Eccles, Robert, and Nitin Nohria. 1992. “On Structure and Structuring.” Chapter x in R. Eccles 
and N. Nohria (eds.), Beyond the Hype: Rediscovering the Essence of Management. Boston: 
Harvard University Press. 

 
 
3.3 Theories of Structure  

 Rotemberg, Julio. 1999. “Process- versus Function-Based Hierarchies.” Journal of Economics & 
Management Strategy 8: 453-87. 

 Hart, Oliver and John Moore. 2000. “On the Design of Hierarchies: Coordination Versus 
Specialization.” Unpublished manuscript, Harvard University. 

 Thompson, James D. 1967. Organizations in Action. New York: McGraw-Hill. 

 Kamps, Jaap and László Pólos. 1999. “Reducing Uncertainty: A Formal Theory of Organizations 
in Action.” American Journal of Sociology 104: 1774-1810. 

 Stinchcombe, Arthur. 2001. When Formality Works: Authority and Abstraction in Law and 
Organizations. Chicago: University of Chicago Press. 

 
 
3.4  Capital Allocation and Transfer Pricing 

* Bolton, Patrick and David Scharfstein. 1998. “Corporate Finance, the Theory of the Firm, and 
Organizations.” Journal of Economic Perspectives 12: 95-114. 

* Stein, Jeremy. 2002. “Agency, Information, and Corporate Investment.” Forthcoming in G. 
Constantinides, M. Harris, and R. Stulz (eds.), Handbook of the Economics of Finance. (Part 
Two) 

 Gertner, Robert, David Scharfstein, and Jeremy Stein. 1994. “Internal Versus External Capital 
Markets.” Quarterly Journal of Economics 109:1211-1230. 
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 Stein, Jeremy. 1997. “Internal Capital Markets and the Competition for Corporate Resources.” 
Journal of Finance 52:111-33. 

* Scharfstein, David, and Jeremy Stein. 2000. “The Dark Side of Internal Capital Markets: 
Divisional Rent-Seeking and Inefficient Investment.” Journal of Finance 55: 2537-64. 

 Scharfstein, David. 1997. “The Dark Side of Internal Capital Markets, II.” National Bureau of 
Economic Research Working Paper #6352. 

 Imai, Ken-ichi and Hiroyuki Itami. 1984. “Interpentration of Organization and Market: Japan’s 
firm and Market in Comparison with the U.S.” International Journal of Industrial Organization 2: 
285-310. 

* Mullainathan, Sendhil, and David Scharfstein. 2001. “Do Firm Boundaries Matter?” American 
Economic Review Papers and Proceedings 91: 195-99. 

* Eccles, Robert and Harrison White. 1988. “Price and Authority in Inter-Profit Center 
Transactions.” American Journal of Sociology 94: S17-S51. 

* Holmstrom, Bengt, and Jean Tirole. 1991. “Transfer Pricing and Organizational Form.” Journal of 
Law, Economics, and Organization 7: 201-28. 

* Bertrand, Marianne, Paras Mehta, and Sendhil Mullainathan. 2002. “Ferreting Out Tunneling: An 
Application to Indian Business Groups.” Quarterly Journal of Economics 117: 121-48. 

Bower, Joseph. 1970. Managing the Resource Allocation Process. Boston, MA: Harvard Business 
School Press. 

Eccles, Robert. 1985. The Transfer Pricing Problem: A Theory for Practice. D. C. Heath: 
Lexington, MA. 

 
 
3.5 Knowledge Management and Innovation  

 Cohen, Wesley and Daniel Levinthal. 1990. “Absorptive Capacity: A New Perspective on 
Learning and Innovation.” Administrative Science Quarterly 35: 128-52. 

 Henderson, Rebecca. 1993. “xx” Rand Journal of Economics 

 Nonaka, Ikujiro and Hirotaka Takeuchi. 1995. The Knowledge-Creating Company: How Japanese 
Companies Create the Dynamics of Innovation. New York: Oxford University Press. 

 
 
3.6 Contingency and Complementarities 

 Ghemawat, Pankaj. 1995. “Competitive Advantage and Internal Organization: Nucor Revisited.” 
Journal of Economics & Management Strategy 3:685-717. 

 Milgrom, Paul, and John Roberts. 1995. “Complementarities and Fit: Strategy, structure, and 
organizational change in manufacturing.” Journal of Accounting and Economics 19:179-208. 

 Levinthal, Daniel. 1997.  

Caroli, Eve and John van Reenen. 2001. “Skill-Biased Organizational Change? Evidence from a 
Panel of British and French Establishments.” Quarterly Journal of Economics 116: 1449-92. 
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 Bresnahan, Timothy, Erik Brynjolfsson, and Lorin Hitt. 2002. “Information Technology, 
workplace Organization and the Demand for Skilled Labor: Firm-Level Evidence.” Quarterly 
Journal of Economics 117: 339-76. 

 Thesmar, David and Mathias Thoenig. 2000. “Creative Destruction and Firm Organization 
Choice.” Quarterly Journal of Economics 115: 1201-37. 

 Baldwin, Carliss and Kim Clark. 2003. “Where Do Transactions Come From? A Perspective from 
Engineering Design.” Unpublished manuscript, Harvard Business School. 

 Lawrence, Paul and Jay Lorsch. 1967. Organization and Environment. Boston, MA: Harvard 
Business School Press. 

 Baldwin, Carliss and Kim Clark. 2000. Design Rules: The Power of Modularity. Cambridge, MA: 
MIT Press. 

 
 

4.  ORGANIZATIONAL CAPITAL 

 
4.1 Growth and Organization 

* Prescott, Edward, and Michael Visscher. 1980. “Organization Capital.” Journal of Political 
Economy 88: 446-61. 

 Athey, Susan, Christopher Avery, and Peter Zemsky. 2000. “Mentoring and Diversity.” American 
Economic Review 90: 765-86. 

 Rajan, Raghuram and Luigi Zingales. 2001. “The Firm as a Dedicated Hierarchy: A Theory of the 
Origins and Growth of Firms.” Quarterly Journal of Economics 116: 805-51. 

 Penrose, Edith. 1959. The Theory of the Growth of the Firm. New York: Wiley. 
 
 
4.2  Culture  

C Kaftan, Colleen and Louis Barnes. 1991. “Sun Hydraulics Corporation (A and B) and (C).” 
Harvard Business School Cases #9-491-119 and 9-491-125. 

* Kreps, David. 1990. “Corporate Culture and Economic Theory.” In J. Alt and K. Shepsle, eds. 
Perspectives on Positive Political Economy. Cambridge University Press. 

* Crémer, Jacques. 1993. “Corporate Culture and Shared Knowledge.” Industrial and Corporate 
Change 2:351-86. 

* Cremer, Jacques, Luis Garicano, Andrea Prat. “Codes in Organizations” (2003). Mimeo 

 Hermalin, Benjamin. 2001. “Economics and Corporate Culture.” Chapter 10 in C. Cooper, S. 
Cartwright, and P. Earley (eds.), The InternationalHhandbook of Organizational Culture and 
Climate. Chichester, England: John wiley & Sons.. 

 Rob, Rafael, and Peter Zemsky. 2002. “Social Capital, Corporate Culture, and Incentive 
Intensity.” Rand Journal of Economics 33: 243-57. 
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 Schein, Edgar. 1991. “What is culture?” In P. Frost, L. Moore, M. Louis, C. Lundberg, and J. 
Martin (eds.), Reframing organizational culture. Newbury Park, CA: Sage Publications. 
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CASE QUESTIONS 

The following questions are designed to focus your attention when reading the case, but not as a template 
for case write-ups. The generic assignment for case write-ups is to pick an interesting aspect of the case 
and begin to develop a simple economic model of that aspect. 

 

Feb. 11: Johnson & Johnson; UPS; Miller 

Johnson & Johnson: (i) What is J&J’s structure? What is its culture? What is its strategy? (ii) What 
obstacles does Pete Ventrella face as president of the new Hospital Services Company? How do J&J’s 
structure and culture affect its strategic options? 

UPS: (a) What are UPS’s key internal policies and how do they fit with each other? (b) What are the pros 
and cons of UPS’s system? What are key factors for their continued success? 

Miller: What were management’s formal policies in the bank wiring room, and what were workers’ 
(informal) responses to these policies?  

 
Feb 18:  Enright 

Read carefully through the three cases presented by Enright. In all of them, the market intermediaries are 
performing functions that, were these industries more vertically integrated, would usually performed by 
managers. Write down a description of what the 'managers' in these industries actually do. Think of it as 
writing an add looking for one of these guys in a newspaper in which you need to describe (albeit more 
carefully than you would in real life) the duties that they would undertake. Try to give a sense of the (1) 
coordination role broadly defined (i.e. information to process, knowledge to obtain etc.) and (2) incentive 
roles (monitoring and dealing with diverse informational asymmetries in several directions etc.) that these 
guys perform. List these as completely as you can. 

 
Mar. 3: Beatrice; Disney; ABB; Oticon 

Beatrice: (i) In what ways (if any) did Beatrice’s corporate strategy in the Karnes era create value? What 
were the merits and drawbacks of this strategy? Given the sources of value creation in Beatrice’s strategy 
under Karnes, was the company organized appropriately? Why or why not? (ii) Upon taking control, Dutt 
decides that Beatrice is in need of a strategic reorientation. Do you agree with this assessment? Explain 
how Dutt’s strategy will or will not create value. Given Beatrice’s resources and capabilities, do you think 
Dutt’s 1983 strategic redirection will improve Beatrice’s long-term prospects? Should Dutt be fired in 
August 1985? 

Disney: xx 

ABB: Why does Percy Barnevik want ABB to be a matrix organization?  What are the key structures, 
processes, and managerial activities in a matrix organization? What are the major costs and benefits of 
such an organization? In what settings are the benefits likely to outweigh the costs? 

Oticon: xx 

 
Mar. 17: Sun Hydraulics; Hewlett-Packard; Jacobs Suchard; Andersen  
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Sun Hydraulics: (a) Pages 1-7 of the first case sketch the 34-page document that Koski used to solicit 
funding in 1970. Suppose someone brought you an analogous document today. What would be the key 
dimensions of your decision about funding the firm? (b) The rest of the first case suggests that the first 15 
years at Sun Hydraulics were quite successful (and also quite unusual). But there are also hints of problems 
to come. The second case (called “C”) describes several issues that surfaced by 1991. What advice would 
you give Sun in 1991, concerning both actions to be taken and issues to be watched? (c) Compare Sun’s 
“clan” to the team-theoretic perspective of Marschak and Radner and the “garbage can” perspective of 
Cohen, March, and Olsen. 

Hewlett-Packard:  

Suchard: (a) How has Suchard been organized historically? What have been the strengths and weaknesses 
of this structure? (b) Why do they feel the need to change organizational structure? (c) Compare they two 
proposals for new structures? What are their strengths and weaknesses? (c) Begin to develop a very simple 
economic model of the organizational design problem at Jacobs Suchard. (d) Does your model suggest that 
Suchard made the optimal decision? 

Andersen: 

 
Mar. 31: BB&F; Alston and Higgs; Lincoln Electric; First Boston; Roy 

Brainard, Bennis, and Farrell: Rank the BB&F partners in Exhibit 2 in terms of the compensation you 
would give to each. What are the most important factors in your compensation scheme, and why?  

Alston and Higgs: What departures from the classic agency model do Alson and Higgs describe? To what 
extent do Alston and Higgs describe situations that correspond to various parameter values in the classic 
agency model (and its natural extensions), and to what extent do they describe wholesale departures from 
that model? 

Lincoln Electric: (a) In 1975 (i.e., when the case was written), what were the key features of Lincoln’s 
compensation plan? (b) In 1975, what were Lincoln’s other key internal policies, and how do they fit with 
the compensation plan? To what extent should Lincoln’s system be applied in other settings? Then or now, 
what factors are critical to the success of a system like Lincoln’s?  

First Boston: What were the key elements of the pay plan at First Boston before 1990? Did Credit Suisse 
renege during the early 1990s? What are the key differences between First Boston and Lincoln Electric (if 
any)? 

Roy: What aspects of the machine shop that Roy describes can be understood using the relational-contracts 
model? What aspects cannot? What would it take to turn Roy’s machine shop into Lincoln Electric? 

 
Apr. 7: Motorola; Clendenin; Xerox Development Center 

Motorola: How can Motorola afford to spend $120 million per year on what appears to be general-purpose 
human capital? What are the implications for HR strategy, manufacturing strategy, and business strategy?  

Clendenin and XDC: (i) What was the attraction of the MDC to Clendenin?  Why did he feel that the 
existing structure needed to be changed?  What were the key moves that Clendenin made to make the 
MDC a successful operation? (ii) To what extent does Clendenin make his subordinates more effective?  
Does he manage down in the same fashion as he manages up and across?  Why or why not?  

 
Apr: 14 People Express; NUMMI 
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People Express: xx 

NUMMI: Assess the three standard rationales for NUMMI’s superior performance, compared to GM-
Fremont and GM-Van Nuys—fear, screening, and team production. (c) These three rationales are largely 
static. What dynamic story can you tell? In particular, what was the role of the union in your dynamic 
story? 

 
Apr. 21: Rudi Gassner at BMGI; Crown Equipment 

Rudi Gassner: By 1993, BMGI owned many operating companies around the world. What control rights 
did Gassner hold? What control rights did the operating companies hold? Which important control rights 
would have been held by a different party if the operating companies were independent firms, rather than 
operating companies owned by BMGI? What problems has this horizontal integration allowed BMGI to 
solve? What problems has horizontal integration created for BMGI? 

Crown Equipment: What is the relational contract between Crown and Richardson Smith? Why is this 
relational contract self-enforcing for several decades? What potential changes (including but not limited to 
those that actually occurred) could cause this relational contract to stop being self-enforcing? 

 
Apr. 28: Fuji Xerox; Xerox Technology Ventures; Honda-Rover; Birdseye 

Fuji Xerox: (a) Begin to develop a very simple economic model of relationship between Xerox and Fuji 
Xerox. (b) How did the organization of the relationship contribute to its success? Specifically consider the 
roles of ownership structure, contracts, and personal relations. (c) What are the major threats to this 
relationship? What are the alternatives to this joint venture? 

Xerox Technology Ventures: At XTV, what are the important relational contracts, what would constitute 
reneging, and what are the available punishments? What was done to manage these relational contracts? 
Could Xerox have done a better job of organizing XTV to realize its overall strategic goals?  What could 
Xerox do in the future to address the problems XTV was intended to solve? 

Honda-Rover: (i) Evaluate the rationale for the initial and early stages of the Honda-Rover alliance. (ii) 
With respect to the Honda and Rover alliance, how would you characterize the relational contract (as 
opposed to the formal contract)? What steps did each side take to build it? What, if anything, could have 
been done more effectively on either side? (iii) In specific terms, assess BAe's negotiating moves (with 
respect to the possible sale of Rover) leading up through Simpson's January 27 trip to Tokyo. Do you think 
the extreme confidentiality was a good or a bad idea? What was the effect of the Honda-Rover relational 
contract on this process? (iv) Evaluate BMW's negotiating strategy. If successful, what should BMW do to 
build a new relational contract with Rover and, possibly, Honda? 

Birdseye: Why did Birds Eye develop as a vertically integrated producer? Why did specialized 
intermediaries emerge? Could Birds Eye have prevented this occurring?  Does a vertically integrated 
producer have a competitive advantage in the early 1980s?  What should Birds Eye do in 1979? 

 
May 12: Wilson; North-Weingast 

Wilson: Begin to develop a simple model that encompasses the four types of agencies Wilson describes.  

North-Weingast: Begin to develop a simple model of one of the issues raised by North & Weingast.  

 


