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Management Strategy and Organization
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Management Strategy
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Average management practices across countries
are strongly correlated with GDP per capita
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The Source of Business Profits

• The founding father of the American Economic Association, Francis A. Walker Francis, while 
analyzing the Source of Business Profits, in the first volume of the Quarterly Journal of Economics 
(1887), argued that:

• “…we have the phenomenon in every community and in every trade, in whatever state of the 
market, of some employers realizing no profits at all, while others are making fair profits; others, 
again, large profits; others, still, colossal profits.” 

• Differences in the quality of management account for persistent differences in productivity and 
profitability across firms within an industry.

https://www.jstor.org/stable/1882759
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Examples of management practices
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Management practices save lives 

Results: The 20 studies that we analyzed included a single prospective randomized trial concerning the effect of the WHO checklist on 
safety-related behavior in the operating room. The two surgical outcome studies documented a relative improvement of 
perioperative mortality by 47% in one study (from 56 in 3733 cases [1.5%] to 32 in 3955 cases [0.8%]) and by 62% in the other (from 
31 in 842 cases [3.7%] to 13 in 908 cases [1.4%]), as well as a relative improvement of perioperative morbidity by 36% in one study 
(from 411 in 3733 cases [11.0%] to 288 in 3,955 cases [7.3%] ) and by 37% in the other (from 151 in 842 cases [17.9%] to 102 in 908 
cases [11.2%]). Improved interdisciplinary communication was also found. Factors that aided effective use of the checklist included 
exemplary implementation by team leaders and structured training. https://www.aerzteblatt.de/int/archive/article/131757.

https://www.aerzteblatt.de/int/archive/article/131757
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Average management scores around the world
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Share of TFP gap explained by management
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Why should one care about management?

• Because it is a determinant of productivity, and it contributes to:

• More and better goods and services 

• Welfare for workers

• Profits for firms

• Benefits for consumers
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Evidence from the US Census Bureau Management and 
Organizational Practices Survey (MOPS)

• The U.S. Census Bureau is conducting the MOPS to better understand current and 
evolving management and organizational practices and to assist in identifying 
determinants of establishment and productivity growth.

• Results from the 2021 MOPS were released on April 26, 2023. There were previous rounds in 2015 
and 2010, which also included questions about 2005.

Table 6. Share of Respondents Providing Responses by Question Percent of Respondents (%) Standard Error (%)

Question Response 2015 2021 2015 2021

Managing production problems

We fixed it but did not take further 
action

4.61 5.79 0.20 0.24

We fixed it and took action to make sure 
that it did not happen again

33.19 36.88 0.38 0.41

We fixed it and took action to make sure 
that it did not happen again, and had a 
continuous improvement process to 
anticipate problems like these in 
advance

60.67 55.50 0.39 0.41

No action was taken 1.53 1.81 0.13 0.13
No response1 0.00 0.00 0.00 0.00

https://www.census.gov/programs-surveys/mops.html
https://www.census.gov/programs-surveys/mops.html
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Management and Organizational Practices Survey (MOPS)

Operations:

Monitoring: Goals:

https://www.census.gov/programs-surveys/mops.html
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Management and Organizational Practices Survey (MOPS)

Incentives:

https://www.census.gov/programs-surveys/mops.html
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MOPS: Monitoring 

Number of key performance indicators2

1-2 key performance indicators 7.95 10.20 0.26 0.30
3-9 key performance indicators 47.97 48.51 0.39 0.41
10 or more key performance indicators 34.65 31.79 0.32 0.32
No key performance indicators 9.43 9.49 0.29 0.31
No response1 0.00 0.00 0.00 0.00

Frequency of review of key performance indicators 
by managers3

Yearly 18.74 20.00 0.28 0.30

Quarterly 22.19 26.19 0.31 0.33

Monthly 39.97 44.00 0.36 0.39

Weekly 27.99 31.03 0.31 0.35

Daily 25.65 25.54 0.30 0.31

Hourly or more frequently 3.51 3.33 0.11 0.10

Never 9.43 9.82 0.29 0.31

No Response 0.21 0.15 0.04 0.03

Frequency of review of key performance indicators 
by non-managers3

Yearly 14.31 14.82 0.25 0.26

Quarterly 18.97 21.19 0.26 0.29

Monthly 27.74 29.35 0.30 0.33

Weekly 17.27 20.11 0.25 0.28

Daily 17.74 19.60 0.26 0.28

Hourly or more frequently 4.08 4.06 0.12 0.12

Never 26.51 26.02 0.38 0.41

No response 0.23 0.11 0.04 0.02

Location of display boards

All display boards were located in one place 20.72 17.49 0.30 0.30
Display boards were located in multiple places 32.72 33.85 0.31 0.32
We did not have any display boards 46.41 48.56 0.39 0.41
No response 0.16 0.08 0.03 0.02

Percent of Respondents (%) Standard Error (%)

Question Response 2015 2021 2015 2021
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MOPS: Goals

Production targets timeframe

Main focus was on short-term (less than one year) production targets 34.29 39.05 0.37 0.41

Main focus was on long-term (more than one year) production targets 2.92 1.68 0.13 0.10

Combination of short-term and long-term production targets 50.85 49.58 0.38 0.40

No production targets 11.94 9.68 0.31 0.32

No response1 0.00 0.00 0.00 0.00

Effort needed to achieve production targets

Possible to achieve without much effort 4.19 2.62 0.18 0.15

Possible to achieve with some effort 11.82 10.99 0.26 0.26

Possible to achieve with normal amount of effort 40.26 35.15 0.37 0.39

Possible to achieve with more than normal effort 27.76 33.85 0.31 0.36

Only possible to achieve with extraordinary effort 4.91 7.93 0.16 0.20

No response 11.05 9.44 0.30 0.32

Aware of production targets

Only senior managers 7.81 8.39 0.23 0.27

Most managers and some production workers 20.96 22.66 0.32 0.33

Most managers and most production workers 14.63 12.58 0.24 0.25

All managers and most production workers 45.61 46.87 0.38 0.40

No response 11.00 9.48 0.30 0.32

Percent of Respondents (%) Standard Error (%)

Question Response 2015 2021 2015 2021



www.bankandfinance.net

MOPS: Incentives

Basis for non-manager performance bonuses3

Their own performance 13.16 17.10 0.25 0.30

Their team or shift performance 6.84 7.92 0.17 0.17

Their establishment's performance 13.12 14.48 0.20 0.23

Their company's performance 25.87 27.67 0.30 0.32

No performance bonuses 53.53 50.11 0.38 0.41

No response 0.87 0.16 0.07 0.02

Share of non-managers receiving performance 
bonuses

0% 6.70 3.03 0.18 0.14

1-33% 8.23 8.21 0.21 0.21

34-66% 2.52 2.87 0.10 0.10

67-99% 7.87 9.85 0.16 0.20

100% 23.36 25.19 0.29 0.33

Production targets not met 13.14 11.01 0.31 0.32

No response 38.18 39.83 0.38 0.41

Basis for manager performance bonuses3

Their own performance 17.64 20.73 0.26 0.30

Their team or shift performance 8.48 10.35 0.18 0.19

Their establishment's performance 18.60 19.56 0.24 0.25

Their company's performance 41.04 42.36 0.35 0.37

No performance bonuses 40.26 38.61 0.39 0.43

No response 0.80 0.21 0.07 0.03

Share of managers receiving performance 
bonuses

0% 5.01 1.87 0.18 0.12

1-33% 10.75 9.86 0.21 0.22

34-66% 3.12 3.18 0.11 0.11

67-99% 9.03 10.22 0.16 0.19

100% 32.84 34.52 0.33 0.36

Production targets not met 13.55 11.45 0.31 0.33

No response 25.71 28.88 0.36 0.40

Percent of Respondents (%) Standard Error (%)

Question Response 2015 2021 2015 2021
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MOPS: Incentives (cont.)
Percent of Respondents (%) Standard Error (%)

Question Response 2015 2021 2015 2021

Non-manager promotions

Promotions were based solely on performance and ability 68.33 67.92 0.38 0.42
Promotions were based partly on performance and ability, and partly on other 
factors

13.50 12.30 0.25 0.26

Promotions were based mainly on factors other than performance and ability 1.86 1.73 0.10 0.12

Non-managers are normally not promoted 16.31 18.03 0.35 0.40

No response1 0.00 0.00 0.00 0.00

Manager promotions

Promotions were based solely on performance and ability 65.64 64.85 0.39 0.42
Promotions were based partly on performance and ability, and partly on other 
factors

10.66 10.32 0.22 0.24

Promotions were based mainly on factors other than performance and ability 1.44 1.42 0.09 0.11

Managers are normally not promoted 22.25 23.39 0.37 0.42

No response1 0.00 0.00 0.00 0.00

Reassignment or dismissal of under-performing 
non-managers

Within 6 months of identifying non-manager under-performance 46.62 39.87 0.38 0.37

After 6 months of identifying non-manager under-performance 20.15 15.48 0.26 0.24

Rarely or never 33.23 44.64 0.40 0.42

No response1 0.00 0.00 0.00 0.00

Reassignment or dismissal of under-performing 
managers

Within 6 months of identifying manager under-performance 33.01 27.20 0.34 0.32

After 6 months of identifying manager under-performance 24.19 17.73 0.28 0.25

Rarely or never 42.80 55.05 0.39 0.40

No response1 0.00 0.00 0.00 0.00
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MOPS: between 2015 and 2021 there was a worsening in
the Structured Management Score by NAICS

Table 1. Structured Management Score by NAICS Subsector Structured Management Score2 Standard Error

2017 NAICS1 code Meaning of NAICS Code 2015 2021 2015 2021

31-33Manufacturing 0.549 0.532 0.002 0.002
311Food Manufacturing 0.568 0.532 0.008 0.009
312Beverage and Tobacco Product Manufacturing 0.604 0.526 0.010 0.014
313Textile Mills 0.557 0.584 0.013 0.008
314Textile Product Mills 0.475 0.433 0.022 0.016
315Apparel Manufacturing 0.420 0.366 0.017 0.018
316Leather and Allied Product Manufacturing 0.557 0.418 0.016 0.047
321Wood Product Manufacturing 0.537 0.542 0.008 0.006
322Paper Manufacturing 0.654 0.628 0.007 0.011
323Printing and Related Support Activities 0.469 0.430 0.009 0.009
324Petroleum and Coal Products Manufacturing 0.569 0.569 0.016 0.008
325Chemical Manufacturing 0.652 0.617 0.006 0.006
326Plastics and Rubber Products Manufacturing 0.643 0.624 0.005 0.006
327Nonmetallic Mineral Product Manufacturing 0.516 0.514 0.006 0.007
331Primary Metal Manufacturing 0.646 0.642 0.007 0.006
332Fabricated Metal Product Manufacturing 0.514 0.507 0.003 0.004
333Machinery Manufacturing 0.557 0.544 0.005 0.005
334Computer and Electronic Product Manufacturing 0.598 0.600 0.007 0.007
335Electrical Equipment, Appliance, and Component Manufacturing 0.627 0.601 0.006 0.007
336Transportation Equipment Manufacturing 0.645 0.628 0.008 0.007
337Furniture and Related Product Manufacturing 0.474 0.471 0.010 0.009
339Miscellaneous Manufacturing 0.487 0.455 0.009 0.009

Source: U.S. Census Bureau, University of Chicago Booth School of Business, Stanford School of Humanities and Sciences, and Stanford Institute for Human-Centered Artificial Intelligence; 2021 Management and Organizational Practices Survey. Information on confidentiality 
protection, sampling error, nonsampling error, sample design, and definitions can be found at https://www.census.gov/programs-surveys/mops/technical-documentation/methodology.html

Approval ID: (CBDRB-FY23-0237)

(1)   For a full description of the NAICS codes used in this table, see https://www.census.gov/naics/

(2)   The structured management practice score for each establishment is generated in two steps. First, the responses for each of the 16 management questions, responses are normalized on a 0-1 scale. The response which is associated with the most structured 
management practice is normalized to 1, and the one associated with the least structured practices is normalized to zero. If a question has three categories, the "in between" category is assigned the value 0.5. Similarly for four categories, the "in between" categories are 
assigned 1/3 and 2/3, and so on. Then, the management score for the establishment is calculated as the unweighted average of the normalized responses for the 16 management questions. The scores presented in the table are the weighted averages of the scores for all 
establishments in the estimation domain. For more information, see https://www.census.gov/programs-surveys/mops/technical-documentation/methodology.html 

https://www.census.gov/programs-surveys/mops/technical-documentation/methodology.html


www.bankandfinance.net

MOPS: larger firms have, on average, better management practices. Even 
without controlling for survival, there is no clear relationship between 
age and management score.

Table 3. Structured Management Score by Employment Size
Number of 
Employees

2015 2021

All 0.549 0.532
1-4 0.454 0.402
5-9 0.410 0.407

10-19 0.442 0.438
20-49 0.508 0.501
50-99 0.599 0.582

100-249 0.663 0.645
250-499 0.708 0.685
500-999 0.734 0.704

1000-2499 0.754 0.720
2500+ 0.764 0.742

Table 4. Structured Management Score by Establishment Age
Age of 

Establishment, in 
Years

2015 2021

All 0.549 0.532
0-5 0.561 0.539

6-15 0.544 0.534
16-25 0.536 0.526
26+ 0.555 0.531
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Better management practices are positively associated with 
higher intensity in the use of information technologies (IT) 
measured in terms of larger IT expenses and more on-line sales.
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Better management practices are related with better 
performance measured in terms of higher productivity, 
profitability and employment growth.
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There is a wide dispersion in the quality of managerial practices in the 
surveyed establishments: only 18% of the establishments have adopted 
75% or more of the most advance practices, while 27% have adopted less 
than half of those practices.
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Better managerial practices are more common in establishments 
that export, are larger (or are part of large firms), have higher 
innovation rates and have workers with higher education levels. 
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There are important regional differences in the degree of 
adoption of managerial practices across the U.S. 

Table 5. Structured Management Score by 
Census Region

Census 
Region1 2015 2021

All 0.549 0.532
South 0.568 0.546

Midwest 0.556 0.542
West 0.533 0.510

Northeast 0.517 0.506
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Between 2005 and 2010 there was an increase in the adoption of 
good management practices in the surviving firms, especially of 
information and indicators generation and analysis.
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Measuring management practices around the world: 
https://worldmanagementsurvey.org/ 

• Objective:
Understand the determinants an implications of management practices around 

the world.

• Strategy:
• Measure management practices.

• Describe the international patterns of management and its relationship with 
the firms’ performance.

• Explore which factors explain the difference in the management practices 
between countries and industries.

https://worldmanagementsurvey.org/
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How to measure management?

• Research program with two decades with interviews to more than 
20,000 managers across the world.

• The interviews measure four big areas of management practices:
• Operations

• Monitoring

• Goals

• Incentives

• The methodology was designed and implemented carefully to 
guarantee that the interviews provide reliable information.
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Measure management: Operations and Monitoring 
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Measure Management: Goals
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Measure Management: Incentives 
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Conclusion # 1:  firms with “better” management practices
have better performance. 
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Conclusion # 1: this relationship, between management and 
performance, is observed in a wide range of dimensions: they are bigger, 
more productive, grow faster, and have higher survival rates.  
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Conclusion # 2: managerial practices vary widely among firms and 
countries. A large part of the difference in the average score is due to the 
relative number of firms in the extremes.
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Conclusion # 3: firms and countries specialize in different management 
styles.  
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Conclusion # 3: firms and countries specialize in different management 
styles. (cont.) 
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Conclusion # 4: competition is positively correlated with management 
practices. 

Competition proxies
Dependent variable: 

Management

Import penetration

(SIC-3 industry, 1995-99)

0.066**

(0.033)

“1-Rents” measure1

(SIC-3 except firm itself, 1995-99)

1.964**

(0.721)

# of competitors

(Firm level, 2004 and 2006)

0.158***

(0.023)

Observations 2499 2980 3589

Full controls2,3 Yes Yes Yes
1 1-Rents = 1- (operating profit – capital costs)/sales
2 Includes 108 SIC-3 industry, country, firm-size, public and interview noise (analyst, time, date, and manager 
characteristic) controls
3 S.E.s in ( ) below, robust to heteroskedasticity, clustered by country-industry



www.bankandfinance.net

Conclusion # 5: competition reduces productivity dispersion.  

Source: Syverson (2004)
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Conclusion # 6: generally, multinational firms are well managed in each 
country. These firms tend to bring with them their managerial practices 
in the countries where they operate.
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Conclusion # 7: firms that export (but that do not produce) in other 
country are better managed that firms that do not export, but they are 
worse managed than multinational firms.
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Conclusion # 8: family-owned firms that designate a family member 
(specially the eldest son) as CEO generally are badly managed.
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Conclusion # 9: public firms are generally poorly managed, while firms 
that are listed in the stock market or that have private capital are 
generally better managed. 
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Conclusion # 10: firms that use human capital more intensively, 
measured by the education of their workers, have better management 
practices (without implying causality).
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Conclusion # 11: a strict pro-worker labor regulation promotes more use 
of monitoring, while a pro-firm legal framework is associated with a 
better use of incentives.  
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Why don’t firms adopt better managerial practices?  

• The main reason is lack of information:

• either because firms had never heard about those practices (lack of 
information),

• or because they believe that those practices are not relevant 
(incorrect information).

• Inclusive, many times, despite overcoming the information barriers, 
better managerial practices are not correctly implemented due to lack of 
time and/or management ability.
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Organization
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Organizational Economics

• Organizational Economics is the application of economic logic and methods to understand 
the nature, design and performance of organizations, especially managed ones like 
business firms.

1. The Roots of Organizational Economics

• Adam Smith (1776) was concerned that directors of joint-stock companies would have 
inadequate incentives to provide proper oversight.

• Frank Knight (1921) discussed entrepreneurship and the nature of the firm, which he saw 
as an institution in which the more uncertainty-averse worked for fixed wages while the 
entrepreneur bore the risk but had authority over the employees.

• Berle and Means (1932) described conflicts of interest arising from the separation of 
corporate ownership by shareholders from corporate control by top managers.

• Ronald Coase (1937) raised the question of the vertical boundaries of the firm, arguing 
that economizing on the costs of market transactions would lead some activities to be 
removed from the market and brought inside the firm under hierarchic control.
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Organizational Economics (cont.)

• Chester Barnard (1938) saw organizations as systems of collaborative activity and 
discussed the roles of incentives and authority in the formal and informal aspects of 
organization.

• Herbert Simon (1951), in the first formal model in organizational economics, treated the 
employment relationship as the acceptance and use of authority – rather than 
contracting – over particular activities as a response to uncertainty and the need of 
speedy adaptation. 

• Edith Penrose (1959) studied managerial activities and decision-making, organizational 
routines, and knowledge creation within firms and argued that these are critical 
determinants of the success and growth of firms.

• Alfred Chandler (1962, 1977) documented the historical emergence of the modern 
corporation and professional management.

• March (1962) described “The Business Firm as a Political Coalition,” where conflict, 
collusion, negotiation and strategic interactions are the norm.
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Organizational Economics (cont).

2. Modern Foundations of Organizational Economics

• Many important contributions in the 1970s concerned the nature and boundaries of the 
firm.

• Following Coase, Oliver Williamson (1971, 1975) proposed a theory of the replacement of 
market dealings by authority within the firm based on the potential for inefficient 
haggling when unplanned adaptations are required.

• In contrast, Armen Alchian and Harold Demsetz (1972) argued against the idea that the 
firm is a manifestation of authority, proposing instead that the firm was best viewed as a 
collection of contracts.

• George Richardson (1972) undercut the simple firm-versus-market dichotomy by 
accentuating the great variety of organizational forms and relationships between firms 
that actually populate the economy and he wrote convincingly of the role of capabilities – 
information, knowledge, and skills – in determining the effectiveness of activities within 
and between firms.
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Organizational Economics (cont).

• Benjamin Klein, Robert Crawford and Armen Alchian (1978) and Williamson (1979) 
explored the consequences of specific assets (ones whose value in their intended use far 
exceeds their value in other uses) and a hold-up (opportunistic renegotiation to 
expropriate returns to specific assets) for firms’ make-or-buy decisions and contracting 
between firms.

• Inside organization, Kenneth Arrow (1974) addressed topics ranging from authority and 
codes to responsibility, trust, and values.

• Richard Nelson and Sydney Winter (1982) wrote in evolutionary terms about 
organizational routines that enable the organization to do what it does.

• Michael Jensen and William Meckling (1976) provided the first treatment of agency costs 
(deviations from efficiency occasioned by self-serving behavior by managers) as a 
necessary consequence of the separation of ownership from control.
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Organizational Economics (cont).

• In formal modeling, Jacob Marschak and Rod Radner (1972) modeled optimal 
communication and decision-making processes in uncertain environments with dispersed 
information but shared objectives.

• Leonid Hurwicz (1972) introduced the concept of incentive compatibility and initiated 
mechanism-design theory, where the institutions used to allocate resources become a 
choice variable, thereby setting the stage for formal economic analysis and organizational 
design.

• James Mirrlees (1975, 1999) and Bengt Holmström (1979) introduced formal models of 
moral hazard (socially inefficient behavior occasioned by it not being possible to make the 
actor bear all the costs and benefits of her actions), launching a literature that would 
have tremendous influence on organizational economics.  
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Organizational Economics (cont).

3. Emergence of a Field

• The early contribution laid the foundations for the large literature that has emerged in 
the last 40 years.

• What is bought from outside and what is made inside, for the firm’s own use?

• How are relations with suppliers and customers organized: in arm’s-length market 
dealings or through long-term relationships?

• Who owns which of the assets used in production?

• How are the activities of the organization financed?

• How is governance defined and exercised, both within the organization and by different 
parties with ownership or other claims?

• What are the horizontal boundaries of the firm: what products or services does it 
produce, for what users, using what technologies, and in what locations?



www.bankandfinance.net

Organizational Economics (cont).

• How are subunits within the firm defined, linked and coordinated?

• How are resources of different types allocated?

• Where does decision-making on different issues occur within the organization?

• What is the role of hierarchy, how many levels are there, and what are the spans of 
control (the number of individuals reporting directly to a hierarchic superior)?

• What are the behavioral and performance effects of delegation?

• Is the organization fundamentally an expression of authority or is it a “nexus of 
contracts?”

• What are the roles of formal, legally enforceable contracts within and between 
organizations versus relational contracts (shared understandings that cannot be enforced 
in courts and so must be self-enforcing, perhaps through reputational concerns)?

• How is power achieved and exercised, and what role does politics play within 
organizations?
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Organizational Economics (cont).

• What information is collected on different matters, by whom, to whom is it 
communicated, and how is it used?

• How are they evaluated and rewarded?

• What effects do rewards have on behavior?

• What norms exist regarding behavior towards other within the organization, as well as 
outsiders, and how do these affect actual behavior and organizational performance.

• How are transgressions against organizational rules and norms treated by different 
parties?

• What is the nature and role of leadership in organization?

• How the answers to these questions depend on the markets in which the organization 
operates, the strategies it adopts to compete, and the social, legal, regulatory and 
technological environment in which it is embedded, and how do all of these choices 
interact and affect performance? 
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Handbook of Organizational Economics (Gibbons and Roberts, 2013)
Use the structure of the Handbook if Organizational Economics (Gibbons and Roberts, 2013) to 
suggest how existing work in organizational economics has begun to address many of the topics 
just mentioned. The Handbook consists of six parts. 

• Part I contains foundational material on incentives, property rights, transaction-cost economics, 
and complementarities.

• On incentives, pay for performance is one means of motivating people in organization, but there 
are also non-financial means of motivation, as well as incentive contracts in other settings 
besides employment (such as contracts between firms).

• Property rights (the powers that come with ownership) are a central issue in organizational 
economics, leading to analyses of the boundaries of the firm and of authority structures within 
organizations.

• Transaction-cost economics examines contracting processes in great detail – not only the writing 
of contract but, more importantly, the living of them.

• The theory and econometrics of complementarity provide an alternative to the usual 
assumptions  in microeconomics (concavity, divisibility, etc.) that allows modeling organizational 
questions with great richness and still permits drawing strong conclusions. 
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Handbook of Organizational Economics (cont.)

• Part II describes three empirical research methods that loom large in organizational 
economics but may not be completely familiar to those not involved in the field: case 
studies, experiments, and “insider econometrics.”

• Clinical or case studies have played an important role in organizational economics, at 
least since Klein et. al.’s (1978) discussion of the troubled contractual relationship 
between General Motors and Fisher Body, which culminated in the former’s acquisition of 
the latter.

• Experiments—both in the lab and, more recently, in the field—play a major role in 
studying organizational issues. The chapter describes a number of such studies and 
explicates what makes for a good experimental study.

• Finally, insider econometrics involves formulation of hypotheses and econometric 
analysis of data whose collection inside organizations is guided by detailed knowledge of 
the phenomena gained both from insiders (managers and other employees) and from in--
‐depth personal observation.



www.bankandfinance.net

Handbook of Organizational Economics (cont.)

• Each part in the remainder of the Handbook then focuses on a specific set of 
organizational issues.

• Part III studies individuals and groups within organizations, including three contributions 
on employment, two on authority, power, politics, and influence, and one on culture and 
leadership.

• The three chapters on employment illustrate the significant intersection between 
organizational economics and personnel economics, as well as connections to economic 
sociology and human resource management.

• The other three chapters in Part III can be seen as discussing different aspects of 
decision-making in organizations, often echoing Barnard and the Carnegie School’s view 
of “the organization as a decision-making process” (Cyert and March, 1963 [1992]: 202), 
in which individuals compete for resources, power and influence and use information as a 
strategic tool and in which some parties attain particular influence through various 
means.
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Handbook of Organizational Economics (cont.)

• Part IV studies structures and processes within organizations, with two chapters on hierarchy and 
individual chapters on corporate governance, innovation and organization, the connection 
between strategy and organization, resource allocation within firms, and organizational 
capabilities.

• The two chapters on hierarchy are complements, in that one follows the emphasis in Simon 
(1947), March-Simon (1958), and Marschak-Radner (1972) on the acquisition, communication, and 
processing of information, to the exclusion of incentive issues, whereas the other focuses entirely 
on the ways in which hierarchy may either ameliorate or exacerbate incentive issues (relative to 
Hurwicz’s (1972) mechanism-design approach, which seems  to offer a centralized method for all 
organizational communication and decision-making).

• The chapters on corporate governance and innovation connect to other fields within economics, 
such as law and economics on the one hand and growth on the other, with the governance chapter 
building on themes from Smith (1776) and Jensen-Meckling (1976), and the innovation chapter on 
themes from Knight (1921) and Penrose (1959).

• And the chapters on strategy, resource allocation, and capabilities connect to management 
research on strategy, corporate finance, and managerial practices, echoing Walker (1887), Penrose 
(1959), Chandler (1962, 1977), and Nelson-Winter (1982).
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• Part V considers the boundary of the firm, contracts between firms, and multi-firm 
governance structures, with chapters on vertical integration, the empirics of contracting 
between firms, hybrid organizations, relational incentive contracts, contract law and 
economics, and legal forms of organization.

• The chapters on vertical integration and contracting illustrate connections between 
organizational economics and industrial organization (building on Coase (1961), 
Williamson (1971), and Klein et al. (1978)), and the chapter on hybrids —such as 
alliances, joint ventures, consortia, and so on— illustrates the rich middle ground 
between integration and simple contracting (building on Richardson (1972)).

• The chapter on relational incentive contracts is cast in terms of buyer--‐supplier relations 
but applies as well within firms and so complements the early chapter on incentives 
(building on Mirrlees (1975) and Holmström (1979)).

• The chapters on legal contracting and legal forms illustrate connections with the legal 
literatures on contracts and organizations (connecting to Alchian-Demsetz (1972)).
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• Finally, although much of the foregoing could be applied to organizations other than 
firms, Part VI explicitly adopts this focus, with chapters on corruption and on government 
agencies.

• The corruption chapter applies a mechanism-design approach to understanding both the 
endogeneity and the net costs and benefits of corruption, illustrating connections to 
economic development.

• The chapter on agencies informally applies ideas about organizational design and 
performance to understand the complexity (and, at times, seeming perversity) of 
government agencies, illustrating connections to political science.
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Management and Organizational Practices Survey (MOPS)

Decentralization in 
decision making

Information for
decision making

https://www.census.gov/programs-surveys/mops.html
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Management and Organizational Practices Survey (MOPS)

Artificial 
Intelligence

https://www.census.gov/programs-surveys/mops.html
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