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Before we start….

What do you learn from the following 
photo-montage?











Ronald Coase, 1908-2013



Ronald Coase and the nature of the firm

The different forms of economic exchange can be summarized as 
taking place within markets (where exchange is negotiated) or 
hierarchies (where exchange is instructed).

Coase asked what made one form preferable to the other

An advantage of markets is transparency of information transmission 
– a major theme in the work of Hayek

But the process of price creation can also entail real transactions 
costs.

Coase’s insight: organizations evolve to economize on transactions 
costs. 



“Monsieur Haneda était le supérieur de monsieur Omochi, qui était le 
supérieur de monsieur Saito, qui était le supérieur de mademoiselle Mori, qui 
était ma supérieure. Et moi, je n’étais la supérieur de personne.

On pourrait dire les choses autrement. J’étais aux ordres de 
mademoiselle Mori, qui était aux ordres de monsieur Saito, et ainsi de suite, 
avec cette précision que les ordres pouvaient, en aval, sauter les échelons 
hiérarchiques.

Donc, dans la compagnie Yumimoto, jétais aux ordres de tout le 
monde.”

Amélie Nothomb, Stupeur et Tremblements

An alternative vision of hierarchy…



These questions are more pertinent than ever

After all, what is a firm nowadays?

It can be defined by the legal form – but there are many of 
these (limited liability corporations, partnerships, single 
proprietorships)

And the legal form may not capture the economic reality

Think of some kinds of firm that are relatively new…



What is Uber:
A firm?
A market?
A service provider?
An owner of intellectual property?
None of the above?
All of the above?







And AirBnB?



And ISIS?



In a similar vein,  what is a supply chain?

In 1905, Western Electric Hawthorne Works factory in Cicero Illinois 
built 43,000 types of telephone equipment for Bell telephone company 
in over 100 buildings on one site. Only supplies purchased were raw 
materials such as Bakelite, rubber and metal. 

Manufacture of Apple smartphones today involves R&D and 
engineering in US and Taiwan, and manufacturing in 43 countries. Final 
assembly is in China and India. 

Smartphones are not exceptional: the Pfizer Covid vaccine involved 
280 components from 26 firms in 19 countries.

Who has decision-making power in a supply chain? 



How does digital technology affect the answers?

Digital technology does not take decisions for us – it affects 
the complexity of decisions that can be taken, 

the content of the information that can be shared, 

and the time delay in communicating the decisions that are taken. 

In understanding why organizations take the form they do, and why 
this matters for economic and social outcomes, we should look for 
general principles that can explain outcomes both before and after 
digitization. 

This course will attempt to formulate such general principles. 



Some questions we may tackle during this course

How will advances in artificial intelligence affect the structure of work?

Should platforms be regulated like ordinary firms?

How does the structure of authority within firms and other working  
organizations affect the motivation of those who work there?

How can we understand the economic dimension of competition 
between charities, churches, armies or nation states?

What are the likely consequences of recent calls for “decoupling” of 
the supply chains of American and European firms from China?



The methods we shall use:

Game theory: the study of strategic interactions.

Psychology and behavioral economics – to illuminate:
The motives of decision makers; 

The way they form beliefs;

The impact of decisions on their well-being.

Institutional and organizational economics – to illuminate the 
constraints decision makers face when they interact.

Tore Ellingsen’s Institutional and Organizational Economics: A 
Behavioral Game Theory Introduction, is a good way to start thinking 
formally about these issues. 



Let’s distinguish different effects of digital 
technology on modern society (I)

Creation, processing and sharing of information – the scarce resource 
is no longer information but ATTENTION

Creation of new goods and services, from social networks and GPS 
guidance to… cat videos

New methods for making and delivering existing goods and services
3D printing

Delivery by drone

Internet dating, psychotherapy over Skype

Distributing the design and manufacture of cars and aircraft across the world

The idea: tasks can be broken into components and reassembled
20



Let’s distinguish different effects of digital 
technology on modern society (II)

Creation of new types of organization
Outsourced tasks, micro-multinationals

Crowd-sourced financing, information gathering 

Platforms – intermediaries between different user groups

Improved methods of managing existing organizations
Using ICT to discover and reach new markets and sources of supply

Using ICT to monitor & improve management practices 

Restructuring task allocation

The mechanism: digital technology changes the pattern of 
substitutability/complementarity relations between task 
components

21



An example of unbundling and reassembling 
tasks: the impact of MOOCs (I)

Bettinger et al: “Virtual Classrooms”, AER September 2017, 
investigate performance of 230,000 students taking 750 courses 
in a for-profit US college, in both on-line and on-campus versions

On-campus versions of courses had fewer women (35% 
compared to 55%), and age of 28 years (33 years online)

By instrumenting with the interaction of random non-availability 
of online versions and distance of residence from campus, 
estimate  that courses with physical presence increase the 
probability of an A-grade by 12 percentage points

The impact is concentrated on low-performing students
22



An example of unbundling and reassembling 
tasks: the impact of MOOCs (II)

Key seems to lie in motivation, which is lower online

It’s a mistake to see education as a homogeneous service 
demanded by students 

Students demand at least two services: understanding and 
motivation, and the inputs into this process are information and 
attention – in proportions that differ between the two services

Physical proximity is a special kind of attention – “close” 
attention

We can see organizations as allocating entitlement to attention
23



Organizations as allocators of entitlements to 
attention

Coase saw the main distinction as between transactions inside 
versus transactions outside the firm (“hierarchies” versus 
“markets”).

In fact, attention entitlements are not an all-or-nothing matter: 
there can be more or less priority entitlements.

An organization does not accord equal priority to everyone inside 
to the attention of everyone else: instead, it allocates attention 
according to a set of escalating entitlement priorities.

Outside the organization attention is allocated by bilateral 
negotiation under the constraints of a communication technology.

24
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US multinational manufacturing firms (from 
Fort, Journal of Economic Perspectives 2023):



Employees of goverment departments

EU Commission 33,000

UK Home Office 34,000

US State Department 75,000

United Nations Secretariat 41,000

US Department of Transportation 55,000

Mairie de Paris 53,000





Table G. Distribution of private sector firms by size class: 1993/Q1 through 2019/Q1, not seasonally adjusted 
 
                                                                     Size Class 
 
             1 to 4      5 to 9      10 to 19      20 to 49      50 to 99      100 to 249      250 to 499      500 to 999      1,000 or more 
           employees    employees    employees     employees     employees     employees       employees       employees         employees 
First 
Quarter                                                         Levels (in thousands) 
 
1993         2,311          913         535           334           110            61              18               8                8 
1994         2,344          928         547           345           113            64              19               9                8 
1995         2,382          941         559           355           118            67              20               9                9 
1996         2,407          947         565           360           120            68              20               9                9 
1997         2,453          959         575           369           122            70              21              10                9 
1998         2,468          961         579           373           124            72              22              10               10 
1999         2,510          975         588           379           127            73              22              11               10 
2000         2,516          983         600           388           130            75              23              11               10 
2001         2,534          980         600           388           130            75              23              11               10 
2002         2,554          984         598           385           127            73              22              11               10 
2003         2,601          990         600           383           125            72              22              10               10 
2004         2,642        1,003         606           387           127            73              22              10               10 
2005         2,690        1,007         611           392           129            75              23              11               10 
2006         2,768        1,018         621           401           133            76              23              11               10 
2007         2,801        1,020         624           403           134            77              23              11               10 
2008         2,804        1,006         615           400           133            77              23              11               10 
2009         2,742          967         588           377           124            72              22              10               10 
2010         2,704          946         572           365           120            70              21              10                9 
2011         2,726          945         574           369           122            72              22              11               10 
2012         2,731          957         584           378           126            74              22              11               10 
2013         2,754          961         591           385           127            75              23              11               10 
2014         2,782          968         602           395           129            77              23              12               10 
2015         2,812          974         611           405           132            78              24              12               11 
2016         2,854          982         622           415           135            79              24              12               11 
2017         2,886          987         630           421           137            80              25              12               11 
2018         2,904          991         635           426           138            81              26              12               11 
2019         2,947          992         639           430           140            83              26              13               12 
  
                                                                   Shares (percent) 
 
1993         53.76        21.24        12.44          7.77          2.55           1.41            0.41            0.18             0.18 
1994         53.55        21.20        12.49          7.88          2.58           1.46            0.43            0.20             0.18 
1995         53.40        21.09        12.53          7.96          2.64           1.50            0.44            0.20             0.20 
1996         53.43        21.02        12.54          7.99          2.66           1.50            0.44            0.20             0.20 
1997         53.46        20.90        12.53          8.04          2.65           1.52            0.45            0.21             0.19 
1998         53.43        20.80        12.53          8.07          2.68           1.55            0.47            0.21             0.21 
1999         53.46        20.76        12.52          8.07          2.70           1.55            0.46            0.23             0.21 
2000         53.12        20.75        12.66          8.19          2.74           1.58            0.48            0.23             0.21 
2001         53.33        20.62        12.62          8.16          2.73           1.57            0.48            0.23             0.21 
2002         53.61        20.65        12.55          8.08          2.66           1.53            0.46            0.23             0.21 
2003         54.04        20.56        12.46          7.95          2.59           1.49            0.45            0.20             0.20 
2004         54.13        20.55        12.41          7.93          2.60           1.49            0.45            0.20             0.20 
2005         54.36        20.35        12.34          7.92          2.60           1.51            0.46            0.22             0.20 
2006         54.69        20.11        12.27          7.92          2.62           1.50            0.45            0.21             0.19 
2007         54.88        19.98        12.22          7.89          2.62           1.50            0.45            0.21             0.19 
2008         55.20        19.80        12.10          7.87          2.61           1.51            0.45            0.21             0.19 
2009         55.82        19.68        11.97          7.67          2.52           1.46            0.44            0.20             0.20 
2010         56.13        19.63        11.87          7.57          2.49           1.45            0.43            0.20             0.18 
2011         56.19        19.48        11.83          7.60          2.51           1.48            0.45            0.22             0.20 
2012         55.81        19.55        11.93          7.72          2.57           1.51            0.45            0.22             0.20 
2013         55.78        19.46        11.97          7.79          2.57           1.51            0.46            0.22             0.20 
2014         55.66        19.36        12.04          7.90          2.58           1.54            0.46            0.24             0.20 
2015         55.58        19.25        12.07          8.00          2.60           1.54            0.47            0.23             0.21 
2016         55.59        19.12        12.11          8.08          2.63           1.53            0.46            0.23             0.21 
2017         55.61        19.02        12.14          8.11          2.64           1.54            0.48            0.23             0.21 
2018         55.59        18.97        12.15          8.15          2.64           1.55            0.49            0.23             0.21 
2019         55.79        18.78        12.09          8.14          2.65           1.57            0.49            0.24             0.22 
  
Source: U.S. Bureau of Labor Statistics 
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