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A firm?

Ronald H. Coase

• Why a firm?
• Transaction costs and "decreasing 

returns to the entrepreneur function”
• “A firm will tend to expand until the 

costs of organising an extra transaction 
within the firm become equal to the 
costs of carrying out the same 
transaction by means of an exchange on 
the open market or the costs of 
organising in another firm.” (Coase 1937, p. 
395.)

• A firm will tend to get larger
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The size of the firm.

$

T* Number of transactions
(ordered from most to least costly to 
execute through the price mechanism).

Costs of the 
price system.

Costs of 
administrative 
coordination.

CPS + CAC

Size of the firm.



• WW2/CW organizations 
were big and centralized.

• Economies of scale 
dominated organizational 
economics.

• Hierarchy dominated 
organizational thought.

• Specialized individuals were 
the fundamental unit of 
knowledge work.

• Fordism.

WW2: Big & Hierarchical Was Better

Vannevar Bush (1890-
1974)



Collective Intelligence
• Tom Malone 

“The Future of Work:  How the New 
Order of Business Will Shape Your 
Organization, Your Management Style, 
and Your Life”

• Top-down companies should 
“decentralize and externalize” 
into industry eco-systems

• Small Pieces – Loosely joined



Economy…

the new economy, the one raising from the ashes of latest meltdown
will favour the small



The World is Flat

• Widely asserted that world is flat and 
returns to creativity are increasing.

• For example:
– Tom Friedman, The World is Flat.
– Richard Florida, Rise of the Creative 

Class.
– Dan Pink, A Whole New Mind..

• A world of teams, core 
competencies, and lean flat 
organizations.

• Invention, Innovation, Renovation



InnoCentive

Prize-based open invention:
a web community of scientists, 
engineers, professionals and 
entrepreneurs worldwide who 
collaborate to deliver 
breakthrough solutions.



And what about H2O?

• I lead an “innovation start-up” consisting of three 
most different “blood-types”. It is not even legal 
entity.

• Yet it appears to be working
• How & Why?
• Great brand + Open innovation +  Low 

Transaction Costs (lean, flat, easily/cheaply re-
configurable organisation) 

• We did not even exist two years ago and are now 
63 full-time people who have earned 15 million in 
the market place



If you wish to walk fast, walk alone…

…but, if you wish to walk far, walk in group
African Proverb
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