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1 It is widely accepted that the theory of the firm is concerned with the questions of (1) the existence, (2) the boundary and (3) the internal
organization of the firm.

2 Foss (2001) seems to be in accordance with my view. The author puts forward three reasons why an understanding of a market-like form
is an important challenge: (1) It concerns important and real phenomenon. (2) It pushes us to rethink some “classic” issues in the theory
of the firm. (3) Existing approaches, such as transaction cost economics, are not capable of providing an adequate explanation for this.
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3 The concept of a variant is borrowed from an evolutionary theory which proposes that the system in question is subject to somewhat
random variation within which some kinds of mechanism selects and also that there are inertial forces that provide continuity of what
survives (Nelson 1995). In this spirit, variants of a firm are representatives of the same governance structure (organizational form),
namely the firm, exhibiting to some extent different characteristics while retaining the same distinctive one which guarantees that they
are of the same nature.

4 Hybrid forms are various forms of long-term contracting between autonomous firms, such as licensing, franchising, supplier chains,
strategic alliances, etc.
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  Governance Structure  
Attributes Market Hybrid Hierarchy 
Instruments    
Incentive intensity ++ + 0 
Administrative control 0 + ++ 
Performance attributes    
Adaptation (A) ++ + 0 
Adaptation (C) 0 + ++ 
Contract law ++ + 0 
 

++ = strong, + = semi-strong, 0 = weak

5 The fact that hybrids can exist in many various forms stems directly from the fact that hybrids exhibit intermediate values in all
characteristics, i.e., they combine the features of markets and firms. This combination, of course, can be of numerous type. For a detailed
overview of the types of hybrids see Ménard (2004).
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6 Two pioneers of adopting an M-form structure were GM in 1921 under the leadership of Alfred P. Sloan and DuPont Company under
Pierre S. du Pont.

7 Williamson (1985:279) himself writes that “the most significant organizational innovation of the twentieth century was the development
in the 1920s of the multidivisional structure”.
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8 It has to be noted that Williamson makes a distinction not only between the U and the M-forms, but also between pure M-form and the
“corrupted” M-form in which top managers are involved in divisional operating decisions. He also talks about the H-form (holding
companies) within which no internal capital market exists. Williamson predicts that the M-form outperform not only the U-form, but
also the “corrupted” M-form and the H-form.

9 The M-form hypothesis inspired, and continues to inspire numerous empirical studies, for an overview see: Hoskisson et al. (1993).
However, some of these offer only a weak support for the M-form hypothesis, while others find no evidence of superior M-form
performance.

10 The U-form suffers from control loss problem to a greater extent than the M-Form (Williamson 1970). These problems flow from the non-
separability of activities: any functional department has to carry out its activity with respect to all the products of the firm.

11 As Williamson (1975:133) writes “specialization by function … is the ‘natural’ way by which to organize multifunctional activities”.
12 Note that there are variants, too, within the U-form. Some U-form firms have become diversified in slight degree and incidental parts are

given semi-autonomous standing.
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 13 There is a multitude of labels as regards these forms of organization, for instance a modular organization (Sanchez – Mahoney 1996), a
cellular firm (Miles et al. 1997), a non standard firm (Helper et al. 2000), a federation (Day – Wendler 1998), and so on. The terminology
is rather ambiguous: different labels are used for describing the same or similar things.

14 Firm-specific specialization is a specialization to the idiosyncratic needs of the firm.
15 Control over valuable human capital would seem to be a greater source of power than control over physical assets since almost all rights

over it are residual, i.e., not allocable through contract (Rajan – Zingales 2000).
16 The theory of the property rights (Hart 1995) defines the boundaries of the firm on the basis of the assets owned by the firm.
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17 However, in fact, neither the U-form collapse nor the subsequent search for new forms (rather than selection from existing form) is
explained by Williamson (Kay 1992:328).

Criterion M-form Market-like Form 
Structure 1. Vertically integrated 

• Top-down goal setting 
• Concentrated power 
• Hierarchy 
• Leaders control, monitor and set 

specific and concrete objectives 
through the use of formal authority 

• Clear role definitions 
• Specialized roles 
• Rule-based  
• Vertical 
• Formal mechanisms 

2. Disintegrated  
6. Decentralized goal setting 
7. Distributed power 
8. Teams and work groups  
9. Leaders provide guidance, 

manage conflict and provide 
general guidance 

 
10. Fuzzy role definitions 
11. General roles 
12. Relationship-based 
13. Horizontal 
14. Informal mechanisms 

Critical asset 3. Inanimate (physical) capital 4. Human capital 
Specialization 5. Technical 6. Firm-specific 
Source of power 7. Control over physical assets 8. Individual’s valuable resource 
Economies 9. Economies of scale and scope 10. Economies of scope 

11. Modularity 
Demand 12. Undifferentiated products 13. Distinctive and individualized 
Firm boundary 14. Boundaries clearly specified and 

durable 
15. Boundaries permeable and fuzzy 
16. Quasi-contractual inter-teams 

relationships 
Reward 17. Based on individual performance 18. Based on team performance 
Sector 
 

19. Traditional (physical capital 
intensive) 

20. Knowledge-intensive 

Transaction costs of using 
the firm (agency, shirking, 
contract enforcement and 
coordination costs)  

21. Low 22. High 
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18 According to Williamson (1985:296) the evolution of the M-form is regarded as an evolutionary process operating according to natural
selection criteria that is economic (cost) efficiency.
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19 An overview of the question of mass customization is in Szabó (2000).
20 Coordinating mechanisms are such as authority, command, price system, trust, reciprocity, etc.
21 Following Alston and Gillespie (1989) we can distinguish between transaction costs of using the market and those of using the firm.

When more and more high-powered incentives are used inside the firm, the transaction costs of using the firm, i.e., agency, coordination,
and shirking and contract enforcement costs become larger. This means that these transaction costs are much higher in the market-like
forms than in the M-form, and the transaction costs of using the market evolve in the opposite way. Accordingly, when a new variant of
the firm emerges, the boundary between the two types of transaction costs shifts.
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infused with a lower level of authority. Many scholars argue and provide evidence for the fact that a kind of authority is observable in
hybrids. See: Ménard (2004).
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