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Rethinking management

A historical look at firms as institutional innovations
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The last third of the twentieth century saw the emer-
gence of a new world as computer science, new
means of communication and biotechnologies drasti-
cally transformed the landscape of science and engi-
neering. Training and research became major factors

of grow‘th.1 Social welfare systems (and pension funds)
boosted the expansion of the worldwide financial mar-
kets. Lifestyles and values underwent veritable cultural
revolutions. Such upheavals could not fail to have an
impact on the foundations of management and the
firms. The recurring crises in corporate governance
and the proliferation of debates over the role and
wages of company heads are only the most visible
signs of a much more widespread aggiornamento of
management principles.

Three major revolutions have marked the history of
management: the birth of the Italian compagnia, the
manufactures of the Industrial Revolution and the Fay-
olian-Taylorist movement within the “modern com-

pany”.  Our argument here is that today, such a heri-
tage has been destabilised, not by the pressures of the
financial markets alone, as is often maintained, but by
the dilemmas resulting from the combination of these
financial pressures and a competition system now
based on ‘intensive innovation’.

This ‘pincer effect’ on the firms paves the way for a
management model which might be termed ‘neo-
compagnia’ by virtue of its resemblance to its Italian
ancestor. But this model generates many pernicious
effects because it neglects the collective learning ex-

™ This trend has been popularised through the notions of the
‘knowledge society’ or the ‘economics of knowledge’. See the
special issue of Unesco’s International Social Science Journal
n°® 171 (March 2002).

% The history of management innovations is obviously much
more complex and what is presented here must be taken as a
limited description of the revolutions which had a strong
international impact on the entire business fabric.

periences which are necessary for intensive innovation.
Alternative management models may be identified, but
in the face of such unprecedented challenges, consid-
erable research is still necessary. Nonetheless, today’s
crises bring out the major management innovations
which forged corporate capitalism.

I - The three ‘revolutions’ which shaped the mod-
ern company

What is a firm? What is management? These seem-
ingly basic questions in fact reflect changing realities.
The Genoese or Venetian compagnia of the Renais-
sance were not run like twentieth-century companies.
The Italian merchants could not have imagined that the
entrepreneurs of the Industrial Revolution would be
philosophers and scientists, just as the latter could not
have anticipated that today’s firms would be nearly as
complex as State structures. The disparate histories of
these ‘collective businesses'—which we call firms or
entreprises for the sake of convenience—show that
they were neither emanations of the ‘market’ nor the
incarnation of a single rationale. Thus, management
cannot be conceived as a group of universal tech-
niques but rather, a historically specific movement of
renewal and rationalization of the institutional artifacts
of collective action. Indeed, a contemporary start-up
draws on practically the entire history of management
innovations and clearly reveals the traces of the three
maijor historical strata underlying modern management.

1) The Italian compagnias: from the merchant
collective to bookkeeping.

Most of the fundamentals of trade were well estab-
lished at the end of the Italian Renaissance. By the
Middle Ages, the towns hosted and regulated a mer-
cantile activity whose complexity stimulated innovative
forms of association. The business collectives (com-
pagnias) which flourished in northern Italy with the
Renaissance (Origo 1957, Favier 1987) became a
highly imitated ‘management model’. Serving as an
institutional reference for the emerging economic
thought, this innovative practice thus gave rise to the
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idea of the firm. Indeed, how could an economic activ-
ity take place without a management model?

The first compagnias were made up of family mem-
bers or friends but they subsequently extended beyond
personal ties. They were limited in their life spans and
areas of activity alike. When new business opportuni-
ties presented themselves, each member could nego-
tiate his participation, within a framework which was at
once collective and individual. The compagnias also
set up a system of regular mail services (Origo 1957)
because the rapid transmission of information was vital
to them. Business activity thus assumed a legitimate,
rationalised form where knowledge determined the
rules of action and action contributed to learning and
trust (or distrust). This concept of rational collective
action prepared for the development of ‘scientific logic’
and social rights. Thus, in his description of double-
entry accounting (in a 1494 treatise on arithmetic),
Luca Pacioli conceived of market exchange as the
permanent balance of reciprocal rights (‘debits’ and
‘credits’). With the introduction of bookkeeping, the flow
of goods (or capital) was accompanied by a flow of
verified knowledge with institutional effects.

2) The management of the manufactures: corpo-
rate bodies and engineering departments.

The compagnias depended on the craft guilds to pro-
duce the goods which they subsequently sold. The
process which led the ‘entrepreneurs’ to design and
build manufactures spread over nearly two centuries. If
the French manufactures of the seventeenth century
were intended to support the craft activities, the Eng-
lish manufactures of the eighteenth century benefited
from the new machine production. Textile manufactur-
ing thus enjoyed unprecedented economies of scale
and time, while smiths, potters and dyers developed
new innovation logics (Berg 1994, Schofield 1963).
The techniques of accounting and trade remained
necessary for running these manufactures, but book-
keeping could not anticipate production costs and
capacities. Control, design and planning became new
territories for management.

During the nineteenth century, manufacturing com-
panies benefited from the invention of the ‘corporate
body’ which gave them a unified, legally responsible
status. The old principles of the compagnia were not
adapted to the new ‘bosses’ and new personnel of
these entities. Meanwhile, through their union strug-
gles, the workers reinforced the status of the manufac-
ture as a new institutional framework for collective
action, and this representation was to determine in turn
the regulatory role of the public authorities.

The manufactures also offered the possibility of un-
precedented learning experiences, with better opportu-
nities for research and experimentation. New ap-
proaches to accounting and quality control were
introduced (Parker and Yamey 1997), and systematic
organisation, logistics and technical improvements

incarnated the modern principle of rationality.3 The new
industrial leader was no longer a merchant but rather,
an enlightened empire builder who created new prod-
ucts, new factories and new jobs. The discourse of
political economy praised the ‘entrepreneurs’ or de-
nounced the social disequilibria embedded in the new

“industrial relations”.

% From 1750 to 1850, many of the most famous manufactur-
ers were also members of the prestigious philosophical and
scientific societies of their time (Schofield 1963).

At the same time, however, the management principles of
industrial manufacturing were more likely to be described and
discussed in engineering manuals or dictionaries of arts and

3) The foundations of the modern company: the
Fayolian-Taylorist heritage.

It was only at the beginning of the twentieth century
that the basics of ‘modern management’ were elabo-
rated by Henri Fayol and Frederick W. Taylor. The two
men were neither economists nor entrepreneurs but
engineers who became company or factory managers.
Fayol belonged to the very first generation of engineers
gaining access to management posts, previously re-
served for owners. He described management as an
overall process of administration requiring appropriate
information, a variety of skills and a capacity for co-
ordination. These were elements which the boards of
directors and major shareholders no longer mastered
and which, according to Fayol, called for a new kind of
manager. Taylor’'s contribution came from a different
perspective. He began by criticizing the traditional
wage system inherited from the compagnia model
(Taylor 1895), where workers, like merchants, negoti-
ated piece rates with their foremen. Taylor was against
these market compromises within the company. For
him, work and payment rules should result from scien-
tific studies carried out by specially commissioned
experts. Although Taylorism was highly criticised, it
popularised the idea that all industrial work required
research and proven methods.

In spite of its market vocation, the company was thus
becoming a collective with explicit regulations based
on recognised expertise. The bond between employers
and employees was no longer limited to a strict hierar-
chy or a simple contract. Hiring no longer meant buying
labour power; and holding a job required learning the
rules and methods defined by the company. And this
conception—which was consistent with the emergence
of the company as a locus for technical and institu-
tional development in modern societies—won out. After
the Second World War, it was almost natural for man-
agement, design and R&D to become strategic activi-
ties for the large corporations. And at that point, we are
no longer in ‘market economies’, as is too easily
stated, because all the market societies known to his-
tory have not produced the same revolutions in man-
agement. Indeed, it is only at the end of the chain of
revolutions just evoked that, in spite of numerous dif-
ferences from one country to another, the West en-
tered a particular system—a corporate socio-
economy—where the firms became sites of both inno-
vation and social struggles coming under the regulation
of public authorities. At the end of the 1980s, with the
failure of the State-run economies of the Eastern bloc,
it became clear that there was no alternative to this

corporate socio-economy.5 But this situation did not
mean the end of the history of management, for a new
era had already begun and this same management
legacy was to be challenged once again.

II - The dilemmas of contemporary business

During the final decades of the twentieth century, the
level of wealth and education in developed societies
showed a steady increase. The values of democracy,
autonomy and individualism were adopted by a pre-
dominant ‘middle class’ and the number of skilled
workers rose in all sectors. At the same time, powerful
mass media spread new fashions and rapid changes in
habits and values. All of these developments shattered
the logics of both consumption and finance, thus de-

industry than in economics manuals.

® The absence of management revolutions in the State-run
economies is itself worthy of a discussion which we cannot
undertake here.
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stabilising the traditional relations between employ-
ment, companies and customers.

1) New consumption logics: a capitalism of in-
tensive innovation

The classical idea that consumption is determined by
needs, income and individual preferences has lost
ground in contemporary societies. Indeed, advertising
strategies, credit systems, brands and opinion leaders
(Hatchuel 1995) are now much stronger determinants
of consumption, while profound cultural changes have
also contributed to the emergence of new social
movements promoting environmental issues, gender
equality or humanitarian causes. To appreciate the
scale of these changes, it suffices to compare a popu-
lar car (or hypermarket) of the 1970s with their con-
temporary counterparts, for the differences in design
and equipment are striking. A richer, healthier, better-
educated population should have been a windfall for
the companies. In practice, it has contributed to a new
form of competition based on intensive innovation
because it concentrates market value and profit on
new products and services and thus requires con-
stantly renewed supplyS. Neither the compagnia nor
the manufacture model nor even the doctrines of Fayol
or Taylor were prepared for this form of competition.
And when we add the pressure imposed by the new
mass financial markets, management becomes an
exercise not far from squaring the circle.

2) The ‘pincer’ effect between finance capitalism
and innovation capitalism

Increased wealth and social welfare have stimulated
the expansion of pension funds and an increase in
institutional investors, a situation which has notably
contributed to the deregulation of the financial markets.
But this spread of mass capitalism has generated
major dilemmas for the heads of large corporations.
Indeed, it has directly increased the financial pressure
on the companies. The phenomenon became particu-
larly apparent when profitable companies began down-
sizing with the sole aim of improving their shareholder
value. At that time, recurring debates over corporate
governance and business ethics brought out the obso-
lescence of existing institutional models for top man-
agement practices. The Enron/Andersen affair will
probably remain a landmark in this most recent history
of management. But beyond the scandals, a new ‘iron
law’ has come into being. Shareholders want company
management to guarantee short-term financial returns.
A drop of a few percentage points in expected earnings
can have a major impact on stock prices and the com-
pany’s rating. And stock prices also determine the risk
of a hostile takeover.

Under such conditions, innovation and R&D are ex-
pected to yield high, fast returns while guaranteeing
the firm’s competitiveness and its long-term survival.
Innovation policies are not simply a matter of invest-
ments, however. The classical notion of the investment
does not take into account the collective learning proc-
esses which are required for rapid renewal of products
and services. Indeed, an innovation strategy is not a
one-player game. Decisions cannot be totally planned
in advance; skills are developed over time and require
co-ordination between many different players. Innova-

® On this phenomenon, which we have termed ‘intensive
innovation-based competition”, see Hatchuel, Lemasson and
Weil (2001, 2002). The transfer of production towards coun-
tries with low labour costs is also a part of this form of compe-
tition because, in the case of a wide range of products, low
prices facilitate the rapid renewal of supply and solvent de-
mand.

tion programmes involve teams and partners in com-
plex exploratory efforts requiring a combination of
tactical flexibility (knowing how to react quickly to the
market) and more long-term learning. And innovation
processes necessarily have multiple and often interre-
lated time frames. Thus, the combined demands of the
financial markets and innovation capitalism exert an
unprecedented “pincer” effect on the firms. As this
double pressure has gradually eroded the legacy of
classical management, a ‘neo-compagnia’ model has
become particularly attractive.

3) The temptations of a ‘neo-compagnia’ model.

In its principles, this model recalls the ancient com-
pagnia: the company is once again reduced to a group
of market contracts and is, wherever possible, sup-
posed to limit itself to co-ordinating external providers.
Indeed, this is what the notion of ‘Network Company’,
which _has generated a great deal of literature, is

about.7 The supposed advantages of this model are its
robustness in turbulent markets and its flexibility in the
acquisition of new technologies. Since such a vigorous
outsourcing strategy is not enough to organise the firm
(Miles and Snow 1986, Jarillo 1988), project-based
organisations or ‘business units’ are recommended for
its internal operations. And the same philosophy of
atomisation is defended both within the firm and at the
scale of a network of partners. Each unit is supposed
to be a ‘profit centre’ or a ‘quasi-firm’. The same is true
for human resources, where flexibility is considered to
be vital. Personal development is still encouraged but
the idea of a career no longer seems realistic (Hall et
al. 1996); each employee is seen as an ‘entrepreneur’
who remains free to choose between staying in the
company or moving on. Good corporate governance,
meanwhile, is held to depend on close control of man-
agers, independent administrators and outside auditors
who are completely separate from the firm’s consult-
ants. It is as if the revolutions of the manufacture and
Fayolo-Taylorism no longer defined the company’s
institutional substance. This neo-compagnia is seduc-
ing many of today’s company managers, shareholders
and financial analysts. It is supposed to provide certain
flexibility in the firm’s boundaries, favour quick acquisi-
tions or downsizing and give a clear picture of the
profitability of each of the company’s activities. This
model undeniably satisfies the demands for the control
and visibility of financial markets. In spite of its seduc-
tiveness, however—and this is the dilemma—it is not
adapted to the innovation processes required by to-
day’s competition.

4) Alternative models: product lineages, platform
leadership and socio-economic orders.

The main and sometimes fatal weakness of the ‘neo-
compagnia’ model is that it threatens the management
of learning experiences and the collective work which
are necessary to contemporary innovation. Even when
the model seems to ‘work’, real practice differs from its
principles, and those involved in network industries
have to struggle against the pernicious effects of this
kind of organisation (Park 1994). There are, however,
alternative management models which propose robust
strategies of innovation and cooperation. These feature
several new management concepts: the creation of
product ‘lineages’, the formation of common ‘platforms’
and the voluntary establishment of inter-company
standards.

The automobile and high-tech industries are often

" Frery (1997) indicates that he has found more than forty
terms used to designate the same idea of a company made
up of a network of companies.
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considered good examples of the ‘network industry’
favouring project-based organisation and outsourcing.
But the companies in these sectors have also discov-
ered the limits of such organisations and notably their
counter-performances in situations where innovation
calls for synergies and interdependencies—in other
words, strong horizontal co-operation between activi-
ties or projects. The recent spread of ‘platform’ policies
in automobile manufacture and new technologies
(Gawer and Cusumano 2002) clearly demonstrates the
limits of the ‘neo-compagnia’ model. These strategies
reveal the necessity of comprehensive leadership logic
within the network, a leadership which is capable of
channelling innovation both within and outside the
company.

Similarly, if we look at companies with sustained suc-
cess in innovation (Hatchuel, Lemasson and Weil
2001), we observe that they develop long-term learning
through the design of ‘product lineages’, which are
series of products depending on a common core of
incremental, interrelated competences. The aeronau-
tics or pharmaceuticals industries offer examples of
such ‘product lineages’ and the success of a consor-
tium like Airbus is a good example of collective inter-
firm learning which is guaranteed by a stable division of
labour and decision-making between partners. These
strategies show how today’s innovating company can
encourage fields of exploration and shared develop-
ments among its partners, thus giving rise to a com-
mon ‘conceptual infrastructure’ which sustains the
growth of a large group of activities. The management
of this ‘shared fields of innovation’ (Hatchuel et al.
2001) organises internal and external synergies which
permit learning continuity. And the more innovation is
repeated, intensive and vital, the more the firms need
to develop points of reference which are common to
the different production units and collective processes
for the production of knowledge which remain relevant
even when they are in competition.

These challenges are particularly hard to meet within
the ‘neo-compagnia’ framework, for this model, by its
very nature, targets results measured at the level of
each business unit and neglects the interdependencies
and collective learning experiences which generate
value and performance. By contrast, the alternative
management models both extend and renew the Fayo-
lian-Taylorist heritage by adapting it to a system of
competition through innovation. They do not rely on a
network logic aimed essentially at ‘atomisation’, but,
beyond contracts and the division of labour, they seek
above all to institutionalise socio-economic orders
which are common to several companies (Aggeri and
Hatchuel 2003), in other words, shared quality stan-
dards, cross-learning and innovation-sharing policies.

Conclusion: The invention of new management
models as an institutional challenge.

Today’s dilemmas thus call for fundamental changes
in company management. The ‘neo-compagnia’ model
is maintained by the stock markets and the sharehold-
ers’ concern for control. But this model is already re-
vealing its weaknesses, and not simply because it
encourages opportunistic behaviours within the units of
the network (Goshal and Mohan 1996), for such be-
haviours have always existed, even in integrated bu-
reaucracies. Rather, what destabilises the ‘neo-
compagnia’ is above all its minimal ability to support
innovation-based competition. In addition, under pres-
sure from the stock markets, the ‘neo-compagnia’
model fosters extreme behaviours: innovation is either
neglected or impatiently developed by force in order to
meet the demands of analysts and shareholders, thus

feeding stock-market tensions and nervousness. In the
extreme cases, it paves the way for frauds and accel-
erated bankruptcies.

Alternative models obviously exist, but the complexity
of today’s dilemmas is such that further efforts will be
necessary in order to renew the theoretical and institu-
tional bases of management. It has never been so
clear that research in this area exerts a major institu-
tional influence on the future direction of our societies.
What is at stake is the evolution of a capitalism based
on the dynamics of the companies, for we cannot hope
that the financial markets will behave differently. Nor
can we expect the rhythm and scope of innovations to
be tempered.
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