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THE EVOLUTION OF BUSINESS
ORGANIZATION

From Big Business to Post-Fordism?

B. Post-Bureaucratic Alternatives to Big Business

Ithough there are many kinds of organizations, business is now the

one most widely researched in organization studies, and theories of the
development of American busi

ness organization have changed in
interesting ways. Broadly speaking, the history of the American economy is in
many ways one of large organizations replacing decentralized markets from the
fate nineteenth through late twentieth centuries, followed by a reaction against the
institutional order that emerged from this process that began in the 1970s and
whose character is still much debated, Tt is a story of the movement from markets
to hierarchies to either markets again, completely new forms of organization, or
merely reorganized hierarchies, dependin g on the theory.

In the early nineteenth century, most businesses had few employees, had low
‘output and productivity, and

were run by their owners. Between 1850 and 1930,
large sections of the cconomy came to be dominated by big business, beginning with
the railroads, Though organizations varied widely, the following characteristics
are variously associated with big business (Schmitz 1993);

* large size measured in terms of assets, employees, and number of branch plants and
offices:
the association of COmp

ctitors into various kinds of federations and agreements
(cartels, trusts, interfoc

king directorates) in the late nineteenth century and then
their direct ownership and unified management by one or a few corporations as a
result of mergers and acquisitions (horizontal integration);

concentration of economic power and domination of markets by few producers
(@ligopoly);

ownership of different stages of the production process, such as

production, semifinished goods, and distributio
imegrarion);

raw materials
n, by a single organization (versical

A. Alfred Chandler’s Account of the Rise of Big Business
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i initi ther, but after
diversification into multiple product lines, initially related to one ano
* 3 .
the 1950s often in unrelated businesses (c_onglomemtes), e o sl
apital requirements beyond the abilities of an owner—eﬁ gnk i or
a C : )
i i tside finance, usually
ip, leading to a reliance on ou
partnership,
stock market; . o L bes
diffusion of stock ownership that resuits in the substitution O.f owner nerfhip a}; .
L
ew class of salaried executives and managers {separation af ow
n
e i ifini rformed by the
;ricing)and allocation of raw materials and semifinished fhoocvis ;-Je.ble med 03; e
] ini i inati than the invisi
i ’ trative coordination, rather -
“visible hand” of adminis : : the visie
market, as market transactions are internalized within the organizat

These developments have been called the mana ggrial rex_;f Zﬁﬁn’ or the shift from
jetary or competitive capitalism to .managenal. capitalism .ﬂ il explana-
pmgfllsisgs historian Alfred Chandler gives one of the most influen fal expani:
tions for the rise of managerial capitalism (Readmg 24). Modgillll g?:llegraph, rons
tation systems, such as steamships, railroads, an o mre.
- trarllspolr nd regional markets into national markets. Meghamze s pro-
gTat(?d Ocah " logy rather than craft technology was now fea&bie anq we 5111; <
i mch'rlo fr{et cheaply. In some industries, the minimum efficient s&athere
o SUPPI.Y T mso reat that a few firms could meet the market demand.. )
D oo iy ro%iucers excess capacity could result in glut§, loyv prices, an
busis toofm'?n);:f Oligopo’]y was the natural outcome of sgch sitnations. e
o dalal;ia 'e of mass production rested on economies of scale,dwdlc o
The ainvs thgat result from producing large quantities of a Sta];‘ 'Etl;m Sgpm_.
Wheree: lgb and raw materials costs increase with the number of 1 o
fuced the. Ort f buildings and equipment remains fixed and adds less to )
fueed. :[he 61? . Ooduct as the volume of production increasqs, because the c.os S
e da o ss more units. In capital-intensive industries, the cost savm.gsi
z:l;lotgfatsgﬁit}?ﬁgﬂ volume production due to economies of scale are substantia
i ilities.
" enct?lurallageiialreg\?ef?fdzzfgﬁ:l f'ff\iestment meant that eq}lipmen.t neeclied t(% ;;z
S de 1rgatinuously to ensure the fixed costs per unit remained OW. s
employi Cf? s using new technologies not only were able to produce m1 m s
i atb rl:malso were compelled to do so if they were to produce cheap ya '
quam%ltl?s’b i ess. The need for a continuous, regular flow qf large qu.ant'llt:es_ d
materi mthuzﬁ] h 5.111 phases of supplier procurement, prqduc‘uon, and distri ut:i(?3 '
m;;‘ail;l;liscogscigous administrative coordination and unified management un
re

i ich and -
common corporate ownership. To keep production and sales at hig

i i heir own
predictable levels, firms acquired their suppliers and also created the

i i names, and.
holesale sales forces, dealers and franchisees, retaﬂ. outlets, br?:(ie ames, and
;ivertising to win customer loyalty and preserve their company’s rep

i i ithin rela-
managerial hierarchy coordinated and supervised these functions wit]

rategy, allo- :
tively antonomous divisions, while a corporate cendral office set strategy

ivisi i rmance.
cated capital among divisions, and evaluated divisional financial perfo

. < fists
The size and complexity of the managerial task requ.lred a corpfnof sp:cutallllii . :
nd iofessionals rather than untrained amateurs frying to halienec eevr glaced'
‘?h mgeives Salaried managers, chosen on the basis of compe , .
e .
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personal or family control. By the 1920s, ownership became separated from

conteol in many corporations. Stockholders increasingly became passive investors
rather than active partici

pants in the management of the enterprise, and boards of
directors increasingly reflected the interests of top management rather than the
stockholders they were supposed to represent. The number of business schools
and professional associations grew, and modern management techniques, includ-
ing Taylor’s scientific Mmanagement, increasingly replaced intuition, experiential
knowledge, and gut instinct as guides to action. In short, the firm became increas-
ingly rationalized and bureaucratic, with an elaborate hierarchy of offices, a
division of labor among technically trained specialists, and the use of formal
knowledge and impersonal rules and procedures to guide action. Chandler’s view
of the managerial revolution shares much with Weber’s ideas about bureaucracy
and its expansion,

Chandler’s explanation of the emergence of big business is also similar to
Williamson’s account of the substitution of hierarchies for markets in that both see
the purpose as reducing the uncertainties of market transactions (Reading 22). They
ditfer insofar as Chandler sees this as mainly a technical problem of coordinating
materials flows in a mass production environment, whereas Williamson believes it
1s & contracting problem that requires the restraint of other actors’ opportunism and
self-interest. Pfeffer and Salancik’s resource dependency explanation of mergers
also bears a family resemblance to these accounts (see Reading 18).

Chandler argues that the same factors led to the rise of big business in
Germany, Japan, and elsewhere. Nations that continued to rely on smaller, indi-
vidual- or Family-owned firms, such as the United Kingdom, fell behind eco-
nomically. In Chandler’s view, efficiency accounts for the rise of big business and

the managerial revolution, and those firms or nations that relied on small business
were destined to fall behjnd economically,

Critics argue that this explanation is too functionalist and underestimates the
importance of power motives, Corporations often grew and integrated horizon-
tally to monopolize markets. Chandler ignores the history of antitrust legislation
that developed in reaction to the concentration of corporation power in the form
of cartels and monopolies. Likewise, vertical integration can restrain competition
by excluding rivals from access to natural resources or the economies of scale
associated with supplier operations owned by large customers, Chandler also
ignores any principal-agency problems associated with the new corporate elite
that made autonomous decisions on its own salaries, perks, and staff size. He also
emphasizes the role of managerial efficiency in explaining big business success
while ignoring the role of scientific management in cheapening labor require-
ments, which Taylor advocated and Braverman criticized (see Readings 2 and 3).
The criticism of Chandler’s efficiency explanation only grew as the golden age

of American growth and prosperity during the postwar period, which seemed to
be the crowning achievement of the big business system whose development
Chandler described, gave way to the stagnation and crisis of the 1970s. American

companies faced not only deep recessions and general economic stagnation in the

1970s through mid-1980s, but also a flood of imports, especially from J apan., The
Tecessions and slow growth

severely reduced profits, but superior Japanese goods
Suggested the problem was deeper than the business downturn alone. Over roughly
fifteen vears, Japanese firms challenged significantly and often overwhelmed
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adios, cameras, color televisions,
vens, computer hardware,
Japanese quality, as well
ducts. The onslaught left
a wave of plant closures
Chandler was formulat-
capitalism, it entered a
ctice in various ways,
in the factory Laurie
erative relationship

American companies in markets such as transistor ¥
videocassette recorders, audio equipment, microwave o
photocopiers, steel, and automobiles. In most cases,
as price, was considered superior to American pro
American industry reeling as it struggled to respond, and
swept the industrial midwest in the early 1980s. Just as
ing his explanation for the triumph of American corporate
deep crisis. American firms sought to imitate Japanese pra
such as by introducing quality control technigues like those
Graham studied (Reading 11); by creating a more coop
with labor, as at Saturn (Reading 12); and by trying to build greater employee
commitment through strong organizational cultures (Reading 27).

At the same time, dynamic elements seemed to emerge from this bleak picture.
While large, traditional, so-called blue chip corporations stumbled, new, smaller
startups in high technology fields such as computer software and hardware and
biotechnology thrived. :

The lethargy and competiiive difficulties of large enferprises, such as U.S.
Steel, General Motors, and virtually all conglomerates since the 1970s, suggested
to many that managers had pursued growth for its ownp sake rather than to maxi-
mize efficiency, often because managerial compensation was tied to organiza-

ize seemed to provide security and to buifer firms from market
petitiveness crisis in U.S. industry between 1975 and 1990
ness was not efficient and that other motives accounted for
th. While Chandler (1990) continued to insist that big
and important as always, most believe that the period
ew phase in American business organization, though

tional size and s
fluctuations. The com
suggested that big busi
its emergence and grow
business was as efficient
since 1975 represents a n
they disagree on its pature.
There are three perspective
in the past twenty-iive years.
firms are replacing the large,
business creates almost all new
changes as a simple rollback of th
competitive capitalism reassert th
1991). Consistent with this view is
sovernment economic policies sing
measures such as deregulation, free-tr
deunionization. Bureaucracy or hierar
labor, or government, are yielding to old-fas
free markets in this view.

The second perspective sees recent d
of a more novel form of business and eco
to nineteenth-century laissez-faire. Mich
argued that business began to operate in a less
ditions included wider swings in the business ¢
and domestic competition, growing importance
price, faster development of technology,
tastes, including a preference for more customizati
production systems, which required large and stab

s on the apparent eclipse of traditional big business
The first argues that smaller, more entrepreneurial
oligopolistic corporation. Some argue that small
employment (Birch 1981). This view sees recent
e managerial revolution, as small business and
emselves (Birch 1981; Malone and Rockart
the conservative shift toward free market.
e Ronald Reagan’s presidency, including
ade policies, lower minimum wages, and

hioned, almost nineteenth-century,

ael Piore and Charles Sabel (1984)
stable environment. The new con-
ycle, more infense international

chies of all sorts, whether in business, i

evelopments as potentially the beginning
nomic organization rather than a return ¢

of product quality relative to

and more rapidly changing consumer
on. This put pressure on mass.
le markets for standardized-
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in a looser organizational arrangement, such as that found in Japanese business
groups or the interfirm networks in Silicon Valley, which comprise a cooperating
community of small producers or industrial district (Saxenian 1994).

In the limiting case, organizations as stable entities almost disappear com-
pletely. A virtual organization might consist of a group of free agents in a pro-
fessional community who come together for the purposes of a single project and
then disband to work on their next projects, without any enduring coordinating
central office or actor —almost the logical extension of Henry Mintzberg’s adhoc-
racy (1981; Kanter 1991). Michael Storper describes the evolution of film-
making from mass production to flexible specialization in similar terms (1997).
Alternatively, a firm might consist of a very stnall, stable core that contracts with
others to perform most of the functions necessary for the business, such as Nike,
which designs and sells athletic shoes but contracts for almost all manufacturing
functions with outside factories and makes very little of what it sells itself
(Harrison 1994). Computer technology is believed to facilitate this kind of decen-
tralization by reducing the need for some kinds of middle-management record
keeping and report generating and improving communication between organizations
involved in business rtelationships (Malone and Rockart 19911; Sproull and
Kiesler 1991},

As Walter Powell argues, this is not simply a shift from hierarchies back to
markets, in Williamson’s terms, because the level of cooperation between firms
in such a network goes far beyond a simple market contract (Reading 25).
Powell’s essay represents an interesting turn in his thinking, because his earlier
work with DiMaggio argued that different kinds of organizations throughout soci-
ety were becoming more bureaucratic, albeit for nonrational reasons, whereas this
work argues that debureancratization is the dominant trend. Although Powell
does not explain how entrenched bureaucratic norms became deinstitutionalized,
he does argue that the post-Fordist view is one of increasing economic and

organizational decentralization without a return to the free-market capitalism

of the past. The new model is neither bureaucratic nor entrepreneurial in the
traditional sense.

Not everyone is convinced that the emerging form of business organization - -

represents such a fundamental break with the past, and this represents a third view
of the recent transition from a stable big business regime, distinct from both
the neo-entrepreneurial and post-Fordist views. Benpett Harrison and Barry

Bluestone (1988) argued that the profits crisis beginning in the 1970s led busi-

nesses to mount an offensive against labor and government regulation in order to
cut costs and regain their competitive position. Business lobbied for lower taxes,
government spending cuts, privatization of government functions, relaxed con-
sumer and environmental regulation, lower minimum wages, and fewer protec-
tions for unions.

The new pressures also led businesses to restructure their internal operations.
Firms increasingly used part-time and temporary contract employees to reduce
the fixed costs associated with their permanent, full-time workforce, such as
fringe benefits or severance pay obligations. The remaining permanent employ-

ees were subject to wage freezes, benefit cuts, and greater effort demands in the:

form of continuous improvement programs or just-in-time production, such
as Laurie Graham described (Reading 12). Firms also downsized their own

ﬁ
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