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Summary 

 “Society” and “corporations” differ in terms of number of their populations; 

common purpose; management; and legal identity but both involve coordination 

and can therefore be analysed using similar terms. This paper believes that the free 

market system provides new management insights (mainly due to the use of 

dispersed knowledge) 

 Management thinking used to be dominated by Frederick Taylor’s “Scientific 

Management” which thought that “managerial direction was key to enhancing 

productivity” (p.2); but focused on “uneducated workers doing repetitive tasks” 

(p.2). However this “ignored the importance of dispersed and tacit knowledge” 

(p.2) 

 Market-Based Management is an alternative model with several key insights: mission 

systems to determine the division of labour; values and “rules of just conduct”; 

property rights to determine control of resources; internal prices to illuminate 

information, efficiently allocate resources, and continuous “right-sizing”; 

substantial bonuses tied to production results as effective incentive mechanisms; 

open attitude toward the flow of information throughout the firm 

 

Comments 

 “Scientific Management” has long been discredited and several of the above points 

are already known (for example the role of contracts as effective incentive 

mechanisms; the use of internal markets) – to what extent are these new 

principles, or simply a new framework for thinking about them? 

 It seems hard to imagine that the key insights can be introduced one at a time – 

Would budget discretion lead to abuse without having previously established rules 

of just conduct? Would team-bonus schemes lead to resentment if bureaucracies 

are opened up to competition? 

 Does this approach underestimate the importance of ultimate central control – if 

the board remain responsible for overall strategy has the decision-making truly 

been decentralised? In some cases (e.g. guessing the weight of a bull) it’s worth 

sampling across a large population; in other cases (e.g. flying a plane) it’s better to 

trust experts and defer to authority 


