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# : '.,. • , •• ~ • .. : BY THOMAS W. MALONE. AND ROBERT J. LAUBACHER 

. . IN.oCTOBERi'OF 1991; Linus Torvalds, a 21-~ear-'0Id,comput~r­

- : - . "s'Cience"studeiltat the University of Helsi~ki, ~ade ayailable 


- ',on theJnternet a~ kernel of a computer operatmg system he ­
',L' ., ',had written. 'Called'-Linux,:it was a rudimentary version of the. 

, ubiquitous: UNIX operating system, which for more than a _ 
- \ decade.hadbeena·mainstay of corporate and academic comput­

, ing: Torvalds encoutaged' other programmers ·to . download his 
software"": for free ..:.and use it, test it; anamodify it as they saw 
fit';·A few tookhim 'up on the offer. They fixed bugs, tinkered 
with the origina). c,ode, and added new features, and th~y too 
posted theirw0rk on the hlt~rriet. ' .. 

As the L~uX 'kern~l grew, it attracted the attention of more 
and more programmers,' who contributed their own ideas and 
improvements. The Linux communi~y grew steadily, soon com­
ing to encompass thousands of people around the world, all 

Thomas W. Malone is the Patrick 1- McGovern Professor ofInformation Systems 
at the Massachusetts Instituteo/Technology's Sloan School of Management in 
Cambridge, He directs MIT's Center for Coordination Science and codirects 
the institute's initiative on Inventing the Organizations'of the 21st Century. 
RobertT. Laubacher is a research associate for this iiJitiative. 
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sharing their work freely with one another. Within 
three years, this loose; informal group, working 
without managers and connected mainly through 
the Internet, had turned Linux nlto one of the best 
versions of UNIX ever created. 

Imagine, now, how such a softwar(! development 
project would have been organized at a company 
like mM or Microsoft. Decisions and funds would, 

."F ' 
,;, ,

By changing the way''work is'done, porary,workers. 'Even within large 
L)

electronic n,etJyorks'lnay lead to 
a new kind qf;;',~cohomy cfIltered 

>, , " 

on the indiviuliaL," 
• I": " ':: 

, ' , i; , , , , ' 

solves, and its members become independent agents 
again, circulating through the economy,seeking 
the next assignment. 

Far from being a wild hypothesis, the e-Iance 
economy is, in many ways, already upon us. We see 
it not only in the development of Linux but also in 
the evolution of th~ Internet itself; We see it in the 
emergence ofvirtual:'companies, iri the rise of out-

sourcirig'":and telecommuting, and in 
' the proliferation of freelance and tem-

organizations, we see it in theincreas­
ing importance of ad-hoc project 
teams;1n the ,riSe of "intrapreneurs," 
and, i.t::the.iormation of independent 
b:Usin~~~units:' ' ' , ' 

A11th.~se:trendS point to the devolu­
tion of;large, permanent corporations 
into flexible, temporaiyrietworkso,£ 

have, been filtered through layers o£:managers. For·';,·:' :inchviduaIs: No oneican yet say exactly how impor-' / 
mal teams of progran;uners;, quality ~~suran'ce test- ,tant'orwidesprea,d this new fo~~o£ business orga~; 

,ers, and technical writers,~ould have been estab-, 'nization wilk,become, butjupging froln 'current. 
lished ,and assigiled tasks~"~Customer' surveys arid:; "signs, itis;not 'jric9rt~dvable',that ,it couldde:fule':" " .,: 
,focus, groups ,would- h~:v:~:be~n 'cond,ucted, their' I 'work ,in the,.twentf:'n,;r~t..'cerito/Y as ,the industrial ' 
findings documented inthick report~. There would" ;'organizati()n',~defineH'it in the twentieth. ,If it does;T"/" 
have been budgets; mi1estbnes,"de~dlines, status,' businessan:d"societyiwill,bechilitgedforever;'" h'" 

'meetings/ perfor~ance:.r~~iews; app~?vals·. 'Thei~~, :', '>'..: i ::>i::~i",<,~,'t!~:,;·,< '~::J~'~, ,')"';'1':' ;,'. 
wouldhavebeen-turfwar~i,burnouts;,9verruns,de-"":'B"';':'" .".:'1;:,""",;' f' "0'";"," ",'.;;,,' "',, " 

, I Th . t ld"h'" . t" ' '" uSlnesseso , . ne " ,,' "..' 
j.:,
,ays. e proJec wou "ave cos tan enormous,. ,;. ,;1, j:"',"',\..,,, ," ~;.,; ",';1',:' ','" .:' i 

amount of money, taken longer to :bdmplete, and, ;":,'Businessi,'Gr,ganlz;ltionsare,, 'in: essence, 'mecha:'-i';;r: ' 
quite possibly produced a system l~ss valuable to : , nisms for coordination. They exist tdgllide the flow " 't 

users than Lin~. :i :. f .. ~ ot,work{lmaterials, id~as, and rQ.0ney, _and the· form '"J' : 

For many'executives, the development of Lip.ux .c' , !they: take is strongly,affected:py the·coordinatioft" ,',' 
is most easily. understood' (and m~st easily,dis~ , technologies available.<UnHl 'a,hundred or so yeats' ,.. :~ ",: 
missedJ as an arcane story of hackers and cyber":: ',ago/coordination:technblogies were 'primltive'. '- ''', " 
space - a neat WiIed magazine kind of story, but one' .,' ,'Gpods and messages were transported primarily by ':, .; 
that bears little relevance to the serious world of big" :foot, horse, or boat, and the process was slow, unre~" , 
business. This interpretation, while understand~" ,'liable',and'often'dangerous.Becimse there was no,' 
able, is shortsighted. What the Limix story really", effiCient way to coordinate disparate activities, ' . 

shows' us is the power ola new technology - in this' mOst ,people, worked near their homes, often by , 

ease, electronic networks - to fundamentally change' 
the way work is done. The Linux community, 'a: 
temporary, self-managed gathering of diverse indi­
viduals engaged in a common task, is a model for a 
new kind of business organization that could form, 
the basis for a new kind of economy. 

The fundamental unit of such an economy is not 
the corporation but the individual. Tasks aren't 
assigned and controlled through a stable chain of 
management but rather are carried out autono­
mously by independent contra.ctors. These elec­
tronically connected freelancers - e-lancers - join 
together into fluid and temporary networks to pro­
duce and sell goods and services. When the job is 
done-after a day, a month, ,a year-the network dis­
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,themselves, producing products or services for their,' 
neighbors. The business organizations that did' 
exist--farms, shops, foundries-were usually small, ' 
comprising a' few owners and employees. When 
their products had to reach distant consumers, they 
did' so through' a long series of transactions with 
various independent wholesalers, jobbers, shippers, 
storekeepers, and itinerant peddlers. 

It was not until the second half of the nineteenth 
century, after railroad tracks had been laid and tele­
graph lines strung, that large, complex organiza­
tions became possible. With faster, more dependable 
communication and transportation, businesses' 
could reach national and even international mar­

. kets, and their owners had the means to coordinate 
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.•.. every day to ilo'bat'tle with,theci~zenso{Philips or:: ,sid~'agencies' cost less, they will not hire the sal~s-

. E~o~ orS~ars.···· .' ",<~:': ..;;::'. :.<,' ,,' ;.' people"md iheu org~tio~ ~iiI' !l0~ grow:. , .' , 
:',.Such a scenario certainly seems ·plausible. Yet· The coordiilation technologies of the industrial 
"w,h.~~ w~lp~k b~ne~th t~e,.sll:I'f~c;ofall,~~M&A<: :;', ~ra;c:the, traj.~/.~ri<l, .t.h.e t~~~graph,'1~~·,autOI.l;lobile 

... ; :.~', :.'. actIvItY,we!see 'sIgns:of .a:counterphen9menon:. the;, ,,\and:.t~~wlepho:ne, th~ mainframe computer.:.. made, 
'. :' :j ,disiptegratjoft of .th~ikrge·oorp6ration:·'People,ar~::\: ',dnteinaltransact~cjllS not .oiily po§s(ble but at~o ad- .' 
.. :l~a:vlng I?ig~ compaiite.s; arid;eith:er ;johling: nluch:;r:,yantigeous. ¢Q~paniest:were ableto:irianage large 


" s~~ler,cowpahies 9i:i~oing int0busine~s'for~h'~xii<> ·.~:'cirgail#ationsce~~!ai,iy;whlch'proy:ided thePi.with,. 

.,..•. sei.,v;e/?,;as' ,contract w~rkers/ neelancersi:.or temps,;,::! .;;':e~onomies ,(jfis9~e 'in ,'l:i1anufa~turi~g;.,marketing,'·, , 

,; NentyAive y¢ars igot'qIld~ffi.ye l];S.w9rkers was,; : . distribud.on, alia,oilier aCtiVities. It:made econoinic 

. employed ,h.y a F?Ituii.e,,~,oO c,Qmpan:y. t?gay~he;ra~: ., ,~ens.~;·to <ll.re;ct1i'''~~ntio.I'~any 9ll.f~rent function~ . 

tio has dropped to lesS;than one in ten. . '.' " .. 1.,' .' . .. .:' . 


The largest privat~(i~~~loy:er in the . '...' . 

'i.~'Uxtited S~~tes is not, general Motors> t:While::big.conipanies conttolever ..~ '.. , 

or IBM or',UPS; It's,the temporary-· . 
1 < •

~i:rip~oyment. agency, Manpower In_·1.~:\ hirg';'etflQWs of cash,.'they· '.are 
. corporated, which in:'I997 employed 
2..~illionpeople;W1;iil~;bigcompanies exerting. ~esS:;:@,~:,(Jless control over­

, 


control ever larger ilow~ of cash, they' 
are exerting less and'iess' direct COD­

trol over actual business activity. They 

are, you might say, growing hollow. . 


Even within large corporations, traditional com­
mand-and-control management is becoming less 
common. Decisions are, increasingly being p~shed 
lower down in organiZations. Workers are being re­

· warded .not for efficiently carrying out orders but, 
for figuring out what needs to be done and 'then do­
ing it. Some large industrlal,companies like Asea 
Brown Boveri and British Petroleum have broken 
themselves up into scores of independent units that 
transact business with one another almost as if 
they were separate companies. And in some indus-
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the .activities of large and dispersed groups of peo" 
pIe. The hierarchical, industrial corporation was 
born, subsuming a broad array of functions and, 
often, a broad array of businesses, and it quickly 
matured to become the dominant organizational 
model of the twentieth century. , . 

Despite all the recent talk of decentraljzed man­
agement, empowered employees, and horizontal 
processes, the large, industrial organization contin­

· ues to dominate the economy today. We remam in 
the age of multinational megacompanies, and those 
companies appear to be rushing to meld into ever 
larger forms. The headlines of the business press 
tell the story: Compaq buys Digital. WorldCom. 

·buys Mel. Citibank merges 'Vith Travelers; Daim-. 
ler-Benz acquires Cl:rrYsler. British·A.irw'ays allies 

· With American Airl.i,:1es Iwhich in turn·ames with 
· lJSAirways). Som~ observers;pro'jecting this wave,. 
. of consolidation into the-fliture, f9resee a; world fu : . 
:which giant global corporations replace nations as ... sales force than to.contract with outside agencies to 

'. the organizing units ofhum;aruty. We:will'be citi" , sell their products,. they will.hire saleSpeople,.:md 
.zens ofSQny: or Shell:orWai;Martirriar~1;l~g out'. the!r,'organization will grow. 'If they find that ,out- . 

, , 
. 'attu~lbusiness activity.' " 

,andbusinesses.and to hire the legions of adminis­
trators and supervisors needed to manage them. Big 
was good .. 

But witht1;le;introduction of powerful personal 
'computers and'broad electronic networks-the co­
ordination technologies of the twenty-first cen­
tury":" t.p.e economic equation changes. Because in­
formation can be shared instantly and inexpensively 
among many people in many locations, the value of 
centralized decision making and expensive bureau­
cracies decreases. Individuals can manage them­
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tries, like investment banking and consulting, it is 
often eas,ier to understand the existing organiza­
tions not as traditional hierarchies but as confeder­
ations of entrepreneurs, united only by a common 
brand name: 

What underlies this trend? Why is the traditional 
industrial organization showing evidence of disin­
tegrati()n? Why are e-Iancers proliferating? The an­
swers lie in the basic economics of organizations. 
Economists, organizational theorists, and business 
historians have long wrestled with the question of 
why businesses grow large or stay small. Their re­
search suggests that when it is cheaper to. conduct 
transactions internally, within the bounds of a cor­
poration, orgaluzations grow larger, but when it is 
cheaper to conduct them externally, with indepen­
dent entities in theopenm.arket, ,0rgaItizations stay 

. small or .shrink. If, for example, the owners of an 
iron smelter find it less expensive to .establish a 

http:distribud.on
http:igot'qIld~ffi.ye
http:neelancersi:.or
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selves, coordinating their efforts through electronic 
links with other independent parties. Small.be­
comes good. , 

In one s~nse, the new coordination techll~logies 
enable us to return to the preindustrial organiza­
tional model of tiny, autonomous businesses-busi­
nesses of one or of a few - conducting transactions 
with one ' another in a market. But 'there's one cru­
, "/, , " 

cial difference: electronic networks enable these . 
, microbusinesses to tap into the global reservoirs of 

'The dominant business 

I 


to the individual. Actors, directors, and screenwrit­
ers' became freelancers, and they made their own 
choices about which projects to work on. For a 
movie to 'be made, these freelancers would join to­
'gether into a temporary company, which would 
employ different specialists as needed from day to 
day. As soon as the filin was completed; the tempo­
rarycompany would go out ofexist~n.ce, but the 
.various players would, in tirile, join together in new 
. combinations to work on new projects. . . ,.' 

The shift in, the film business from 
permanent companies to temporary 
companies shows ,how entire indus­
tries dan evolve, quite rapidly,' from 

organization of the fu,~~.re IlIctY centralized. structures'fo network 
J structures. And s~~h ti:~sfor~atioris

'n.'ot be a permanent co~orat,ion' are by no means limit~'d\6 the idio-: 
-,;,r: syncratic world of H~ll~ood.:Con­ ,.
brtt father an elastic 11etwork~.;~' ',,',; " sider the way many manufacturers "" 

~, , , ;'c' ~, ' ',' >1 : " :' are, today purs-iling radical outsolir~~", i 
'" , . ,.' ,~<" ing strategies;.lettmg ~xternalagents ",' 

· iclor~ation>expertise,.and financing thilt'llsed to. '; .perfon:rr:~ore' of.. theii"traditiop,aLattivities. The " " ","> 
be available, only to' large compaQ.ie~""The small :dIS. ~omputer"display.division"of.therFinn:ish com~" '>~"; ',. "J 

companies enjoy many, of the Benefit's o(t~e big '\~,ipanY'N<;>kia, for;;exainple';',choi£to, enter the '0,S; ".: "",,:.' i, 

we will enter the age of the temporary company: 

, 


The Temporary Company 
From the 1920S through the 1940s, the movie busi­

· ness was controlled by big studios like MGM and 
Columbia. The studios employed actors, directors, 
screenwriters,. photographers, publicists, even pro­
jectionists - all the people needed to produce a 
movie,. get it into theaters, and fill the seats. Cen­
tral managers determined which'films to make and 
who would work on them. The film industry was a 
model of big-company, industrial organization. 
, By the 1950S, however, the studio system had dis­
integrated. The power had shifted from the studio 
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pened to the textile industry in the Prato region of 
Italy. In the early 1970S, Massimo Menichetti in­
herited his family's business, a failing textile mill. 
Menichetti quickly broke up the firm into eight 

, separate ,companies. He sold a major portion of 
equity - between one-third and one-half - to key 
employees, and he required that at least 50% of the 
ne~ companies' sales come from customers that 
had not been served by the old company. Within 
three years, the eight new businesses had achieved 
a complete turnaround, attaining significant in­
creases'in machine utilization and productivity. 

Following the,Menichetti model, many other big 
mills in Prato broke themselves up into much 
smaller pieces. By 1990, more than 15,000 small 
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~ without. sacrificing the leanri~~'s>flexil)irity, and ,;,,;:,:displaY;'mark~{.~ith:onlY 'five~mp16Y~es.Tedilii~,:{' ~i ,., 

'cre'ativity of.the ~rri~.:r" ~'~ ',',:" ;';, ':;',' ';':",.', ,;';calsirpport;!9gishc's, sales; aiid' ~~ke'~ing weiiall (;., :,:~~.:,;, 
:: :jIdhefu~ui-e~ ,as .'co:mmuliicatlons,:,techn~logle's~ (:::~ub~oiitracted to: speCi'alists',iuouncllthe'country;:< .:;,; ,', ;:~, ' 

" " .,: ; advance: and 'ii~tworks'b.~come:hlo;reef£lc~.~nt,ihe:):::liThe'.fas410n ,:acces,s:6rle~';~othpiiny:'TopsyJT~il)': '.' .""" " 
'! ; " ,:~' ,: shift to e"lanc,ers' :promises'.:tb:a~~eiei~te.:'Shollld';:;':;,: ,whicht:h~sreven~e~"bf $8<>;'~Oli but6nly' :till:ee ,';' .:,,:,: , " '. 

·that indeed t,ak:e pla~e,the:do~3At,busirie~s orga~i:'; .~emp~byees,:n~ve,i,:e'leriJouches its:,products thImigh" '. "'.' 
nization of the futujemay not be ,'a stahle; 'perma­ theentue supply cham.:"It contracts 'with various 

. nenfcorporation'but rather an elastic networkthat.,:::inj~ction~niolding'::cOIhpanies:to: manufacture'its:: ," " i,' 
.' niay'sometime~ exist for no more thail,:a dayw t}Vo:<~, ,:,·goods;-.uses design:,tgencies,'~o create'its packagtngj" \, :.,," '", . ~ 
"When a prOje'~t needs to be und~rt~~~n>request~ for,,: ,'; and'disirlbutes,and ~ells it&.products:thioughanet- , ' ," , ' . 
· proposals will be transII)ittedoi;(,!le<;trqnic want.;,.:.woroko£;independentfulfilli!jep,t houses,.distribu-,·'" 
ads posted,indiViduals or small teams. will respond, ... ,tors, and.sales reps; Nokia's and;Topsy Tail's highly 
a network ~ili be formed, and ne:w' workers will be .• decentralized operations bear, inore resemblance to 
brought on as their, particular skills are needed. . the network modelof,organiiation than to the tr~­ '" '.' 

Once the project is done, the network will disband. . ditional industrial model. . ' .. 

Following in the footsteps of youpg Li~us Torvalds, ',For another, broader, example, 'l,ookat what's hap­

• :, ,I 

http:fu,~~.re
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textile firms, averaging fewer than five employees, 
were active in,the region. The tiny firms built state-, 
of-the-art factories and warehouses, and they devel­
oped cooperative ventures in such areas as pl:ll'chas­
ing, logistics, and R&D, where scale economies 
could be exploited. Textile production in the area 
tripled during this time, despite the fact that the 
textile ind:ustry was in decline 
throughout the rest of Europe. 
And the quality of the products 
produced in the Prato region 
rose as innovation flourished. 
Textiles from Prato have now 
become the prefen:ed material 

, for fashion deslgn~rsaroqnd, 
the world:: ,:,,' .:" ': : , '. . 
, Playing a key rokin.the·Pra~ . 
to textile in'dustry are brokers, 
known .a!.)'iin.pa{1n~tori,:'who 
,act "b~tween~he 

;"'J,JL~,V".~~J'b' 'textile 1.1J,'J .... 'Cl""eLuu 

, l :'t'~ be . a 
, ' oorilinodity..".. ',: ~,: ','-:::" " 

" .' , 'Th:~rPr;tbexperien~~ ~b:o\l,s' 
i,;>,tli~~,;~e~onomy ,can be::bliil~ :' 
: .;. ·onthe,network model, butPra- . 

. ~" " 7 ::,t~Jf~~¥ldbe argued; is a sniall' 
" .';.,$91i.<~m9geheous region, I:Iow 

", " { would a' complex, diverse in­
dustry operate under the, net­

opment of new types and models of cars. A number 
of iridependent mailUfacturers perform fabrication 
and 'assembly on a contract basis:ior ailyonewho 

.. wants to pay for it. Vehicles are devised· by freelance 
engineers and designers, who join together into 
small, ,ever shifting coalitions to work on particular 
projects. A coalition may; for example, focus on 

" ,:Workmodel? The answer is: far 'Individual wo~k~rs will'circu,ate through the' e-Iance economy as indepen(Jent 
.. ' ,', more easily than one might ex- agents, joining together into temporary, companies,as opportun'ities arise. 

pect. As a thought experiment, , 
.. let's t~ke a journey forward in ,time, into the'mldst" ;engineering an electrical system or on designing, 

, oVthe:twenty-firstcentury, and see how automo-:'/ a chassis, or it may concentrate on managing tlie, 
biles, ~ the archetypal industrial product, are being. " integration of all ofthesubsystems into complete I 

designed. ' , 
General Motors, we find, has split apart into sev­

,eral dozen separate divisions, and these divisions 
have outsourced most of their traditional activities. 
They are now small companies concerned mainly 
with managing their brands and funding the devel-
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automobiles. 
These design coalitions take many forms. Some 

are organized as joint ventures; some share equity 
among their members; some are built around elec~ 
tronic markets that set prices and wages. All are 
autonomous and sell-organizing, and all depend on 
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a universal, high-speed computer network-the de- would undertake small batch orders for a variety of 
scendant of the Internet-to connect them to one' brokers, design shops, and even consumers. Mar-
another and exchange electronic' cash. A highly de- ketingwould be performed in some cases by bro­
velqped venture-capital infrastructure monitors kers, 'iIi other cases by small companies that would 
and assesses the various teams and provides financ" 'own brands and certify the quality of the merchan­
ing to the most promising ones. dise sold under them. In still other cases, the ability 

In additiqnto being highly efficient, With little of consumers to share product information on the 
managerial or administrative overhead, this market­
,based structurehas'~purred innovation throughout 
the automotivemdustry. While much of the v~n-

, ture capital goes to support traditional design 'con< 

cepts, some is allocated to more speculative, even 

wild-eyed!, ideas, which:if successful could create 

enormous financial rewards. A small coalition of 'based'~n~,(!:g>~s~s, ov~~ t,he Internet. 

engineers m~y/Jdri'exa:mpA~, receive funds todesigii' ",au~lil:e~s;wouli:l,lje tian~formed fundamentally. ",~I"","''''",,.,' 

a factorY foi;{pi~¥ing,indivldualized lighting sys- ,But rici:w.-~~~~\y:otildthechanges be as great as in the 

tems for car'gIill~s;,Jfi11eir idea pans out,' they Could ' fundiolr6f irianagernent itself:: 

all become niu!timilliorraireS' o~b:iiight.:And the ,;' . 

next ~aY/' they mi8hF(:iis~olv~ th~if cqal~ti~~ ~d ,TheTransformation :of: Management' 


.' headofftoseeknew.col1ea&1i1~s.~dne~.~liall~nges. ,.: '.:,' ',: ":;':;>:;~::'. : : : 

, " Over the pas,t few years/ ti~der 'the auspices of th,e : " ~ 

," Massachuse,t'ts "Iftstitute :of: TecMology's itlltiatiye ' "mg't~t?:69tiS.:Ciousn~s:~, qf lllos.t 

:,()n'InvehtiPg'~he,'Oigaruzatloiis:qf,tl!~,:21st c:;¢ntpry/" ':~~~,:p¥~!s::~al)il1ed,:;~th:M~a~iei ,,'f"I"\T"~" 

,,,we·h~ve:,wor~~(r~ii:h:,a gro4polb~si#~ss'piof~sciis'!,;','~~et;\tlltt:pP.hdi'ts:p~ocr~ifil~~;~¥a~ '. 


, ';', /aD.d:~J(e-e1iti:ve~lt? considyI'~he"'.q#f~i:en~!!~Ys.i~tiSi~'" ;\~sa,i,t;~f~';Tra£fic' oJi~the)V()rW:;:Wid~:,. ' " 

::,'riess~ght 'b~§brganized4iii ,th~~ii~~'t;eeriiUiy;1':T4e.'~' r"4ig,:toq;'f.a~t: "Thei~,:~ere:Wo?fti~X, 

iXaUtomotive:desigri 'scenarro'we'vt,ust la19bu'f'w.as?' ~: :.'iJiany people\;oIl:~line.beihan"d:-was ' 1l,tS:trtPPllI)"11; 
:\,'"cU,s,c~S"~ea.;~d:!(#ined,lii:ithls 'gi,6rl~i iliid~w~:'~»1?¥!F; '!:tsa~a~itY;"a~d::it'~~~:qhiya '¥~itt~~M n, 
'5~,qhefltly':sharea :It wltli'manag~rs and::e~{g;f,l~,~ts:\~~':';t~e eritite~~i:woi'l(~rashed:o~froie.,":',.. , ", 
~:ygo~:'1iigcar companies. 'Tliey riotoruy 'agre~a~th~i?'~ i;)::~i knever'happehed:Thehlt:ern'et has: 
;:, 'ifwas' a, plausible model for ca~ design buta~~o" ..': ~xpand atilll astoni~hin'g,rate:'Its cllpadryb.as ,(lo~:,j;' 
g;poiiited:.out t1;lat' the'autO: industry wa'in';~oIti.e'~' .:bl~t,t'eVeiY'Yt!~,slir¢~ '1988;" and t~~y:more,than,;' 

:, ."ways :alrcady;moVirig"tdwara such' a'modeL Man'f:" 
, l' ';,.,: ,:, '.: i:llito~akers ha~e'been outsoUrcing 'more ~d"in:o~~:-;' "tq"~rdei:~~k~ ','arid' 'flo:Wers, :to <;:heck '9D. ,'i'e~tii~r,'~ 


" 
 ' 'J ','"'::'<:';:;,,:;,,, ' , conditions in distant cities to trade 
. . ' .' '. . 

, ',', ",'In tlIe," e-~an,,"'ce economy, tQ.~':'t,"'6i~~:Of: ' :l~~:s~d~;rX:~;~6~:S~:~J:~!i~et~'" 
, join discussion groups on < everything,

th~, t,radi~ional business n1aIiag~er'from:soap operas to particle physics.': 
So who's responsible foI' ,this gr~at , 

,changes dramatically and ' 	 and unprecedented achievement? Who ' 
oversaw what isarguably the mostim­
portant business development of the ,sometimes disappears completely. 

of their basic design work, granting ever greater au-' , 
tonomy to external design agencies. ' 

A shiftto an e-Iance economy would briIig about 
fundamental changes in virtually every business 
function, not just in product design. Supply chains 
would become ad hoc structures, assembled to fit 
the needs of a particular project and disassembled 
when the project ended. Manufacturing capacity 
would be bought and sold in an open market, and 
independent, specialized manufacturfug concerns 

150 , 

last 50 years? No one. No one controls 
the Internet. No one's in charge. No, 

oriels the leader. The Internet grew out of the com­
bined efforts of all its users, with no central man­
agement. In fact, when we ask people whether they 
think the Internet could have grown this fast for 
this long if it had been managed by a single com~ 
pany-AT!9-T, for example-most say no. Managing 
such 'a massive and unpredictable explosion of ca~ 
pacity and creativity would have been beyond the' 
skills of even the most astute and capable execu­
tives. The Internet had to be self-managed. 
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IJiternet"woilld render. marketing obsoletei con­
suriiers'''wou~d simply "swarm" around the best, 
offerings. FfuanCing would come less from retained 
earnings and 'big equity markets and more from 
veilftirecapitalists and interested individuals. Small . 
investors 'might trade shares in ad hoc, project-' 

"" " 

' 
';';:-:~;"';·/.\Y":~:>~ :;: ::,;;}f;~: .' .~/,' , ' 

','., , ;., :' 
fhe;~d~:I:990S, wh;ep. ~h~1nt~rnet W,a~j1ist '~nter~,,' 

", 

'l,ejntl1s;b.el;oti~:: 
'.; ,
. ' 

go:Jffii11lorr'people:areconnect'ed to;it. ,Theflise.it i 
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· contractors all play key roles-initiat­ One of the primary roles for large
ing projects, allocating resources, and 

doorqinating work - but there need 
 companies may be to establish the 
40t be any single pomt of oversight. 
Ipstead, the overall results emerge· ,rules, standards, and culturesfot 
from the individual actions and inter­

.' dctions of all the different ..players in •.. ' , 
 .' ..... network organizations. 
: .the system. . " . ." 'I '. , . " , . . . '. ',' '., .,' ." . : . . 

I.. Of course, this kind of c~rdination ':. .' ." '.. '. 
occUrs all the.time ina: free market, where'products ~. tbuzed processes, such as we see today iIi the m'ed­

. :;:r1anging' from cars to copying inachin'es;t<isok' ical community. When doctors, nurses, and techni-' 

drm.k~alfget'produced:and,consum.e4·~i·~b6l.}t-~Y;. cians gather to .p~rform emergency srp:ger.Y, they 


:: :ci~htralized authoritY;decidiilgh:owm~'f6r/whatJ~. usually all ki1ow,-w:hat'process to f9119w, w4at role ,," 
: .1tifj.dsof these. produ~ts 'to:makce~;M'ore :th'.im tW9::, ',' each 'Will'play/and hoW' :they!ll in:tera.c~ ~with One 
{,'!iyri,dre'd years ago; Aqatn SmithtalledthisJd:nd :o.(~.~' , ·ail~t11er; Even if they've hever.wor~e4·t<?~eili.~r~b~:<· 
'~~centra1ized coordination the iri~siblehandof thi;:' '. fore, t:hey can coU~bonlte effectively w'itnout'delay.· ; 

. X.ip:atketi an:d:we usu~ly:takefor ;,granted· :t:n~ti:i('ls:t:{ \In oiliercases,\the;' standards:may~~i¢pry:.b~~;N~:;. 
;,;:tl.l,~·;mo~t ;e£.fe¢tive way?for\CO#lljanies:,t:q:ill.fe#cti'[;; ;,., t~riis':ofbehavior. ,that ;~ome·:to)!:>,e~,a.e~:~~tce'(ras~::, 
,';'I}~itp"?*~'ap2t~~r>~,~::jfr>~;, .. :. ';~;')) l~:;:'!:}:':~;",i}~«}H;:':, ::.nor~s'0:Wha~.ini~f:toda'Y:'be'~re£t;q~W~();a~;itJi§;~~~:.. : 

~~. ::~t'·Bl;lt)v:~aWf::'this,:kin:a\Of ·decent~aliZe.d' ~~6rd4l~~" '. \:·;t~.~~:8fii'c~~p"4tri.y ~'or ,".th~)X~y<9p·hg~:aje.::~~ne:{j~" 
tiori,.wete:us~dJo organiZe all the.dif£eren~ ~dsof ," :'anjndu.:sm:'~,. ,,~ ... :~!: . '. :~:v(:,~;!".\.!,;,~~::~~' ..... : .. ,;:.:.~~<,j, , 
'~ct1Yities'tilat;toaaycgQ:()ii mSide.tciIftpafues? Qne:~j'· :One';()f~tJ3:e:priinary rol~s18r,the~fa'rgec6mpanies~. '::., 

"',~fdie'thi~gs:th~t ,aJ.low"a;trq'eiilarKt!t·tow()r~i,s,t~e), ; ; tha1:!i.~#i~;#iT~~:fUtpn;frii~y'~e:t():'~~t~kl~sh ;rples" 
•:'~stablis~~ilf~d a~c'epta:nq (W~c~et~ofstandar~s ~":: . sfan~aSi": and;~lilttii::~~: tqtr:fiet\V.o.~k, oi:gaJ#zfl~ipns: ... ' ',' ,-, 
::. the',~/rules'ofthe game~'.,:..that' g6yern~:al1 the trans,C ::; '. :op~rating part1Ywi~l;1iI!-':~Jid .partly out~ide '.,their,' 
'. ~'ef~pns. The~trul~s:'6f'the gali't~·6an:·take;manY·,: 'own bo~daries: Some giob~ corislilting'firmsfa:l-' 
. 'fb'rllls;' includilli 'wri.#acts, systems 6fbwnership}'.~.;~:ready operate in more or less tru,s.way. For example, . 

. "" .' : iri:dprocedui'~sfor dlspu~eresolution; Similarly, for',; :"McKi'nsey\~~: Com:pl:!.ny 'has established a strong 
·$e-Iance ecpnomyto work, whole new classes of ..:organiZ~iionalcuhilIe.wlth·well-understood norms 

, ~" 

The Internet is the greatest model of a network 
organization that has yet emerged, and it reveals a 
startling truth: in an e-Iance economy, the role of . 

· the traditional business manager changes dramati­
cally and sometimes disappears completely. The 
work of the temporary company is coordinated by 
the individuals who compose it, with little or no 
centralized direction or control. Bro­
kers, venture capitalists, and general 
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are compatible with the overall design of the vehi­
cle. Headlight designers, for example, would know 
the exact space allocated for the light assembly as 
well as the nature of any connections that need to 
be made with the electrical and control systems. 

. Standards don't have to take the form of technical 
spe'cifications. They may take the form of rou­

· agreements" .specificiiiori~,::apa'c.6Ininon architec­
, t\nes will need'toevolv'e: .". <~i;;li~:": . . 
· I We see thIs' alieady.;·ili'Jhe;In~e~~t;'whichwo~ks 

oecause everyone involYed with it conforms to eer­
thlntechnical specificati()ns. You don~t have to ask 

I . . , .' 

anyone for permission to become a network pro-' 
", ~iderora service'provlderor'auseri you just have ~6 

obey the communication pr<;>tocols that govern the 
Ihternet; Standards are the 'glu<! that holds the Inter­
riet together,'and they wilH:;e,·the glue that binds 
t~mporary comparues together and ·helps them op­
drate efficiently. '. ' 
i To return to our auto industry scenario, car de­

signers would be able to work independently ,be­
dause they would have on-line access to highly de­
tlailed engineering protocols. These standards 
would ensure that individual component designs 

I .., 
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for ho~ p¢()ple)lre~s4est~d~and promoted and how 
they are;'expected to 'wbrk;with others in the com­
pany. But the, t.6p'~aJ;la~~#~fdo;'not tell. individual 
partners what kirid of work to do, which clients to 
work fori or which people to select for their consult­

. 

. ing teams. Insteadj the partners make largely au­
tonomousdecisions about what they will do and 
how they will do it. In other words, the value the. 
firm provides to '1tS members comes mainly from 
the standards,-the rules"of.thegame-it has estab­

. lished, not from the strategic'oroperational skills of 
its top managers. 

As more large companies establish decentralized, 
market-based organizational structures, the bound­
aries between companies will become much less 
important. Transactions within organizations will 
become indistinguishable from transactions be­
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<Dn the other hand, < an e-Iance economy might 
"'rr\T'lr,iPt"TU, will fre,ely.cross organizational bound-. 

organizations, and business processes, once ' 
lead to disruption and dislocation. Loosed from its 

The key role for many individuals - whe~her traditional moorings, the business world might be­

. call thetpselves managers or not'-will be to 
 coth~ chaotic and cutthroa~. The gap between sod­

their parts in shaping a network that neither 
 ety[s haves and ha"e~nots might widen; as those < 
nor anyone else controls. lacking special talents <or access to electronic net­

~orks filll by the wayside. The safety.net currently 
, < formed by corporated,;~n.~fit,programs~sucha's


inking About the Fut9,,~~ \' '; :;', <<' 
 . he'~t!h and disability',iri~ui:ihce" m,ight unrave1.l 
of whatyou've just read is,bfc9lqse,Specula­ E-Il;1llceworkers, separated from ttne <communi'ties < 
Some of it may happen; some 'of it may not. that companies create: today, may find themselves, 


companies may split < apart, 9r ,they may stay, 
 <lonelyandalienate4. All of these< potentialprob~ 
r but <adopt much more< decentr'aHied lems could"Iikely be: avoided, butwe won't be able: 

The future of bUSIness may turn out < to avoid them ifwe remam blind to them. . < . 

be far lessrevolutionarY,,!ll~t~~':ve' <'<'; , ., "<,:':,>:';:::,ii:"'{">;;'~: ::.« 


out,oritmayturh:ouii6:be< '.,. '.', 1" ',':,:'//,:'.,:, ":'~h' l' d 

rrtore revolutionary. We;i~:~?~~\, ,. " ," AI,l,e- ance economy:mlg t .~a,

cedthough of one thmg~ an ,.';' !" ". <, ," .• <)N" " .. " , "'," < 


" ' '~conom~, though,a tad~c~l"\',,~Q:i~:"flo~eFir1g ofin,diyidti~~;~fMt4 

means ble < ',,«:~«"r!<,"-:' ""'<"'~'~';"«, < ,,<,,;,:,<,,< < , < ,,"'-','<'"«< '< 

'lmpl,au~lD,le,c<OIlcept-. ¥ost'" ·/'t'~9r\t9~i~mptiQrr.' a~4:disIO'c~ti.~p>· 

....UC1UI',.... s1tarljlplra:~, grol1P)~a;re;:;~!IC~;~~,t"'[('j;~'"1,ia'·~,.f;il~1;~<;~~;~~hi~~r~~~:Q~~I'wj~~~%f~ •. 
<,' ,'\ <,,' ,<.'" ,< <';'J';:<,:«~its'0ne,'liun<¥(;(dt;tt:year<of.publication.?Aspart,QHt~ " 

,I,~I~'<~ .......',LUJL....." ......,u,Uy,l,<,,<1',r~.,ls. ,Q~;irii~~t,~ ':;:(~e*~,ehriJitt.geleb~~#o~;;i~,lriiy ~eIL~li1jll~li,a;~~fie's :':, 
,:'~~.,H,~'.~~.,< !!.l,v9...,};J:',~~~J:'!!o:" ito ~oricdire oLa:'" ;~:ofa:rticles ihat1o.okb~ckoir receni:busfnesshisto~ ,; 

,"'"',-<-';0;'''""'0 1,J!-':".L~~''''~'''+<l.v'·''Th~~~{~i~f~~,\::'~.::;~~~~~~~~?;~\~:~t~~~:;;:~~j~~:bp~~~:~~jt~\ .' <",' \"",<11\:<';,::,'{" 

nC,OlU\.oA, ours at MIT,.says that 'dustnalorgaruzatlOn of the,twentIeth century "as, '.', 
peloPJ,e<~l:r~'l()!C1«~q., W~O'I1,''; c~n~ri11i?~~ mln~F:, <' : Il1'e~~lf,~;".t,ra.I1si~i~~al:sJrti~tJire ~h~t flouri.s~ed::t~f " 

, , ' .. the,~ky arid'&~(a ,flO~k::. :,' are~aiivebr1?riyf;Jim.~.,;"]::'h,~:y;:maY 'comm.ent on .dle . 
u~.. uy:·,u·,·We:t~d'.t:o·assuti;tetha.t:'. ;>,spee~:wid:f~llt~p,·gi~t.~o'ri1,paru~s]tagmented itifo 

, '\ , all<Cthat'the leader is,:' :.the,myri'ad fui2roblisinesses,that now dominate the' 
'de~ernii~!rig,'th~ 'orga';1izationof,all the,: ec~~()my;'M~'t~~Yjxit~y,'i<:)1iderwhy,at the tum of 

birds.'Irifa~tibiologists t'ellus, each bird is' ;,the.centu.tY,:so'fe:w saw it coming., '. ' ," <".,', 
',.m"' ..... "· a,simple setof rules - behavioral sta~~:', ,. ., , ~ , 

-:-that result inthe'~mergence of ~he organiza-' " LFor,.mote apouf the influenc~ of information technology on business:
< . < organiZations, see Thomas W: .Malone, "Is 'Empowerment' Just a Fad1­

, The bird,in:the fro,nt is ~m m.ote important' . Contiol, Decision,Makitig, and Information TeChnology," Sloan Manage-
than the bird in the back or the bird ill the middle,: 'me~t'Review;Wjn~er 1997, t<: 23; Thomas W. Malone, JoAruie Yates, and '. 
, ' < < < . '<' " <' Robert'!. Benjalhln, ~'ElecttonicMarkets and Electronic Hierarchies;" ,

They're all equally essential to the pattern that· ' CommUnications o/tMACM, June 1987, p. 484; and Thomas W, Malone 

theY'reforming., ...... . . .... andflJ<;Ihn F. Rockart, "Combputers, Networks; and the Corporation," Sci­

< ' <enti cAmerican, ~eptem er1991, p, uS,
The reason it's so important for us to recognize' " . , . I b· < f . t' . d t .2, See Robert J. Laubacher, Thomas W. Malone, and the MIT Scenario < and t 0 chaIIenge the lases 0 our eXls lng mm -se Working Group, "1\vo Scenarios for 21st Century Organizations: Shifting

i~ that the rh~eof an e-Iance economy would have Networks of Small Firms or All·Eneompassing 'Virtual Countries'?" MIT 

P~ofound implications for business and society, and<, Initiative on InventiDgthe Organizations of the 21st c:entury Working Pa-
I . . <per No. 001 !Cambridge, Mass.: January 19971 available on the World 

we should begin considering those implications WideWebathtrp:/lccs,JDit:edu/21c/21CWPOOLhtml.. . 
sboner rather than later. An e-Iance economy might··· .,I 3; Workers' guilds, common in the Middle Ages, may again rise to promi·

well lead to a flowering of individual wealth, free- nence, taking over many of the welfare functions currently provided by

dbm, and creativity. Business might b,eoome much .bigcompanies. See RobertJ. Laubacher and ThomasW. MaIone, "Flexible 


I ' , Work 'Arrangements ~d 21st Century Worker's< Guilds," MIT Initiative 
n;tore flexible and efficient, and people might find on Inventing the Organizations of the 21st Century Working Paper No, 

themselves with much more time for leisure, for 004lCambridge, Mass,: October 19971 available on the World Wide Web 


I at http://c~s,mit,edu/21c/21CWP004.html, ' 

eQucation, and for other pursuits. A Golden Age . \ --'---------- ­
ntight dawn. Rep~t 98508 To order reprints, see .the last page of this issue. 
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