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ABSTRACT

An enterprise is more than a legally registered firm, a production unit, or a collection of administrative departments.
It is a historically situated arrangement for coordinating resources, relationships, decisions, and transactions to
create and distribute economic and other forms of value under uncertainty. This chapter develops an integrative
conceptual foundation for studying such arrangements across private companies, cooperatives, public enterprises,
social ventures, nonprofit organizations, and informal economic units. It critically compares transaction-cost
economics, property-rights and agency perspectives, resource-based explanations, stakeholder theory, institutional
analysis, systems thinking, and business-model scholarship, showing what each illuminates and what each leaves
unresolved. A structured synthesis of foundational literature and official secondary sources anchors the discussion
in Rwanda, where the predominance of informal and microenterprise activity cautions against treating the large
listed corporation as the universal model of business. An original enterprise-system map, ownership-accountability
matrix, cross-functional order trace, financial illustration, and comparative enterprise cases translate theory into
operational reasoning. The central argument is that viable enterprise performance emerges through contingent
coordination among distinctive functions, rather than the optimization of any single function. Value creation,
appropriation, distribution, and accountability must be distinguished analytically; reliable performance assessment
therefore requires financial, operational, relational, social, and ecological evidence. The resulting framework is
deliberately conceptual, with explicit boundary conditions and testable propositions, and establishes the vocabulary
for the specialized chapters that follow.

Keywords. business enterprise; theory of the firm; functional interdependence; transaction costs; stakeholder
value; business models; enterprise performance; Rwanda; informal economy; systems thinking.

LEARNING OUTCOMES AND CONCEPTUAL ROADMAP

After studying this chapter, readers should be able to (LO1) distinguish business, enterprise, organization, firm, and
institution in relation to different economic activities; (LO2) critically compare principal explanations for the
existence and boundaries of enterprises; (LO3) evaluate the governance and accountability implications of major
ownership forms; (LO4) construct and interpret an enterprise input-transformation-outcome map; (LO5) trace an
ordinary customer order through at least six mutually dependent functions; (LO6) calculate and interpret
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introductory performance and cash-flow indicators under stated assumptions; and (LO7) defend a context-sensitive
assessment of a Rwandan enterprise against a cooperative and international comparator.

The analytical progression moves from definitions and historical foundations (Sections 1.1-1.2), to the
economic and institutional rationale for organized enterprise (1.3), forms of ownership (1.4), transformation
processes and functional architecture (1.5-1.6), business models and stakeholder claims (1.7-1.8),
multidimensional performance and enterprise development (1.9-1.10), contextual variation (1.11), and
emerging arrangements (1.12). An integrative synthesis and assessment apparatus conclude the chapter. This
is a foundational conceptual chapter, not an exhaustive substitute for the later chapters devoted to law,
management, strategy, people, marketing, operations, finance, information systems, artificial intelligence, and
sustainability.

1.0 INTRODUCTION: WHY AN ENTERPRISE MUST BE UNDERSTOOD AS A SYSTEM

A customer in Kigali orders 600 packaged food units from a local producer for delivery to two retail outlets. A
salesperson can accept the order immediately, but fulfillment depends on more than the sale: the enterprise
must confirm stock or production capacity, source inputs, organize labor, assess product quality, arrange
transport, document the transaction, collect payment, finance working capital, manage customer information,
and meet applicable obligations. The customer sees one promise; the business experiences a sequence of
interlocking decisions. An apparently profitable order can destroy value if it displaces more valuable capacity,
requires costly credit, compromises safety, or is delivered late. The problem is not simply whether each
specialist performs competently, but whether their decisions are compatible over time.

Conventional business education often separates management, marketing, operations, human resources,
accounting, and finance for legitimate pedagogical reasons. Specialization improves disciplinary precision, yet
an enterprise cannot be operated as if each function were causally independent. Marketing creates
expectations that operations must satisfy; procurement affects quality and working capital; staffing shapes
reliability; financial information informs every investment; governance determines whose interests matter
and who can correct failures. These interfaces generate complementarities, bottlenecks, information
asymmetries, and conflicts, making the enterprise itself a necessary unit of analysis (Porter, 1985; Teece,
2010; Adner, 2017).

The chapter advances three carefully bounded claims. First, the enterprise is an open, institutionally
embedded coordination system that cannot be adequately understood solely as a profit-maximizing
production function. Second, organizational boundaries and operating practices emerge from trade-offs
among market exchange, authority, relational contracting, capabilities, and stakeholder obligations. Third,
sustainable performance is necessarily plural and conditional: financial viability matters, but satisfactory cash
flows cannot alone establish employment quality, truthful conduct, customer benefit, community legitimacy,
or environmental responsibility. These are conceptual claims supported by multiple traditions, not an
assertion that one new causal model has been empirically validated.

1.0.1 Scope, approach, and evidentiary boundaries

This is a critical, integrative synthesis of published scholarly literature, official statistical releases, and primary
institutional documents. Foundational works were selected for their explanatory importance to firm
boundaries, capabilities, institutions, value creation, stakeholders, organization change, and measurement;
contemporary contributions and Rwanda-specific material were then used to challenge or qualify their
transferability. The evidentiary cut-off is 24 October 2026. The source set is a purposive scholarly and
documentary selection, not a systematic review or meta-analysis; no exhaustive database retrieval,
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standardized screening counts, unpublished interview data, or original statistical identification are claimed. All
numerical enterprise scenarios below are explicitly hypothetical, whereas national figures are attributed to
dated official publications. Claims about legislation are kept at the level of institutional orientation because
legal obligations vary across jurisdictions and are examined in Chapter 3.

The evidentiary procedure has three stages. First, the conceptual inventory identifies primary texts addressing
firm boundaries, residual control, economic organization, resources, institutional embeddedness, stakeholder
obligations and systems theory; a source is retained only when it clarifies a defined mechanism or a
documented disagreement. Second, official Rwandan releases are consulted by the exact statistical unit,
reference period, geographical and sectoral coverage, and publication date. Third, institutional and corporate
accounts are juxtaposed with independent scholarship where available. For retrieval traceability, the targeted
source checks for this revision used the bibliographic search expressions “property rights nature of the firm”,
“business practices small firms developing countries”, “Rwanda coffee farmer incentives value chain
governance”, “Integrated Business Enterprise Survey 2024”, and “MONDRAGON 2025 annual report” during
October 2026. Searches were targeted source validation, not a database-wide literature search; no PRISMA
flow, systematic search yield or pooled effect size is implied.

The resulting evidentiary hierarchy is deliberately uneven. Journal articles and foundational books support
theoretical mechanisms and bounded empirical findings; official statistical series support description only
within their measured populations; organizational statements establish self-reported practices but not
independent impact; and the Kigali Harvest Distribution scenario supports learning rather than empirical
generalization. An inference is treated as defensible only if the observation, denominator, counterfactual and
institutional setting are identified at the appropriate level. The reproducibility of illustrative computations
comes from transparent assumptions and arithmetic; empirical replication would additionally require the
underlying microdata, code, permissions and stable measurement instruments, which are not supplied by the
sources used here.

The explanatory test applied to each theory is whether it helps clarify a concrete enterprise decision, such as
whether to produce or outsource, how to allocate authority, how to coordinate an order, whose claims receive
priority, or how to assess performance. The normative test asks whether proposed arrangements can be
justified to affected parties without confusing profitability with moral legitimacy. The empirical test asks what
evidence would distinguish plausible explanations, while noting selection effects, measurement error, and

differences in sector, ownership, scale, and institutional context (North, 1990; Donaldson & Preston, 1995;
Zottetal, 2011).

1.1 DEFINING BUSINESS AND ENTERPRISE

1.1.1 Five related but nonidentical concepts

In ordinary discourse, the terms business, enterprise, organization, firm, and institution are frequently
conflated. Analytically, a business is a recurrent activity of supplying goods or services through exchange with
the intention of sustaining economic operations, which commonly involves revenues and may aim to earn a
surplus. An enterprise is the organized undertaking through which resources and commitments are mobilized
to pursue an economic or other sustained productive purpose. An organization denotes a coordinated social
arrangement of participants, roles, processes, and authority, whether commercial or not. A firm is a
comparatively bounded economic decision-making unit that organizes production and contractual
relationships, frequently through employment or property rights. An institution, by contrast, consists of the
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formal and informal rules that shape interaction, including laws, norms, conventions, and enforcement
practices (Coase, 1937; North, 1990).

The concepts overlap without being coterminous. A public hospital is an organization and enterprise, yet its
primary mandate may be service delivery rather than commercial profit. A registered company may own
several business lines; a cooperative is jointly controlled by members and may both serve members and trade
in markets. An informal market trader can conduct business without the same corporate legal identity as an
incorporated company. A business network of independent firms may collectively deliver a value proposition
without becoming one legally unified enterprise. North's institutional distinction is particularly important: a
registration authority is an organization operating under institutional rules; commercial law is part of the
institutional environment, not itself a firm.

Definitions must state the unit of analysis. Economic statistics may count establishments, enterprises, persons
in self-employment, registered companies, or formal-sector employers differently. For example, Rwanda's
2023 Establishment Census reported 269,326 establishments, including 261,549 enterprises designated as
head offices or single-unit establishments, whereas the 2024 Integrated Business Enterprise Survey estimated
278,060 business enterprises in its own survey frame (National Institute of Statistics of Rwanda [NISR], 2025,
2026). These are not interchangeable measures and their differences must not be presented as a simple year-
on-year trend without aligning coverage, definitions, and reference periods.

1.1.2 Production, exchange, and the nature of offerings

Business includes both transformation and exchange. Production changes the physical, spatial, temporal,
informational, or experiential characteristics of inputs into outputs that users value. Exchange transfers rights,
access, services, or benefits through transactions. A wholesaler may create substantial value without
manufacturing: assortment, aggregation, inventory availability, credit, delivery, and verified product
information lower customers' search and coordination costs. A manufacturer may produce without selling
directly to final consumers, relying on intermediaries. Contemporary services often combine both elements, as
in a bank, logistics operator, university, software provider, or repair business.

Goods are conventionally tangible outputs whose ownership can often be transferred; services are activities,
performances, or access arrangements whose production and consumption may be intertwined. Hybrid
offerings combine physical products, labor, data, warranties, subscriptions, maintenance, or access rights. The
distinction is useful for inventory, pricing, quality, and customer expectations, but rigid binaries obscure
increasingly common combinations. A water-purification business, for instance, may sell equipment, install it,
monitor water quality, and charge recurrent servicing fees. Its economic logic is more accurately understood
as an integrated solution than as a purely goods-based firm (Stabell & Fjeldstad, 1998; Teece, 2010).

A further analytic distinction concerns how value is organized. Stabell and Fjeldstad (1998) differentiate value
chains that transform inputs in sequence, value shops that diagnose and resolve particular customer
problems, and value networks that mediate exchanges among users. The distinction clarifies why the
workflow of a bottling plant cannot be transferred unchanged to a hospital, consulting firm, payment provider
or digital marketplace. A consultancy may rely more heavily on expert problem framing and iterative
diagnosis than on standardized throughput; a network intermediary may be evaluated by matching quality
and access rather than units manufactured. Hybrid enterprises combine these configurations, so professional
analysis should identify the dominant mechanism at the level of the activity, not presume that one industry or
legal person has only one value-creation logic.
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1.1.3 Purposes: commercial, public, mutual, and social

Purpose defines the result an enterprise is authorized to pursue and the constraints it ought to respect. A
private investor-owned firm usually seeks a risk-adjusted return while maintaining solvency, legal
compliance, and customer demand. A cooperative foregrounds members' shared needs under democratic
control; a public enterprise may be mandated to ensure accessibility or continuity in addition to cost recovery;
a nonprofit may maximize mission outcomes subject to resource constraints. These aims need not be mutually
exclusive, but they change the meaning of success. The existence of revenue does not make every organization
profit-distributing, just as nonprofit status does not eliminate the need for effective costing and financial
stewardship.

The distinction between private and social value also prevents conceptual confusion. A seller creates private
value when a customer willingly pays for a useful product, yet that transaction can generate unpriced harm,
such as waste, unsafe work, or water pollution. Conversely, a public-interest organization may produce
substantial societal benefit without capturing enough revenue to finance itself. Responsible analysis must ask
who benefits, who bears costs, what remains unmeasured, and whether value capture is sufficient for
continuity. These questions are central to the enterprise, not extraneous moral commentary (Freeman, 1984;
Geissdoerfer et al,, 2017).

1.2 HISTORICAL EVOLUTION OF ENTERPRISE

1.2.1 Household production, commercial networks, and guild coordination

Business organization predates industrial capitalism. Agricultural households historically combined
consumption, labor allocation, storage, exchange, and risk pooling, while merchants used contracts, brokers,
kinship networks, credit arrangements, and reputation to coordinate trade over distance. Craft guilds and
other professional associations sometimes standardized training and product quality, mediated disputes, or
controlled entry. Their historical roles varied substantially by time and place: collective quality assurance
could coexist with exclusion, monopoly privileges, and barriers against outsiders. There was never a single
universal sequence from household self-sufficiency to modern corporation.

Historical comparison matters because existing institutions retain the traces of prior arrangements. Informal
trust-based finance, family ownership, market associations, producer groups, and cooperatives are not
necessarily primitive residues destined to disappear; they may be adaptive responses to weak enforcement,
limited capital, dispersed production, or social obligations. Conversely, relational arrangements can conceal
unequal bargaining power and inhibit transparency. North (1990) describes such persistence through
institutional path dependence; Granovetter (1985) explains why economic coordination remains embedded in
actual relationships rather than isolated price transactions.

Historical interpretation must also recognize the epistemic limits of business history. Documentary archives
disproportionately preserve incorporated merchants, colonial administrations, major creditors and legally
recognized organizations, while unpaid household production, women’s trading work, oral contracting,
informal rotating savings arrangements and small local producers may leave fewer conventional records. The
absence of a corporate charter is therefore not evidence of an absence of enterprise coordination. Comparative
business-systems scholarship shows why organizational boundaries depend on socially structured relations of
authority, trust, finance and skill formation; Western corporate histories illuminate some paths without
supplying a universal timetable for Africa or other regions (Whitley, 1999). These considerations argue for a
historically plural account rather than a hierarchy of supposedly advanced and backward organizational
forms.

SIXBERT SANGWA « 5


https://search.worldcat.org/title/1151323005
https://doi.org/10.1016/j.jclepro.2016.12.048
https://doi.org/10.1017/CBO9780511808678
https://doi.org/10.1086/228311

THE BUSINESS ENTERPRISE | CHAPTER 1

1.2.2 Industrialization and managerial capitalism

Mechanized production, railway transportation, standardized components, and large-scale distribution altered
minimum efficient scale and coordination demands. As throughput increased, enterprises faced problems of
scheduling, inventory control, capital investment, management hierarchy, and coordination between
production and distribution. Chandler's (1977) historical account of American enterprise showed how
managerial hierarchies emerged where internal administration could coordinate high-volume flows more
effectively than fragmented market contracts. The argument is powerful but historically specific: it describes
particular industries and institutional periods, not an inevitable triumph of large managerial corporations in
every economy.

Industrial enterprises also reshaped labor relations and ownership. Wage employment expanded, investors
became more distant from operating decisions, and managers accumulated organizational knowledge and
discretion. Such specialization facilitated scale yet generated principal-agent conflicts, bureaucracy, workplace
hazards, and concentration of market power. Jensen and Meckling (1976) formalized how divergent incentives
and monitoring costs may arise between owners, managers, and creditors. A critical historical account must
therefore resist celebrating productivity gains without acknowledging disputes over labor exploitation,
distribution, colonial commercial systems, exclusion, and environmental degradation.

1.2.3 Multinational networks, global value chains, and digital intermediation

Late twentieth-century enterprise increasingly combined internal subsidiaries, third-party suppliers, logistics
providers, licensing, and global production networks. Value may be created in different jurisdictions through
design, sourcing, manufacturing, branding, and after-sales services. A product's final label thus reveals little
about its complete organization. The system requires coordination across different legal systems, languages,
infrastructure constraints, and political risks. The strategic distinction is not simply domestic versus
international, but the location of decision rights, capabilities, ownership, and contractual accountability.

Digital platforms extend this history in a different direction. Rather than always employing or owning the
providers of an offering, platforms can establish rules, standards, search mechanisms, payments, and
reputation systems connecting multiple participant groups. Two-sided network effects may make platform
value partly dependent on participation on the other side (Parker & Van Alstyne, 2005). Yet the platform

remains an organization with governance choices, incentives, and responsibilities: algorithmic matching does
not abolish coordination, and digital scale can intensify dependency, labor precariousness, data asymmetry,
and market concentration. Contemporary history therefore shows coexistence, recombination, and
contestation among firms, markets, networks, and cooperatives, rather than a linear replacement of one form
by another (Jacobides et al., 2018).

1.3 WHY ENTERPRISES EXIST: COMPETING EXPLANATIONS

1.3.1 Transaction costs, authority, and firm boundaries

Coase (1937) posed a foundational puzzle: if market prices coordinate production, why do firms organize
some activities under managerial direction? His answer is that using markets is not costless. Finding suppliers,
negotiating, specifying quality, checking performance, adapting contracts, and resolving disputes absorb time
and resources. Internal direction may reduce certain transaction costs, although supervision and bureaucracy
incur their own costs. The margin of the firm is therefore not fixed by technology alone. A decision to
outsource payroll, maintain an internal fleet, or contract independent retail distributors involves comparing
expected total coordination costs, not just the quoted market price.
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Williamson (1979) developed a governance-based explanation involving asset specificity, uncertainty, and the
recurrence of transactions. If a supplier invests in equipment useful to only one buyer, both parties may face
hold-up risks after the investment is sunk. Ownership integration, long-term relational contracts, performance
safeguards, or shared investment can address such exposure, but each introduces new costs. Transaction-cost
reasoning is strongest when contractual hazards and governance alternatives can be specified; it is weaker as
a complete explanation of why some firms innovate, learn, or attract customer loyalty. It also risks assuming
opportunism where trust and cooperative norms may better explain durable relationships (Granovetter,
1985).

A practical comparative decision may be expressed as total expected cost of arrangement j: TEC(j) =
production or purchase cost(j) + search and contracting cost(j) + monitoring and adaptation cost(j) + expected
disruption loss(j) + financing and compliance cost(j). An enterprise should not automatically internalize the
option with the lowest visible invoice. It should compare feasible arrangements over a suitable horizon,
include opportunity costs and risk, and revisit the choice if technology, reliability, or bargaining conditions
change. This is a decision heuristic derived from transaction-cost reasoning, not an empirically estimated
universal equation.

1.3.2 Property rights, agency, and the contested nature of control

Agency theory places emphasis on conflicts where one party delegates decision authority to another and their
information or incentives diverge. Monitoring, contracts, remuneration design, independent oversight, and
reporting can reduce some agency costs (Jensen & Meckling, 1976). The approach is useful when evaluating
board oversight, delegated purchasing, executive compensation, or related-party transactions. However, it can
narrow the analytical lens if it treats shareholder interests as exhaustive and reduces workers, suppliers, or
communities to contractual instruments. In practice, ownership rights, decision rights, and obligations are
distributed among many parties and constrained by law, bargaining power, and organizational norms.

Incomplete-contract and property-rights theories sharpen the distinction between buying a service and
owning assets. Grossman and Hart (1986) argue that when contracts cannot specify every future contingency,
ownership assigns residual decision rights over nonhuman assets. Hart and Moore (1990) extend the analysis
to how asset ownership changes bargaining positions and incentives to invest in relationships. Ownership can
protect one party from being held up after a sunk investment while simultaneously weakening the other
party’s incentive to contribute knowledge or effort. Thus, purchasing a specialized processing facility is not
automatically efficient merely because integration eliminates a supplier’s bargaining power: the acquired team
may have less autonomy or incentive to innovate. The analytically relevant question is which allocation of
residual control rights creates the least damaging investment distortions, taking account of feasible
contractual alternatives.

This reasoning does not settle the moral ownership question. Legal power over productive assets is not
ownership of people, nor does residual control eliminate employment rights, cooperative membership
obligations or public duties. Agency models typically assume defined principals and measurable objectives,
whereas actual enterprises operate under incomplete information, multiple legitimate claims and difficult-to-
contract outcomes. The theory is most useful when its assumptions are exposed: investments must be
relationship-specific, important contingencies difficult to contract, the allocation of control consequential, and
the welfare benchmark explicitly specified. It is less persuasive when generalized to every small-firm decision
without evidence of hold-up, or when legal control is mistakenly equated with ethical entitlement (Grossman
& Hart, 1986; Hart & Moore, 1990).

Cooperatives show the limits of the conventional separation between owners and workers or users. Members
may simultaneously supply, govern, finance, and benefit from an enterprise, changing whose agency costs
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matter. Democratic governance can improve responsiveness and accountability while facing free-riding,
capital constraints, member heterogeneity, or slow collective decision-making (International Cooperative
Alliance [ICA], n.d.; Ostrom, 1990). Ownership alone therefore does not reveal the quality of governance; one
must identify decision rights, voting procedures, information access, dispute mechanisms, and accountability
to nonmembers.

1.3.3 Resources, knowledge, routines, and dynamic capabilities

The resource-based view starts with differences inside and between enterprises. Barney (1991) argued that
valuable, rare, imperfectly imitable, and difficult-to-substitute resources can help explain sustained advantage,
provided relevant assumptions hold. Penrose (1959) had earlier conceptualized firm growth in terms of
productive resources and managerial knowledge. This perspective clarifies why two enterprises facing the
same demand and input prices may perform differently: a skilled team, trusted relationships, routines, brand
reputation, access to working capital, and experience may make their coordination productive in distinct ways.

Resource arguments must be handled carefully. Calling every profitable resource 'strategic' risks circular
reasoning: the resource is said to be valuable because the firm succeeded, then the firm's success is attributed
to the resource. Credible evaluation requires specifying capabilities before observing performance, identifying
plausible rivals, and showing mechanisms and counterfactuals. Dynamic-capabilities theory adds that
enterprises must reconfigure resources as conditions change, especially under technological and market
volatility (Teece et al, 1997). But renewal is not costless; frequent reorganization can damage accumulated
routines, and observed high performance may reflect advantageous position, selection, or temporary market
conditions rather than superior managerial adaptability (Levinthal & March, 1993).

Evidence on managerial capabilities illustrates the distinction between theoretical plausibility and
identification. Bloom et al. (2013) evaluated a management-practices intervention in large Indian textile
plants, reporting an approximately 17% productivity improvement in the first year among treated plants.
Their randomized design strengthens causal interpretation for that intervention and setting, but the units
were manufacturing plants in India, not Rwandan informal wholesalers. McKenzie and Woodruff (2017)
examined measurable business practices in microenterprises across several developing economies, finding
associations of record-keeping, marketing, stock management and financial planning with enterprise
outcomes, as well as predictive relationships in panel data. Their results make basic cross-functional routines
empirically salient without justifying the assertion that copying particular practices will yield identical returns
in every setting.

The two findings support a conditional rather than mechanistic capability argument: management routines
can matter, yet their measured consequences depend on existing constraints, complementary inputs,
intervention intensity and selection into adoption. A firm unable to secure dependable electricity or working
capital cannot necessarily translate an improved stock ledger into higher sales. Moreover, a practice that
increases financial output may affect worker burdens or environmental costs in ways the original performance
study did not measure. Cross-context application requires explicit assumptions about both productive
mechanisms and the chosen outcome definition (Bloom et al., 2013; McKenzie & Woodruff, 2017).

1.3.4 Networks, institutions, and systems as complementary explanations

Dyer and Singh (1998) located possible sources of advantage in relationships between firms: relation-specific
assets, knowledge sharing, complementary capabilities, and effective governance. Adner (2017) similarly
stressed the alignment of multiple partners required to make a value proposition work. These approaches
explain why a small exporter can be capable without owning every logistics, certification, and payment
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function. They also expose concentration risks: if one essential complementor fails, internally competent
participants may still fail collectively.

Institutional theory extends the diagnosis to the rules and enforcement environment. North (1990) shows
how institutions influence the costs of exchange and feasible organizational forms. Khanna and Palepu (1997)
warned against importing corporate prescriptions into emerging markets without considering missing
intermediaries and context-specific coordination problems. The expression 'institutional void' must not imply
that African markets lack institutions; local norms, associations, customary rules, mobile networks, and
informal enforcement can be consequential institutions, even when formal services are incomplete. A
defensible synthesis asks how formal rules and actual practices interact, rather than ranking whole countries
by unexamined stereotypes.

Systems thinking connects the preceding explanations without claiming they can be collapsed into a single
model. Inputs, processes, market relationships, institutions, information, and external effects form an open
system with feedback, delays, constraints, and emergent properties. An intervention in one function may shift
the burden elsewhere: aggressive sales targets increase queues, accelerated purchasing consumes cash, and
automation changes quality assurance and workforce needs. Systems reasoning is necessary for diagnosing
such consequences; transaction costs explain governance alternatives, capabilities explain heterogeneous
execution, stakeholder theory explains legitimate claims, and institutional analysis defines contextual
constraints. The value of synthesis lies in retaining these distinctions while examining their interactions.

The open-systems account has a distinct scholarly lineage. Katz and Kahn (1966) treated organizations as
social systems dependent on environmental inputs, differentiated subsystems, exchanges and feedback. Its
importance is not the visual appeal of boxes connected by arrows, but the recognition that organizational
boundaries are permeable and that a response may be delayed, nonlinear or displaced. For example, a faster
order-approval routine may initially increase booked sales, subsequently strain procurement, and only later
appear as poorer customer retention. A static departmental scorecard cannot reveal the temporal sequence.
Systems thinking also has limits: drawing more connections can make a model descriptively comprehensive
while rendering it untestable. Good system models therefore delimit the relevant actors, specify a mechanism
and time horizon for each connection, and entertain alternative explanations rather than invoking
“interdependence” as an explanation by itself.

TABLE 1.1. What the principal theories explain, and what they cannot settle

Perspective

Primary mechanism

Best diagnostic question

Important limitation

Transaction costs (Coase;
Williamson)

Costly contracting, adaptation, and
governance

Make, buy, partner, or integrate?

Cost comparison can underplay
trust and evolving capabilities.

Agency and property
rights (Jensen &
Meckling)

Incentive divergence and
information asymmetry

Who controls decisions and
monitors agents?

A shareholder-centered model
omits many legitimate claims.

Resources and dynamic
capabilities (Penrose;
Barney; Teece et al.)

Heterogeneous assets, routines,
learning, reconfiguration

What can this enterprise do
distinctively?

Risks tautology and weak
counterfactual identification.

Stakeholder theory
(Freeman; Donaldson &
Preston)

Interdependent claims and the
grounds of legitimacy

For whom is value created or
harmed?

Competing claims require explicit
prioritization rules.

Institutions and
embeddedness (North;
Granovetter)

Formal rules, norms, enforcement,
and relationships

Which arrangements are feasible
here?

Institutional variables can be
difficult to measure causally.
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Perspective Primary mechanism Best diagnostic question Important limitation

Boundaries and shared-
accountability allocation can be
unclear.

Networks and ecosystems | Complementarity and multilateral | Which external partners must
(Dyer & Singh; Adner) alignment coordinate?

Note. Original comparative synthesis of cited scholarship. The table is analytical, not a validated ranking of theories.

1.4 FORMS OF ORGANIZATION AND OWNERSHIP

1.4.1 Organizational variety as a question of rights and responsibilities

The familiar taxonomy of sole proprietorships, partnerships, companies, cooperatives, state-owned
enterprises, nonprofit organizations, social enterprises, and informal ventures is valuable only if linked to four
substantive questions: who claims residual benefits; who bears losses; who holds decision and voting rights;
and to whom must accounts be rendered? These attributes need not coincide. Founders may own a company
while creditors constrain distributions, managers make operational decisions, employees exercise legally
protected rights, and regulators exercise public authority. Some legally distinct entities are operationally
integrated within one corporate group; conversely, a single community enterprise may combine market
activities with member-governed social functions.

A sole trader has comparatively concentrated decision-making and may face exposure of personal assets
depending on applicable law. Partnerships distribute contributions, obligations, profits, and managerial
authority by agreement and legal form, while introducing potential conflict among partners. Incorporated
companies can separate legal identity from individual owners and facilitate share transfer and capital
aggregation, although liability shields are neither absolute nor a substitute for professional responsibility. A
cooperative places member service and participation at the center of its identity, with democratic control and
surplus arrangements subject to its rules. State-owned enterprises face a possible tension between
commercial discipline and public-policy mandates, while nonprofit and social-purpose entities must reconcile
mission integrity with resource mobilization and oversight. Informal businesses may sustain livelihoods yet
operate with different access to documentation, credit, contracts, and worker protection.

The comparative point is not that one form is categorically superior. Ownership choice is contingent on
financing needs, business risk, member objectives, transfer and succession arrangements, governance
capabilities, tax and regulatory context, and the reliability of enforcement. The exact legal meaning of these
categories varies across countries. In Rwanda, the Rwanda Development Board's Office of the Registrar
General states that business registration is online and free of charge, but this administrative statement must
not be confused with a universal guarantee that all subsequent sectoral permits, filing obligations, taxes, or
operating costs are absent (Rwanda Development Board [RDB], n.d.). Chapter 3 provides the detailed
jurisdiction-specific treatment.

A further issue is the separation of the legal form from the economic governance arrangement. Two
incorporated businesses may have entirely different control structures if one has a concentrated family owner
and the other widely dispersed shareholders; two cooperatives may differ in member participation, reserve
policy, professional management and eligibility to vote. The “owner” can be a worker, customer, supplier,
household, public authority or philanthropic trust, and each arrangement changes what information is
contested and whose residual interest bears the cost of poor decisions. A defensible comparison therefore
traces actual decision rights and financial exposures, not merely the name on the registration certificate. Such
analysis is particularly important where the formal legal entity is part of a wider producer association or
franchise network (Hart & Moore, 1990; International Cooperative Alliance [ICA], n.d.).
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TABLE 1.2. Enterprise forms, authority, residual claims, and typical accountability

Governing claim and control

Typical financing or continuity
concern

Distinctive accountability
question

Sole proprietorship

Owner combines residual claim
and operating control

Personal resources, succession,
concentration

Can the owner separate household
and business obligations?

Partners share profits and

Partner exits, disputes, joint

How are authority, capital calls,

democratically control

Partnershi ) e ) . .
P negotiated decision rights financing and disputes resolved?
Compan Shareholders own interests; Debt/equity, disclosure, agency Are executives accountable to
pany directors/executives govern conflicts owners and affected parties?
. Members jointly own and Member capital, collective action, | Are member voice and minority
Cooperative

retained surplus

interests protected?

State-owned enterprise

Public ownership; designated
public and commercial mandates

Political influence, fiscal transfers,
dual objectives

Are public-service outcomes
transparently assessed?

Nonprofit/social-purpose
entity

Mission-based control; limited or
constrained distributions

Donor/revenue dependence,
mission drift

Is expenditure demonstrably
linked to authorized purpose?

Informal undertaking

De facto proprietor, household, or
member arrangements

Documentary, financial, and
social-protection gaps

How can fair transition occur
without destroying livelihoods?

Note. Comparative analytical framework; legal attributes and obligations require verification in the relevant jurisdiction. Cooperative
principles are informed by ICA (n.d.); informality distinctions by ILO (2015).

1.4.2 Informality is neither a business model nor a moral category

An enterprise may be informal for different reasons: small scale, inability to meet compliance costs, limited
information, geographic inaccessibility, institutional distrust, barriers to finance, or deliberate avoidance of
obligations. These mechanisms should not be conflated. The International Labour Organization's
Recommendation No. 204 (2015) treats transition to formality as a policy task that should protect workers'
rights while preserving livelihoods. Informality is also not equivalent to illegality: the ILO explicitly
distinguishes insufficiently formalized lawful economic activity from illicit activities. More broadly, legal
registration does not guarantee decent work, honest accounting, or environmental responsibility.

Rwanda makes this distinction unavoidable. NISR's Integrated Business Enterprise Survey 2024 reports an
informality rate of at least 87% of business enterprises and 278,060 enterprises in its defined non-agricultural
survey universe (NISR, 2026). Accordingly, a general business model based solely on listed corporations
would misrepresent the organization of most observed Rwandan business units. Yet the statistic is not a
measurement of all employment, all economic activity, or the share of GDP produced informally. Analysts must
respect the survey denominator, enterprise definition, and sectoral exclusions before inferring economy-wide
output, profitability, or tax effects.

1.5 INPUTS, TRANSFORMATIONS, OUTPUTS, AND EXTERNALITIES

1.5.1 Resources as bundles, not isolated quantities

An enterprise combines human capability, financial liquidity, physical facilities and materials, information and
data, relational capital, and natural resources. Human resources include skill, effort, experience, tacit
knowledge, attention, and judgment. Financial resources finance timing gaps and investment but are not
identical to the real productive assets purchased. Physical resources supply infrastructure and material
capacity; informational assets reduce uncertainty, coordinate decisions, and sometimes become proprietary
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products. Relationships with suppliers, customers, lenders, communities, and officials affect access and trust.
Natural resources and environmental conditions are not merely free background inputs, because resource
depletion, waste, and climate exposure shape both cost and legitimacy.

These inputs are complementary in nontrivial ways. Purchasing advanced equipment without maintenance
capability may reduce rather than increase productivity. A talented workforce without reliable power, viable
inputs, or timely customer payments may underperform. More cash can relax constraints, but financing cannot
immediately replace missing specialized skills or business trust. The resource-based view is thus most
defensible when paired with process analysis: managers should ask how resources become productive
through routines, incentives, sequencing, and relationships rather than assume possession itself produces
results (Penrose, 1959; Barney, 1991).

1.5.2 The transformation logic and different meanings of output

A simple process representation is Inputs — Activities and coordination — Goods/services — Customer use
and organizational outcomes — Feedback and adaptation. Each arrow denotes a proposition about a
mechanism, not automatic conversion. A processor acquires raw food, packaging, water, energy, labor, and
information; performs cleaning, processing, packing, quality inspection, storage, sale, and delivery; then
receives financial payments and information about product acceptance. A college transforms teaching,
curricula, assessment, information systems, and student effort into educational experiences, but educational
outcomes depend partly on learners and their circumstances. A platform may primarily transform search,
matching, trust, and information rather than physical matter.

Outputs should be distinguished from outcomes and impacts. Units produced and orders dispatched are
outputs; repeat purchase, improved user productivity, workforce stability, and cash generation are outcomes.
Longer-run changes in community welfare or environmental conditions are impacts for which causal
attribution can be substantially more difficult. Failure to distinguish these levels encourages managers to
reward visible activity regardless of results. Ten thousand marketing impressions, for example, are not ten
thousand satisfied customers, just as expenditure on staff training is not proof of improved competence or
equitable promotion.

Transformation has an unavoidable temporal dimension. Materials enter as inventory before they become
sales; employee training changes possible future capability rather than necessarily improving current output;
marketing expenditure may generate demand after the period in which costs were recognized. Consequently,
assessment should specify stocks, flows, delays and bottlenecks. A firm may possess ample raw-material stock
yet lack an essential packaging component; another may report revenue while its cash is trapped in trade
receivables. The economic distinction between a stock and a flow is foundational for later treatment of
inventory (Chapter 19), accounting (Chapter 22) and finance (Chapter 24). The system map must also record
losses and by-products rather than treat all input consumption as purposeful value creation.

Externalities arise when costs or benefits of activities fall on people who are not fully party to the relevant
transactions and prices. A processor may impose waste-disposal burdens on the community, or a trained
worker may transfer useful knowledge beyond the current employer. A strictly private profit calculation can
therefore differ from a socially accountable assessment. This distinction does not imply that any single
monetary estimate of social value is reliable. Attribution, valuation of nonmarket goods, distributional effects,
and uncertainty should be documented, and qualitative evidence may be necessary where conversion into
money would distort the claim (Geissdoerfer et al., 2017).
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1.5.3 The proposed integrated enterprise system

The central framework treats enterprise performance as conditional on six components: (a) the institutional
and market setting; (b) purpose, ownership, and governance; (c) resources and capabilities; (d) interacting
functional processes; (e) outputs, outcomes, value capture, and external effects; and (f) information feedback,
learning, and adjustment. The framework depicts an open system: suppliers, customers, communities,
regulators, platforms, and rival enterprises influence each component. Its arrows are hypothesized
dependency relations supported by existing theory and enterprise logic; no new statistically estimated
coefficients are implied. Figure 1.1 visualizes the framework, while Section 1.13 specifies possible research
tests.

Figure 1.1. Integrated enterprise system: actors, resources, functional coordination, outcomes, and feedback

INSTITUTIONAL AND MARKET CONTEXT

Rules « infrastructure « competition * geography « technology * ecology

! ! !

PURPOSE AND RESOURCES AND COORDINATED
GOVERNANCE CAPABILITIES FUNCTIONS
Ownership  rights People « capital » assets Market « source * operate
accountability « risk data - relationships finance « people » data

OUTPUTS, OUTCOMES AND VALUE DISTRIBUTION

Products « financial continuity ¢ customer and worker outcomes « external effects

v

EVIDENCE, FEEDBACK, LEARNING AND ADAPTATION
Monitor « test » correct » renew

Note. Original conceptual synthesis informed by Coase (1937), North (1990), Freeman (1984), Barney (1991), and Adner (2017).
Arrows represent proposed analytical dependencies rather than verified causal coefficients.

The most consequential implication of Figure 1.1 is that improving a component may not improve overall
performance when another component constrains output or redirects benefits. A producer with an effective
marketing campaign may run out of stock, a financially sound organization may lose social legitimacy through
mistreatment, and an Al-enabled workflow may accelerate decisions while increasing errors if human
verification is absent. Managers therefore need both component-specific indicators and a shared view of end-
to-end outcomes. A system model is useful because it makes dependency visible, not because it provides a
guarantee of organizational success.

1.6 THE ARCHITECTURE OF ENTERPRISE FUNCTIONS

1.6.1 Functional specialization and integration requirements

Specialized functions emerge because different tasks require distinct professional knowledge, information,
accountability, and operating rhythms. Strategy and management establish direction and coordination; human
resource practices organize access to capability and labor; marketing understands demand and sustains
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exchanges; operations transform inputs; procurement and logistics secure material availability and
movement; accounting produces reliable records; finance manages liquidity and capital allocation; technology
supports process and information integration; governance and compliance define permissible conduct and
oversight. In a microenterprise, one person may perform most functions. In a multinational, many
departments, subsidiaries, vendors, and algorithms perform them. The functions are analytically separable
even when the roles are not formally differentiated.

Specialization introduces handoff risks. Marketing may prioritize revenue while operations prioritizes
reliability, procurement unit-price savings while quality staff prioritize conformance, finance cash
preservation while sales extends credit, and technology automation while employees require procedural
fairness. In isolation, each objective can appear rational. The enterprise-wide problem is to align goals,
forecast loads, reconcile capacity, expose trade-offs, and assign decision rights. Integration mechanisms
include a common order identifier, shared master data, periodic sales-and-operations review, jointly approved
budgets, exception escalation, documented quality standards, and end-to-end responsibility. These are
examples of coordination practices rather than a claim that a particular software system is necessary for every
small business.

TABLE 1.3. Functional accountabilities and core interdependencies

Information needed from other

. Critical handoff or failure mode
functions

Function

Primary decision contribution

Management and strategy

Priorities, resource allocation,
accountability

Market signals, capacity, cash, risk

Targets set without feasible
resources

People and workforce

Staffing, skills, safe and fair work

Demand forecasts, process
designs, finance

Understaffing or unjust workload
allocation

Marketing and sales

Customer needs, offers, order
promises

Product quality, inventory, costs,
credit

Overpromising or uncollectible
sales

Operations and quality

Transformation, capacity,
conformance

Orders, inputs, skills, standards

Defects, queues, late fulfillment

Procurement and logistics

Input sourcing and movement

Specifications, demand, cash,
contracts

Supplier delay or stock mismatch

Accounting and finance

Records, liquidity, capital decisions

Orders, invoices, payroll,
inventory

Profit recognized despite cash
shortage

Technology and data

Accurate, secure information
workflows

Business process ownership, user
needs

Duplicate records or ungoverned
automation

Governance and
compliance

Lawful decision rights and
assurance

All processes, incident and risk
information

Uncontrolled conflicts or concealed
harm

Note. Original functional taxonomy for Chapter 1, with specialized treatment reserved for Chapters 3 and 5-33.

1.6.2 A customer order traced across eight functions

Consider the opening Kigali order as a controlled teaching scenario. Stage one begins with marketing and
sales: the customer requests 600 units, a due date, a unit price, and possible credit. The sales representative
should verify the customer's requirements rather than commit immediately. Stage two involves operations:
available finished goods, production lead time, quality specifications, and material constraints determine
realistic fulfillment. Stage three involves procurement and logistics: input shortages, packaging availability,
supplier reliability, delivery routes, and vehicle capacity may change cost and timing. Stage four involves
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people management: staffing, permissible working hours, training, and safe workload are checked before
overtime is promised.

Stage five involves accounting and finance: the enterprise evaluates contribution, credit risk, current
receivables, purchasing cash requirements, and whether a profitable invoice can be financed until settlement.
Stage six involves technology and information: customer identity, batch records, inventory reservations,
payment terms, and delivery updates must be consistent across records. Stage seven involves governance and
compliance: accurate labelling, authorized discounts, appropriate customer-data access, and sign-off for
exceptional credit or safety deviations protect the firm and affected stakeholders. Stage eight closes the loop:
fulfillment confirmation, invoice accuracy, customer feedback, payment collection, and exception review
inform improvement. At least eight functions are visible, but no department alone can guarantee the order's
success.

A useful diagnostic is the end-to-end 'perfect order’: one that is delivered as agreed, complete, undamaged and
conforming, with correct documents and reasonable resource and stakeholder costs. Its elements must be
operationally defined. A misleading performance dashboard may show sales growth and high vehicle
utilization while hiding returned products, exhausted workers, delayed cash receipts, or waste disposal.
Responsibility should therefore attach to process outcomes as well as functional activities. This practical
implication will recur in Chapters 13-26 and culminate in Chapter 35, where integration methods are
analyzed more systematically.

Cross-functional delays can be expressed as a simple reliability problem without pretending that events are
independent. Assume, strictly for illustration, that order accuracy, input availability, production conformance
and delivery success each occur with probability 0.95, and that the four events are independent. Then the
probability of an order satisfying all four conditions is 0.95* = 0.8145, or approximately 81.5%, despite each
component displaying an apparently strong 95% success rate. In actual operations, the independence
assumption is often implausible: common supplier disruptions, faulty master data or capacity overload can
produce correlated failures, and conditional probabilities must then be measured. The example nevertheless
demonstrates that locally acceptable performance need not aggregate into a reliable end-to-end promise. It
also cautions against multiplying departmental percentages without validating their denominators,
dependence structure and definitions.

Figure 1.2. A customer order as a cross-functional sequence with two shared control layers

REQUEST RESOURCE FULFILMENT SETTLEMENT
AND QUOTE FEASIBILITY AND ASSURANCE AND LEARNING
Customer need ¢« price Stock ¢ cash Source « operate Invoice « collect
date « terms people « capacity quality « deliver resolve * improve
RESOURCE AND INFORMATION AND
LIQUIDITY CONTROL GOVERNANCE CONTROL
Workforce « purchasing « inventory « finance Records * permissions = safety « fair dealing

Only compatible commitments across functions produce a reliable customer outcome.
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Note. Original explanatory process map. The sequence is illustrative; stages may be simultaneous or repeated. Failure at any gate can
invalidate an apparently successful sales commitment.

1.6.3 Decision rights, interfaces, and control architecture

Coordination requires distinguishing who proposes, who provides specialist advice, who authorizes, who
executes, and who checks results. In a modest enterprise, segregation of duties may be limited by staffing; the
response need not be excessive bureaucracy but proportionate compensating controls. For instance, an owner
may approve high-value purchases, while another employee verifies physical receipt and a bank reconciliation
is completed independently. Conversely, concentrated authority can accelerate decisions but also conceal
errors or conflicts. A responsibility map should identify the owner of each cross-functional risk, the escalation
trigger, and the evidence used to resolve disputes.

Functional integration is not equivalent to universal agreement. Conflicts sometimes reveal legitimate
differences in priorities. A quality officer should not be expected to compromise a safety specification merely
because a sales target is at risk. A finance manager may reasonably reject extended credit if expected cash
collections cannot support payroll. Effective systems permit principled disagreement, explicit trade-off
analysis, and documented overrides. This is why governance, information quality, and professional integrity
remain integral to functional design rather than optional supervisory layers.

1.7 BUSINESS MODELS AND VALUE PROPOSITIONS

1.7.1 How an enterprise creates, delivers, and captures value

A business model describes the architecture through which an enterprise organizes activities and partners to
create and deliver an offering, connect with customers or beneficiaries, and secure sufficient resources or
revenues to continue. Teece (2010) frames business models around the alignment of customer needs,
payment willingness, costs, and value capture. Zott et al. (2011) show that the concept has multiple definitions
but is characteristically system-level and activity-centered. A useful model therefore links customer problem,
value proposition, channels, relationships, operations, critical resources, partner dependencies, revenue
mechanisms, and cost drivers, rather than treating the 'business model' as a synonym for the product sold.

Value proposition concerns the reason a specified user selects an offering rather than an alternative. It may
involve price, reliable delivery, lower risk, convenience, quality, accessibility, status, time savings, or a
public/social benefit. Value creation is not the same as value capture. A product can solve a real problem yet
fail commercially when customers cannot or will not pay sufficient prices; a firm can capture substantial
revenue through market power without a proportionate contribution to overall welfare. A precise analysis
therefore separates customer use value, enterprise revenue, the economic cost of fulfilling the proposition,
and social or environmental spillovers. Different business models distribute these elements differently.

1.7.2 Business model versus competitive strategy

The business model explains how a chosen enterprise activity system operates economically; strategy explains
the contested choices through which an enterprise seeks goals in relation to rivals, uncertainty, and
constraints. Two retailers may use a similar buy-stock-sell model but differ in customer segment, assortment,
location, cost system, trust, and differentiation. A model can be coherent but strategically uncompetitive;
conversely, a compelling strategy can fail if unit economics, operating capabilities, or financing make the
model unworkable. Business models, organization design, capabilities, and strategy interact, but none is
reducible to the others (Teece, 2018).
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Consider three revenue architectures. A transactional wholesaler earns a margin on products sold, facing
inventory and collection risk. A service subscription provider secures recurrent revenue but must manage
churn, service quality, and customer trust. A multi-sided platform may subsidize one user group and charge
another, relying on participation and matching quality. The formula 'revenue minus cost equals profit' applies
at a basic accounting level but conceals very different customer acquisition, working-capital, network, data-
governance, and partner-dependency structures. The business model must therefore be tested against
operations and cash flows, not judged by visual elegance alone (Parker & Van Alstyne, 2005; Osterwalder &
Pigneur, 2010).

1.7.3 A value proposition and unit-economics worked example

Assume a hypothetical Rwandan food distributor sells 1,000 cases in a month at RWF 15,000 per case.
Variable purchase, handling, and delivery costs total RWF 11,000 per case, and monthly fixed operating costs
are RWF 3,000,000. Revenue is RWF 15,000,000; variable cost is RWF 11,000,000; contribution is RWF
4,000,000; and operating surplus before financing costs, taxes, and other adjustments is RWF 1,000,000. The
contribution per case is RWF 4,000 and contribution margin ratio is 26.67%. Break-even volume is 3,000,000
+ 4,000 = 750 cases, if price, variable cost, fixed cost, and mix remain unchanged. This elementary relationship
diagnoses the revenue logic, not the enterprise's entire viability.

A 10% increase in variable cost to RWF 12,100 lowers contribution to RWF 2,900 per case; at unchanged
volume, the operating result becomes a RWF 100,000 deficit, and break-even increases to 3,000,000 + 2,900 =
1,035 cases. If the enterprise reacts by increasing price, demand may fall, invalidating the constant-volume
assumption. Likewise, selling at a positive contribution may still create a cash shortfall if purchasers pay later
than suppliers. A defensible business-model appraisal thus links pricing, demand response, cost structure,
cash timing, capacity, customer harm, and resilience. Chapter 23 develops cost-volume-profit analysis and
Chapter 24 develops cash and investment implications in detail.

The distinction between allocated and avoidable cost is also essential. The break-even calculation is an
explanatory full-period model; it does not establish whether a particular additional order should be accepted.
If the RWF 3,000,000 fixed expense will be incurred regardless of that order and no scarce capacity is
displaced, the relevant incremental comparison ordinarily begins with incremental revenue, variable costs and
order-specific avoidable charges. If the order requires a new refrigeration contract, overtime premiums,
borrowing or foregone sales to a different customer, these opportunity and step costs must be included.
Managers should therefore neither reject every order whose allocated accounting margin is negative nor
accept every order with a positive contribution. The economically justified decision depends on feasibility,
timing, uncertainty and the alternatives displaced.

1.8 STAKEHOLDER RELATIONSHIPS AND ENTERPRISE PURPOSE

1.8.1 Economic claims and moral standing

Owners, investors, lenders, employees, customers, suppliers, intermediaries, regulators, communities, and the
natural environment are not identical participants in enterprise governance. They differ in legal rights,
contractual obligations, exposure, vulnerability, voice, and capacity to exit. Freeman (1984) challenged the
premise that enterprise management can be adequately evaluated solely through claims made by
shareholders. Donaldson and Preston (1995) distinguished descriptive, instrumental, and normative
arguments for stakeholder theory: the claim that firms interact with multiple interests; the proposition that
managing those relations may support performance; and the moral claim that affected parties possess
interests worthy of consideration. Those are different arguments requiring different evidence.
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Stakeholder salience is not synonymous with ethical priority. Mitchell et al. (1997) proposed power,
legitimacy, and urgency as attributes shaping managerial attention, but powerful parties may receive attention
precisely because they can threaten the organization. A low-income worker facing unsafe conditions might
have little negotiating power while possessing a compelling legitimate claim. Conversely, managers cannot
satisfy every preference without limit. Ethical enterprise decisions require distinguishing binding duties and
rights from discretionary benefits, making trade-offs transparent, and defending the distribution of residual
gains and risks.

The debate over enterprise purpose is not resolved by reciting the preference for stakeholder inclusion.
Friedman (1970) defended a demanding account of managerial agency in which corporate executives are
entrusted to deploy owners’ resources within the rules of the game, including open and fair competition. Its
enduring challenge to stakeholder approaches is one of accountability: managers who claim a general mandate
to advance society may spend other people’s money without a determinate authorization or test of
effectiveness. Yet a strictly shareholder-centered formulation also confronts incomplete contracts,
externalized harms, corporate political influence and disagreement over which background rules are just.
Stakeholder theory’s normative case cannot rest merely on the instrumental observation that contented
employees or trusted suppliers sometimes improve profits; people’s legitimate claims do not disappear when
profitable accommodation is unavailable (Donaldson & Preston, 1995).

A defensible practical position distinguishes governance authority from moral concern. Directors and
managers must respect their lawful mandates, while assessing legal duties, foreseeable harms, the
vulnerability of affected groups and legitimate commitments that are not fully priced. The decision procedure
should make residual disagreements visible: who has standing to contest an action, what evidence can be
challenged, what minimum safeguards should not be traded away, and who bears the burden when a proposed
efficiency reduces another party’s welfare? Such questions do not prove that all stakeholder objectives are
commensurable. Their purpose is to discipline the exercise of enterprise power rather than replace market
reasoning with undefined benevolence.

1.8.2 Value creation, appropriation, distribution, and destruction

Value creation denotes new benefit arising from organized activity; appropriation refers to who captures a
share through wages, returns, prices, fees, taxes, and bargaining; distribution refers more broadly to allocation
of gains and burdens; value destruction includes preventable harm, avoidable waste, loss of trust, and
depleted productive capacity. An enterprise can create significant total value while distributing it inequitably.
[t can remain profitable by shifting costs to workers or the environment. It can also overdistribute cash to
owners and lose the liquidity required to pay future obligations. These possibilities show why value cannot be
measured solely by sales revenue or accounting profit.

A disciplined stakeholder assessment combines rights-based thresholds with consequences. First, identify
applicable obligations and nonnegotiable safeguards, such as product safety, honest representation, and lawful
worker treatment. Second, identify the affected groups, risks, credible evidence, and what may be known only
with uncertainty. Third, evaluate feasible alternatives against financial continuity, customer benefit, dignity,
environmental harm, and fairness of process. Fourth, document a decision, communicate its reasons, and
monitor whether the anticipated effects occurred. This is a general ethical reasoning framework rather than a
substitute for applicable law or a claim that disagreements can always be reduced to a numerical score.

1.8.3 Legitimacy, trust, and the conditions for durable enterprise

The social permission to operate is supported by formal authorization but extends to practical legitimacy:
customers expect honest delivery, employees expect fair treatment, communities expect respect, and partners
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expect commitments to be honored. Trust can reduce verification and enforcement costs and enable long-term
cooperation (Granovetter, 1985). However, appeals to 'community’ or 'relationships' should not excuse
favoritism, secrecy, conflicts of interest, or exclusion. Legitimate relational governance requires fairness and
traceable decisions, especially where formal enforcement is weak or business is embedded in dense personal
networks.

Stakeholder accountability is therefore both a moral matter and a coordination mechanism, although its
performance effects should not be assumed universally positive. Measures intended to protect stakeholders
can impose costs and sometimes conflict, while short-term profit-maximizing practices may create hidden
liabilities and reputational consequences. The serious question is not whether all interests always align, but
which institutional, contractual, informational, and governance arrangements make trade-offs contestable and
defensible over time. Chapter 33 examines ethical theories in depth, and Chapter 34 develops the book's
explicitly biblical perspective without converting this opening chapter into a theological treatise.

1.9 PERFORMANCE AND ENTERPRISE HEALTH

1.9.1 The difference between viability, efficiency, effectiveness, and health

Financial viability denotes the capacity to meet obligations and continue operations; profitability measures an
accounting relationship between recognized income and expense; liquidity concerns the timing and
availability of cash; efficiency compares outputs with inputs; and effectiveness assesses the extent to which
specified purposes are achieved. These attributes are related but not equivalent. A rapidly growing firm may
report profit while receivables accumulate and cash deteriorates. A technically productive operation may
produce goods that customers do not want. A mission-driven organization can meet a service target but
remain structurally underfunded. Enterprise health adds adaptability, legitimate governance, resilience,
working conditions, and resource stewardship to these narrower indicators.

The Balanced Scorecard tradition questioned reliance on financial indicators alone and proposed connected
financial, customer, internal-process, and learning perspectives (Kaplan & Norton, 1992). Its value lies less in
prescribing a fixed dashboard than in forcing managers to consider the delayed and uncertain relationships
between activities and outcomes. Measures of employee learning or customer satisfaction can precede
financial change, but those relationships must be examined rather than assumed. Adding many indicators also
creates risks of incoherence, data fabrication, target gaming, and reporting costs. Good metrics require an
explicit decision use, defensible denominator, accountable owner, credible data source, observation frequency,
and threshold for action.

1.9.2 Defensible introductory indicators and their limitations

Basic measures include operating profit margin = operating profit + revenue; current ratio = current assets +
current liabilities; labor productivity = usable output + labor hours; order-fill rate = complete orders + orders
due; and customer-retention rate = previously active customers who remain active + eligible previously active
customers. Environmental indicators might include water consumption per unit or measured waste per unit,
provided process boundaries are stable. Workforce indicators may include turnover, paid working time, injury
incidence, or employee voice, but none automatically captures dignity or fairness. A favorable ratio can be
generated by harmful practices, denominator manipulation, or temporary conditions; comparisons are valid
only when accounting definitions, quality standards, and business mix are reasonably consistent.

Suppose the hypothetical distributor in Section 1.7 recognizes monthly operating revenue of RWF 15 million
and an operating surplus of RWF 1 million. Its operating margin is 6.67%. If 1,000 cases require 250 direct
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labor hours, simple productivity is 4 cases per direct labor hour. If 100 customer orders were due and 91 were
complete and on time, a deliberately defined on-time-in-full service rate is 91%. Each indicator describes a
different dimension: margin says nothing directly about cash, productivity says nothing about defective cases
without a quality adjustment, and service percentage cannot reveal the seriousness of the nine failures. An
enterprise needs an interpretable portfolio of measures rather than one apparently authoritative number.

A cash-timing illustration makes the distinction concrete. Assume a customer owes RWF 15 million in 45 days,
while suppliers, wages, and delivery costs require RWF 11 million within 10 days. Ignoring pre-existing cash
reserves and other receipts, the business faces an immediate funding requirement of RWF 11 million before
collecting the RWF 15 million invoice. Recognized surplus and financial liquidity diverge because accrual
timing and cash timing differ. Management must examine credit terms, inventory, payment conditions,
financing cost, and default risk before treating the order as desirable. This is illustrative arithmetic, not a
report on any real enterprise's accounts.

Cash feasibility is not the same as cash profitability, and the illustration deliberately isolates financing timing
from complete financial statements. A conventional cash-conversion analysis would need inventory holding
days, customer collection patterns, supplier credit terms, tax cash flows, committed payroll and possible bad
debts. Similarly, an operating margin is not a return on invested capital, and a current ratio may be misleading
if receivables are uncollectible or inventories obsolete. A well-designed enterprise health review triangulates
measures, reconciles them to underlying records and asks whether a threshold is decision-relevant. For
example, a falling defect rate obtained by discarding more goods may improve reported quality while reducing
material productivity and increasing environmental burdens.

TABLE 1.4. Enterprise health indicators and interpretive safeguards

Dimension

Example measurable indicator

Decision question Key safeguard

Operating margin, with clearly
stated cost scope

Does the activity cover operating
costs?

Check accounting policy and one-

Financial profitability off items

Reconcile forecast with actual
collections.

Cash , cash-flow fi t, - .
Liquidity as runw§y cash-iow forecas Can obligations be paid when due?
current ratio

On-time-in-full, defects per defined
unit

Confirm independent inspection

Operations and quality and denominators

Is the promise reliably fulfilled?

Retention by cohort, complaints
resolved

Avoid treating survey response as

Is customer value sustained? .
representative by default.

Customers and market

Protect confidential data and

Workforce

Safety incidents, turnover, skill
coverage

[s capability maintained
responsibly?

capture worker voice.

Innovation and learning

Validated improvements
implemented

Can the enterprise adapt?

Separate activity counts from
realized benefits.

Environmental and
societal effects

Resource intensity, documented
grievance response

Are material external harms
recognized?

Specify boundary, baseline, and
attribution limitations.

Note. Original measurement guide informed by Kaplan and Norton (1992), Freeman (1984), and Geissdoerfer et al. (2017). Indicators
are examples; targets depend on context.

1.9.3 An original dependency-aware diagnostic

A modest diagnostic can use seven questions rather than a composite score: Is demand demonstrable? s the
customer promise operationally feasible? Can the firm finance fulfillment? Are critical input and labor
dependencies controlled? Are decisions and records reliable? Are stakeholder duties met? Can the system
adapt when assumptions fail? The questions are intentionally noncompensatory: outstanding sales should not
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offset unlawful conduct, unsafe production, or inability to meet payroll. The approach is therefore closer to a
constrained decision screen than a ranking index.

Where numerical scoring is useful for comparison, analysts should first set minimum conditions for financial
survival, safety, legality, and data credibility; only feasible alternatives should then be compared on weighted
benefits. Weights are value judgments, sensitivity should be reported, and correlated indicators should not be
double-counted. An attractive dashboard that hides failed thresholds would create false assurance. This
principle will inform the book's later work on risk, governance, and enterprise integration.

1.10 ENTERPRISE SCALE AND LIFE CYCLE

1.10.1 Scale changes the coordination problem

Micro, small, medium, large, and multinational enterprises differ not merely in employee counts but in capital
intensity, governance complexity, bargaining power, market reach, information systems, and administrative
capacity. National definitions of size may use employment, revenue, assets, sector, or combined thresholds.
These categories should not be transferred between Rwanda, the European Union, and international reports
without confirming the underlying definition. A four-person retail unit may integrate purchasing, sales,
accounts, and customer care under one owner, whereas a multinational industrial group must coordinate
thousands of contracts and specialized roles across locations. The underlying functions remain recognizable,
but the cost and form of their integration change profoundly.

Smallness offers proximity to customers, speed, and adaptable informal coordination, but can also concentrate
key-person risk, reduce bargaining leverage, weaken control segregation, and limit investment. Size enables
specialization, purchasing volume, information systems, and diversification, yet may impose bureaucratic
delay and agency costs. These are tendencies, not universal comparative performance rankings. A firm that
grows faster than its cash, capability, and governance systems may become less healthy despite higher
revenue, while an efficient small enterprise may intentionally remain small to preserve service standards and
manageable risk (Penrose, 1959; Chandler, 1977).

1.10.2 Formation, survival, growth, maturity, renewal, and exit

Life-cycle models offer a descriptive vocabulary rather than deterministic laws. Formation requires a plausible
customer or beneficiary problem, a feasible resource configuration, and sufficient legitimacy to begin
operations. Survival depends on repeat demand, operating discipline, and cash resilience; growth introduces
hiring, delegation, information, and financing challenges; maturity can support stable routines but may breed
rigidity; renewal involves recombination and investment; decline and exit may follow changing demand,
technology, competition, governance failure, or shocks. Some firms are born international or digitally scalable;
others remain deliberately local. Some experience repeated cycles or abrupt discontinuities rather than a
predictable progression (Greiner, 1972; Hannan & Freeman, 1977).

Greiner's (1972) evolving organizational phases highlight possible crises created by prior solutions to
coordination problems. Yet the population-ecology perspective cautions that enterprises do not always adapt
successfully, because structural inertia and selection pressures can remove firms even when managers
recognize change (Hannan & Freeman, 1977). The correct practical lesson is neither that survival demands
constant growth nor that decline is inevitable. Enterprises must monitor leading signals, diversify critical
dependencies when justified, and maintain options for renewal, partnership, succession, orderly restructuring,
or responsible exit.
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Life-cycle descriptions also suffer from survivor bias. Studies of established enterprises necessarily observe
firms that remained visible long enough to be sampled; they may underrepresent ventures that failed before
registration, surviving firms that never pursued growth and businesses displaced by shocks. Stage-based
explanation can become circular if a firm is declared mature because it is large and then its behavior is
attributed to maturity. More credible analysis uses observable changes in process complexity, delegation,
product portfolios, financing or market scope and compares competing pathways over time. In settings where
many operators deliberately combine household and enterprise activities, linear growth metrics may be
especially poor proxies for wellbeing or organizational development.

1.10.3 Exit, succession, and responsible closure

Closure is often treated as evidence of entrepreneurial incompetence, but a firm may exit because the activity
is no longer efficient, viable, desired by its owners, or compatible with changing conditions. Orderly exit can
release assets to more productive uses and protect parties better than prolonged insolvency. The ethical and
operational questions concern treatment of employees, settlement of debts, customer commitments, records
retention, data protection, and remediation of harms. Entrepreneurs should design continuity and succession
provisions before a personal emergency occurs, especially where an owner is the main repository of customer
knowledge or bank authorization.

1.11 CONTEXTS OF ENTERPRISE PRACTICE: RWANDA, AFRICA, AND INTERNATIONAL
COMPARISON

1.11.1 What official Rwanda enterprise data establish

The NISR 2023 Establishment Census counted 269,326 establishments and found that 92.0% were sole
proprietorships and 92.2% were microenterprises with fewer than four workers under the census
classification (NISR, 2025). The wholesale and retail trade category represented 53.5% of establishments,
while accommodation and food services represented 23.0%. Together these data challenge the intuition that
manufacturing firms and large incorporated businesses supply the representative organizational form. They
do not imply that retail produces the same share of total value added, wages, exports, or employment.

The separately designed Integrated Business Enterprise Survey 2024 estimated 278,060 enterprises in a non-
agricultural coverage frame and reported an informality rate of at least 87%, under a survey-specific formal-
sector definition that considers tax registration and regular accounts. It also reported that 62.6% of
manufacturing enterprises operated below their reported full capacity; weak demand and input reliability
were among the stated explanations, not causal coefficients established by the survey summary (NISR, 2026).
These results indicate that machinery, finance, procurement and marketing decisions should be assessed
jointly. They cannot establish that informality itself caused low productivity, nor can they be applied without
adjustment to agriculture, household labor or all persons in employment.

Financial infrastructure adds another dimension. Rwanda’s FinScope 2024 survey reported 96% adult
financial inclusion, 92% formal financial inclusion, 86% of adults owning or having used mobile money, and
22% of adults banked (Access to Finance Rwanda [AFR], 2024). The adult-person denominator is not a
measure of enterprise borrowing: personal access to a payment wallet cannot establish that a business has
affordable working-capital credit, reliable agent liquidity, suitable payment records or adequate protection
against fraud. Accordingly, high financial-inclusion rates can coexist with credit constraints and weak cash-
flow resilience among enterprises. The distinction matters when evaluating whether technology solves, rather
than merely changes, coordination problems.
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1.11.2 Documented Rwandan cooperative case: specialty coffee

RWASHOSCCO describes itself as a farmer-owned marketing, export, and roasting enterprise providing
services to smallholder coffee cooperatives. Its public descriptions identify collective coffee sourcing,
processing, marketing, branding, and commercial relationships, including the member cooperative
Abahuzamugambi ba Kawa in Maraba, Huye District (RWASHOSCCO, n.d.-a, n.d.-b). These self-descriptions
establish the organizational model and articulated mission, but they are not independent audits of
profitability, member income effects, or the fairness of surplus allocation. No unpublished operational
information is assumed here.

The case illustrates why the boundary of an enterprise can be layered. Farmers produce agricultural inputs;
cooperative washing stations coordinate quality and processing; a farmer-owned company handles
downstream marketing and export functions; external buyers and logistics providers complete the network.
Farmer membership, quality control, collective bargaining, branding, access to export channels, and payment
arrangements are not interchangeable tasks. The analytical benefits of collective coordination could include
aggregation and reduced buyer search costs, while risks could include governance disputes, processing
defects, unequal information, price volatility, or dependence on a few buyers. Each hypothesized benefit or
risk would require cooperative records and appropriate research to quantify.

National export evidence gives context but cannot be used as this cooperative's financial results. Rwanda's
National Agricultural Export Development Board reported that green-coffee export volume reached 23,860
tonnes in 2025, with revenue exceeding US$148.6 million, compared with 17,142 tonnes and more than
US$89.8 million in 2024 (National Agricultural Export Development Board [NAEB], 2026). The agency
attributes the national increase to both volume and prices, among other sector factors. These figures show that
commercial opportunities can change through global price movements as well as productivity; they do not
establish that any individual cooperative experienced the same rate of revenue or income growth.

Independent research tempers the cooperative narrative. Drawing on a survey of 1,024 coffee-producing
households and additional field evidence, Clay et al. (2018) argued that weak producer voice and low farm-
gate prices constrained incentives to invest across Rwanda'’s coffee value chain. Their findings concern sector
governance and farmer incentives, not an audited evaluation of RWASHOSCCO specifically. Heinen (2025)
likewise distinguishes comparatively strong upgrading in coffee processing from persistent difficulties in
farm-level production, linking the divergence to incentives, policy coordination and relative bargaining power.
These accounts challenge the inference that more sophisticated export processing necessarily produces
proportionate benefits for primary producers. They also highlight the possibility that one function or tier of a
value chain improves while another remains structurally constrained.

Accordingly, a robust evaluation of RWASHOSCCO or a comparable cooperative should examine not only
export channels and quality systems, but member participation, farm-gate price formation, deductions and
fees, traceability of surplus distribution, access to agronomic information, and producer-level investment. A
longitudinal design would need comparable records from member and nonmember farmers, price and quality
measures, climatic and geographical controls, and documentation of any changes in cooperative membership.
The unit of inference must remain clear: sector-level results do not measure one company, and a cooperative
website does not establish the causal effect of membership on farmer income. These restrictions strengthen
rather than diminish the usefulness of the case.

1.11.3 Documented international comparator: MONDRAGON

MONDRAGON, the Basque cooperative group in Spain, reports an organization spanning industry, finance,
retail or distribution, and knowledge, with legally autonomous cooperatives operating through
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intercooperation and shared support arrangements (MONDRAGON, n.d.). Its public overview describes
approximately 81 cooperatives and around 70,000 people, while its report on 2025 performance describes
sales exceeding €11.3 billion and more than 71,400 employees (MONDRAGON, 2026). These are self-reported
corporate figures and should be independently audited before being used as evidence of a particular causal
effect. They nevertheless document an international group that combines cooperative principles with
industrial scale and cross-border operations.

The contrast with Rwanda is not an evolutionary ranking from inferior small cooperatives to superior large
European ones. MONDRAGON operates within a distinctive historical, financial, educational, industrial, and
regulatory ecosystem; its scale, internal finance mechanisms, and governance experience are not readily
reproducible by a newly formed agricultural association. The transferable concepts are functional
complementarity, member accountability, skill development, intercooperation, and adaptation; the
transferable institutional arrangements are more limited. An African cooperative seeking to imitate its group
structure without local capital, trustworthy records, member consent, and viable market demand could
multiply coordination costs rather than reduce them.

1.11.4 Three-way enterprise map: constructed SME, documented cooperative, international network

For continuity across subsequent chapters, the following hypothetical enterprise is introduced: **Kigali
Harvest Distribution (KHD)**, an explicitly fictional Rwandan wholesale and light-packaging business. Assume
it is privately owned by two founders, employs eight workers, buys packaged foods from domestic producers,
sells to small retailers, and uses a contracted carrier and digital payments. These facts are invented solely for
teaching, not attributed to an actual company. Its challenges include reconciling short supplier payment terms
with retail customer credit, maintaining traceable stock records, and deciding whether to add a neighboring
district. The case has no implied registration, sales history, or legal status.

TABLE 1.5. Three enterprise systems compared: evidence and inference clearly separated

. . . RWASHOSCCO: documented MONDRAGON: documented
Dimension KHD: fictional Rwandan SME .. . .
Rwanda organization international network
. Farmer-owned marketing, export, Cooperative group with democratic
Ownership and Two founder-owners; wholesale . o & €XP P sroup .
. and roasting organization (self- and employment-oriented
purpose continuity and return (assumed) L ) -
description) commitments (self-description)
. . Farmers, cooperative relationships, Cooperatives spanning industry,
. Eight staff, inventory, customer . p P . P - P . & y
Critical resources processing and brand channels finance, distribution, and knowledge
records, cash (assumed) . L
(documented activity types) (corporate description)

. . . . uality/coordination and farmer-to- | Coordination among autonomous
Functional Retail credit versus purchasing Q v/ 5

. ) ) market alignment (analytical units and markets (analytical

bottleneck to test cash (illustrative hypothesis) .g (analyt . (analy
hypothesis) hypothesis)

Stakeholder Founders, workers, customers, Farmers/members, buyers, workers, | Worker-members, customers,

accountability suppliers, regulators communities partner entities, communities

Organization website; no
independent causal evaluation
claimed

Fully constructed scenario; no
observed performance

Corporate reporting; no independent

Evidence status . .
causal evaluation claimed

Note. Sources: RWASHOSCCO (n.d.-a, n.d.-b); MONDRAGON (n.d., 2026). Hypotheses are presented as teaching interpretations, not
recorded company outcomes.

This comparison reveals a fundamental distinction between function and organizational location. All three
arrangements need market understanding, quality, financing, information, and accountability. KHD performs
some tasks internally, buys logistics as a service, and concentrates ownership. RWASHOSCCO coordinates a
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producer-member network while marketing beyond individual farms. MONDRAGON coordinates functions
among autonomous cooperatives at much greater scale. The same function may therefore be internal,
collectively organized, contracted, or distributed across partners. What should be transferred between
contexts is the discipline of identifying dependencies and rights, not an organizational chart detached from its
institutional foundations.

1.11.5 Regional integration, institutions, and boundary conditions

African regional integration may enlarge potential markets, but signed instruments, ratification,
implementation, logistics capability, payment settlement, product standards, and enterprise readiness are
separate questions. The African Union adopted the Protocol on Digital Trade under the African Continental
Free Trade Area on 18 February 2024, articulating objectives concerning digital trade and interoperability
(African Union, 2024). Adoption of a protocol should not be represented as proof that every provision is fully
in force or operationally available in every state. Small firms must verify applicable rules and their actual
implementation before relying on anticipated market access.

Comparative business-systems scholarship provides a further warning against institutional transplantation.
Markets differ in the available finance, professional services, commercial dispute resolution, skill formation
and relationships between firms and public authorities; these conditions determine which governance
arrangements are feasible at a given cost (Whitley, 1999). Digital regional rules may reduce certain cross-
border frictions but cannot automatically supply trustworthy buyers, working capital or standardized
logistics. A microenterprise may rationally choose regional distributors rather than direct export because a
broker combines certification knowledge, market access and payment collection. The best organizational
boundary is thus contingent on actual complementarities, not on a normative preference for disintermediation
or integration.

For Rwandan enterprises, the analytic value of integration is conditional on delivered costs and capabilities. A
larger potential market may increase the value of certification, language skills, packaging standards, electronic
records, partner screening, and logistics reliability. It may also expose firms to competitive pressure and
demand volatility. Location matters: access to inland transport corridors, customs processes, electricity,
bankable transactions, and reliable local intermediaries may dominate generic theories of international scale.
Chapter 30 develops regional market entry in full, while the present chapter establishes that changing the
market boundary changes functional interdependencies throughout the enterprise.

1.12 CONTEMPORARY AND FUTURE ENTERPRISE MODELS

1.12.1 Platforms, data, and distributed coordination

Platforms coordinate several classes of participant, often through standards, search, reputation, payments,
software interfaces, and rule enforcement. Their competitive characteristics depend on network effects,
multihoming, switching costs, complementors, and the governance of access (Parker & Van Alstyne, 2005;
Jacobides et al, 2018). A platform can lower matching costs for independent microenterprises without
eliminating unequal bargaining or data dependence. For a Kigali supplier, a marketplace may expand visibility
but also impose commissions, rankings, refunds, fulfilment rules, or access risk. Understanding who owns
customer information and who can change the platform terms is a core enterprise question.

Digitalization is also broader than platform participation. A basic cloud spreadsheet, inventory app, digital
receipt, electronic payment, or secure backup may substantially improve coordination in a small organization
when introduced with adequate controls. Larger systems integrate enterprise resource planning, customer
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relations, production, finance, and analytics. However, technical connectivity alone does not solve inconsistent
master data or unclear responsibilities. Automation may merely make errors faster and less visible. Chapters
28 and 29 distinguish digital infrastructure from Al-specific applications and governance in detail.

1.12.2 Artificial intelligence, augmented judgment, and evidence limits

Artificial intelligence can support writing, customer triage, demand forecasting, product classification,
document extraction, translation, inventory planning, and anomaly detection. The evidence is promising but
task-specific. In a controlled experiment on professional writing tasks, Noy and Zhang (2023) found that
access to a generative Al assistant reduced completion time and improved measured output quality in their
experimental setting. In a customer-support field study involving 5,172 agents, Brynjolfsson et al. (2025)
estimated an average 15% productivity increase following access to an Al assistant, with substantial variation
across workers. Neither result establishes that all businesses, jobs, countries, or implementation designs will
experience the same gains.

Any Al investment must identify the task, baseline, decision owner, data sensitivity, evaluation procedure,
failure mode, human escalation, and recurrent cost. A small exporter using Al translation could gain speed
while still needing professional checking of contract terms, regulated claims, and cultural nuance. Al-
supported hiring may reduce administrative work but also introduce discriminatory ranking or opaque
decisions. The OECD Al Principles, originally adopted in 2019 and updated in 2024, provide an international
reference for trustworthy and accountable deployment, not a substitute for jurisdiction-specific law
(Organisation for Economic Co-operation and Development [OECD], 2024). Productivity claims should be
paired with error rates, worker implications, security, and independently assessed business outcomes.

A minimum credible Al pilot should compare a predefined baseline with a clearly bounded assisted workflow,
record the number and complexity of tasks, capture both corrected and undetected errors, and distinguish
labor time saved from value actually realized. Productivity measured as outputs per hour can improve while
costly quality failures or customer dissatisfaction rise. Selection into the pilot and workers’ learning over time
also complicate interpretation. Where randomization is unavailable, phased adoption with transparent
comparison groups is preferable to retrospective success stories, provided privacy, confidentiality and
workplace fairness are protected. For resource-constrained firms, a smaller investment in reliable inventory
records, backups or staff capability may outperform a sophisticated model whose input data are unreliable.
Chapter 29 treats the evaluation architecture and safeguards in greater depth.

1.12.3 Remote work, resilience, circularity, and ecological constraints

Distributed work can give organizations access to specialized knowledge without placing every contributor in
one location, but it changes supervision, trust, data protection, onboarding, employee welfare, and cross-
border contractual arrangements. In service enterprises these effects may be considerable; in agriculture,
hospitality, manufacturing, and essential field services, physical work remains irreducible. A fully remote
enterprise model is therefore not universally transferable. The appropriate question is which activities can be
separated from location without weakening operational quality and the legitimate interests of workers and
clients.

Resilience involves the capacity to prepare for, absorb, adapt to, and recover from disruption while
maintaining critical commitments. It may require supplier alternatives, cash reserves, reliable records, backup
power, employee cross-training, and planned communication channels. Such safeguards impose present costs
and cannot eliminate uncertainty. Likewise, circular models seek to reduce virgin inputs and waste through
repair, reuse, recovery, and service design, but circularity is not automatically equivalent to lower lifecycle
environmental impact: transport, energy, product durability, and rebound behavior matter (Geissdoerfer et al.,
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2017). Evaluation should therefore include measured physical flows and realistic counterfactuals rather than
unverified environmental claims.

1.12.4 Future models are scenarios, not established results

Plausible pathways include Al-supported microenterprises coordinating specialist contractors, cooperative
digital marketplaces, circular product-service models, increasingly automated warehouses, and remote cross-
border professional services. These are scenarios contingent on skills, connectivity, regulation, capital,
security, and demand, not forecasts of inevitable transformation. Some functions may be radically reorganized,
yet enduring requirements remain: customers must receive useful and safe offerings, commitments must be
financed, people must exercise judgment and accountability, and affected parties must be treated fairly. The
most important distinction is between the persistence of the enterprise problem and the variability of
technical and organizational solutions.

1.13 INTEGRATIVE DISCUSSION, LIMITATIONS, AND RESEARCH OPPORTUNITIES

1.13.1 Reconstructing the enterprise without collapsing rival theories

The strongest general account of enterprise is plural rather than theoretically indiscriminate. Transaction-cost
theory explains why activities may be internalized, purchased, or governed through long-term arrangements.
Resource-based scholarship asks what distinctive capabilities enable execution. Agency theory diagnoses
conflicts of delegated authority; stakeholder theory examines who is affected and what grounds legitimate
claims; institutional analysis examines the context of rules and relationships; and systems thinking identifies
feedback and end-to-end dependence. These approaches are neither fully substitutes nor harmoniously
identical. They privilege different units of analysis, mechanisms, objective functions, and kinds of evidence.
Their combination is useful only when those differences remain explicit (Coase, 1937; Barney, 1991;
Donaldson & Preston, 1995; Adner, 2017).

Consider a procurement decision. Transaction-cost economics asks whether a specialist supplier can be
trusted and governed efficiently. The resource-based view asks whether sourcing knowledge is a strategic
capability worth retaining. Agency theory asks whether the buyer has improper incentives. Stakeholder
analysis asks about supplier labor conditions, quality, customer welfare, and community consequences.
Institutional analysis asks whether standards, contracts, and recourse are credible locally. Systems analysis
asks how the choice affects stockouts, cash, production, customer promises, and resilience. These diagnoses
can lead to different recommendations. The role of the decision maker is to test the relevant mechanisms,
disclose trade-offs, and choose an arrangement that satisfies essential constraints rather than mechanically
average six theories.

1.13.2 Original contribution and its theoretical limits

This chapter offers a **dependency-aware enterprise map** and a **noncompensatory enterprise-health
screen** as an educational synthesis. Its modest contribution is to connect common business disciplines to a
consistent set of conceptual distinctions: institutional context versus organizational actors; inputs versus
capabilities; outputs versus outcomes; value creation versus capture and distribution; functional efficiency
versus system effectiveness; and observed performance versus claims about causation. It does not introduce a
scientifically established enterprise theory, nor is the proposed model empirically validated by the examples.
The figure and tables make assumptions visible and generate practical questions that can subsequently be
tested.
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Four limits are particularly important. First, enterprise functions differ in visibility: informal social
coordination and unpaid household labor are easily neglected in conventional accounts. Second, stakeholders
do not agree on the meaning of value or acceptable distribution; no financial metric resolves ethical
disagreement. Third, institutional and technological conditions change, so analyses need a temporal boundary
and regular updating. Fourth, sources such as official establishment surveys, organizational websites,
corporate reports, and single-country experiments support different inferential claims. Official statistics
provide broader descriptive coverage but can have survey-frame and measurement limitations; company
narratives can reveal organizational design but are not independent impact evaluations; and experiments can
identify effects in bounded settings without guaranteeing transfer to Rwanda.

1.13.3 Testable propositions and a responsible research design

Proposition P1: Enterprises with more reliable cross-functional information handoffs will, other relevant
factors held constant, exhibit fewer order failures than otherwise similar enterprises with disconnected
records. The mechanism is reduced error, delay, and ambiguity; alternative explanations include firm size,
workforce skill, and customer mix. A suitable design would use panel-level administrative data on orders,
exceptions, and function-level process changes, with careful control for simultaneous improvements and
nonrandom system adoption.

Proposition P2: The association between digital-tool adoption and operational performance will be
conditioned by process maturity, data quality, and managerial capability. Under this hypothesis, technology by
itself is an insufficient predictor of benefit. The claim could be evaluated using matched-firm or longitudinal
observational data, while addressing selection effects: enterprises capable of adopting tools may have been
better managed before adoption. Proposition P3: Cooperative performance will be associated with the quality
of member participation and financial transparency, subject to variation in capital access and market
structure. Testing should separate member welfare from enterprise revenue and avoid treating all registered
cooperatives as institutionally identical.

Proposition P4: A multidimensional health screen that includes liquidity, critical dependencies, and
nonnegotiable stakeholder safeguards will identify organizational vulnerabilities missed by profitability-only
screening. Predictive validity could be assessed through prospective secondary records on payment distress,
service failure, workforce incidents, and survival, but measures of ethical legitimacy would require especially
careful construct definition. Proposition P5: The effectiveness of integrated enterprise practices will vary with
institutional quality, enterprise scale, and industry volatility; international transfer without local adaptation
should therefore yield heterogeneous outcomes. Each proposition is falsifiable in principle and is presented as
aresearch opportunity rather than an established empirical result.

A feasible future secondary-data programme could combine NISR establishment and enterprise-survey
aggregates, publicly released firm information, and comparable international data where licensing and
identifiers permit. It should document sampling frames, years, unit definitions, missingness, data access
restrictions, and privacy safeguards. A stronger causal test would require credible comparison groups, timing
of interventions, and sensitivity analyses, not merely the correlation of firm size or software use with revenue.
Chapter 4 establishes the detailed methodological tools required for such work.

The propositions require deliberate decisions about measurement invariance. “Order failure” may mean delay,
quantity shortfall, nonconformance or documentation error; “digital adoption” may range from mobile
payments to integrated process software; and “member participation” may describe attendance without actual
influence over decisions. An apparent cross-country relationship is uninterpretable if such constructs change
meaning across settings. Theory testing should register the anticipated direction of association, plausible lag,
relevant moderators and rival mechanisms before examining results. Where public secondary datasets cannot
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track firms over time or link orders to internal functional arrangements, the honest conclusion is that the data
are insufficient for a credible test, not that the proposition has been confirmed or falsified.

1.14 CHAPTER SYNTHESIS AND CONCLUSION

The modern enterprise is best conceived as an organized, institutionally embedded system of people,
capabilities, resources, decisions, contracts, and relationships. It creates value through both transformation
and exchange, may do so with or without an objective of distributing profit, and may organize activities
through a small owner-managed unit, an incorporated corporation, a cooperative federation, a public or
nonprofit entity, or a networked digital platform. Its boundaries emerge partly from transaction costs and
governance, but also from distinctive knowledge, institutional constraints, and external partner
complementarities. No single theory resolves these questions in every organizational setting.

The central lessons are connected. First, precision about the unit of analysis prevents misleading claims about
business size, informality, and performance. Second, the historical record cautions against treating the
multinational corporation as the inevitable endpoint of enterprise evolution. Third, ownership matters
because control rights, risk-bearing, and accountability differ, but ownership form alone does not guarantee
governance quality. Fourth, the productive significance of an input depends on how it is mobilized through
capabilities and processes. Fifth, business models require coherent value propositions, credible revenue and
cost logic, and adequate cash timing. Sixth, stakeholder value creation must be separated from who
appropriates benefits and who bears unpriced harms. Seventh, enterprise health demands multiple
interpretable measures and respect for nonnegotiable obligations. Finally, technology changes coordination
methods without abolishing uncertainty, responsibility, or the need for contextual judgment.

Rwanda's enterprise evidence makes these principles particularly concrete. Predominance of
microenterprises and widespread informality mean that business education must be useful where owners are
their own managers, transactions are small, capital is scarce, and organizational functions remain
concentrated in a handful of people. The Rwanda coffee cooperative case demonstrates a layered producer-to-
market enterprise, while MONDRAGON illustrates a more extensive cooperative network under different
institutional conditions. Neither is a universal blueprint. Their comparison supports a more durable
conclusion: the key managerial competence is to recognize the enterprise's actual dependencies, evaluate
feasible arrangements, and remain answerable for the value and harm that follow.

This foundational chapter deliberately stops at the threshold of specialized analysis. Chapter 2 develops
economic conditions and trade-offs; Chapter 3 examines formal ownership and regulatory obligations;
Chapter 4 establishes evidence literacy; and subsequent parts treat distinct business functions in detail.
Chapter 35 will return to the integration problem with the benefit of these specialized treatments. The
enterprise cannot be fully understood from one function, and no function can be responsibly managed without
understanding the system in which it operates.

1.15 KEY TERMINOLOGY

Business: recurrent provision or exchange of goods and services involving economic commitments and
commonly revenue.

Enterprise: organized productive undertaking that coordinates resources and obligations for a sustained
purpose.

Organization: coordinated social arrangement of participants, roles, decision rights, and processes.

Firm: relatively bounded unit coordinating economic activities and contractual relationships.
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Institution: formal or informal rule structuring human interactions, incentives, and enforcement.
Business function: analytically distinctive activity domain necessary for enterprise coordination and
performance.

Transaction cost: resource cost of identifying, negotiating, monitoring, adapting, and enforcing exchange.
Asset specificity: extent to which an investment loses value outside a particular relationship or use.
Resource-based view: theory emphasizing differences in enterprise resources and capabilities as possible
bases of advantage.

Dynamic capability: ability to reconfigure and renew organizational capabilities in changing conditions.
Stakeholder: party that affects or is affected by an enterprise's decisions, operations, or outcomes.

Value proposition: customer- or beneficiary-oriented explanation of the benefit an offering is intended to
deliver.

Business model: activity and revenue-cost architecture through which an enterprise creates, delivers, and
captures value.

Value capture: appropriation of a portion of value through revenue, wages, returns, fees, or other claims.
Externality: benefit or harm not fully reflected in the prices or transactions of directly involved parties.
Functional interdependence: condition in which the outcome of one function materially depends on
another's choices or capacity.

Enterprise health: multidimensional assessment of viability, effectiveness, integrity, adaptability, and
stakeholder impacts.

Informal enterprise: economic unit whose activity is not covered or is insufficiently covered by formal
arrangements, distinct from illicit activity.

Resilience: capacity to prepare for, absorb, adapt to, and recover from disruptions while preserving essential
commitments.

System boundary: analytically chosen distinction between an enterprise and external actors or conditions,
which may differ by purpose.

1.16 LEARNING ACTIVITIES, ASSESSMENT, AND EDUCATOR GUIDANCE

1.16.1 Foundational conceptual questions

Question F1 (LO1-L02): Using an example from Rwanda, distinguish a business activity, an enterprise, a firm,
an organization, and an institution; explain why confusing an establishment count with an enterprise count
can distort comparative analysis. Question F2 (LO2): Contrast Coase's explanation for firm boundaries with
the resource-based view, then identify a decision for which both explanations would be needed. Question F3
(LO3): Explain why formal incorporation, member ownership, and shareholder rights are not sufficient
evidence of responsible governance.

1.16.2 Applied cross-functional order exercise

Exercise A1 (LO4-L06): Kigali Harvest Distribution receives an order for 600 cases at RWF 15,000 each.
Assume variable cost of RWF 11,000 per case, a fixed monthly cost allocation of RWF 2,000,000 for the
product line, a 30-day customer payment term, and an input supplier requesting 50% payment before
shipment. Map at least eight functions and state the information required before the sales promise is
approved. Compute order revenue (RWF 9,000,000), variable cost (RWF 6,600,000), contribution (RWF
2,400,000), and surplus after the specified fixed allocation (RWF 400,000). Explain why the 50% supplier
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prepayment cannot be calculated exactly without knowing the supplier-only component of variable cost.
Identify at least four nonfinancial reasons the enterprise might revise or decline the order.

Exercise A2 (LO5-L0O7): Using the national figures in Section 1.11, explain why the 92.2% microenterprise
proportion in the Establishment Census and 87% informality in IBES 2024 answer different questions. Identify
denominators and years; propose an evidence-quality table before making a policy claim about enterprise
formalization. In the response, distinguish descriptive prevalence from a causal explanation for why firms are
informal.

1.16.3 Advanced comparative and research assighments

Assignment E1 (LO2, LO3, LO7): Prepare a 2,500-word critical paper comparing Kigali Harvest Distribution,
RWASHOSCCO, and MONDRAGON. Select three theories from Table 1.1; explain each one's assumptions,
mechanism, and expected observations. Design an ownership-accountability and value-distribution map for
each organization, distinguish documented facts from hypothetical inferences, and defend which concepts
could realistically transfer to a Rwandan cooperative without implying identical institutional conditions.
Include a table of source credibility and an explicit limitations section.

Assignment E2 (LO4-L07): Design a 12-month enterprise-health dashboard with no more than ten indicators
and a small diagnostic protocol for a hypothetical Rwandan SME. Define each numerator, denominator, source,
collection responsibility, frequency, target logic, and response to missing data. Demonstrate how a rising sales
metric could coexist with declining cash or worsening service. Propose a prospective research design to test
one of the propositions in Section 1.13, addressing selection bias and at least two rival explanations. A
defensible answer must not equate indicator association with causal proof.

1.16.4 Educator marking criteria and indicative answers

For F1-F3, award credit for conceptually nonoverlapping definitions, correct distinction between rules and
actors, and explicit recognition of theoretical limits; penalize generic statements that all organizations exist to
maximize shareholder profit. For Al, core numerical answers are RWF 9,000,000 revenue, RWF 6,600,000
variable cost, RWF 2,400,000 contribution, and RWF 400,000 after the stipulated fixed allocation. No valid
exact supplier prepayment follows from the data because variable costs include unspecified nonsupplier
components. Strong answers identify marketing, operations, quality, procurement, logistics, workforce,
accounting, finance, information systems, and governance as interacting functions.

For A2, full marks require describing the different official sources, years, coverage, and indicators rather than
converting percentages into a made-up population estimate. For E1, an appropriate 100-point rubric allocates
25 points to theoretical analysis, 20 to evidence and factual discipline, 20 to comparative organizational
diagnosis, 20 to critical transferability and ethics, and 15 to coherent writing and APA accuracy. For E2, use 25
points for indicator validity, 25 for causal and systems reasoning, 20 for professional feasibility, 15 for ethical
safeguards, and 15 for transparent methods and presentation. At postgraduate level, high distinction should
require explicit counterarguments and careful differentiation of observed data, interpretation, normative
judgment, and hypotheses.

A well-aligned teaching sequence begins with close reading of the competing theories, proceeds to the order-
mapping and cash-timing exercise, and culminates in the comparative assignment. Foundational achievement
is demonstrated by accurate distinctions, not memorized slogans; applied achievement requires computations
with explicit assumptions and identification of cross-functional consequences; advanced achievement requires
evaluating rival causal mechanisms, contextual transferability and stakeholder trade-offs. When using the
Kigali Harvest scenario, instructors should expressly remind learners that its facts are invented, encourage
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alternative defensible choices, and assess the quality of reasoning rather than a predetermined preferred
organizational form. Learners should not receive credit for presenting RWASHOSCCO or MONDRAGON
corporate descriptions as independently established causal effects.

1.17 FURTHER READING

Readers seeking the foundational explanation of organizational boundaries should begin with Coase (1937)
and Williamson (1979), then read Granovetter (1985) as a relational critique. For capabilities, compare
Penrose (1959), Barney (1991), and Teece et al. (1997). For purposes and accountability, use Freeman (1984)
and Donaldson and Preston (1995). For business-model integration and evolving technological forms,
compare Teece (2010, 2018), Zott et al. (2011), and Adner (2017). To apply these frameworks responsibly to
Rwanda, consult the methodological notes and defined populations in the NISR 2023 Establishment Census,
the 2024 Integrated Business Enterprise Survey, and the AFR 2024 FinScope release rather than relying on
extracted headline percentages alone.

REFERENCES

Access to Finance Rwanda. (2024). Rwanda FinScope 2024 report. https://alpha.statistics.gov.rw/statistical-
publications/business-establishment-finance-trade/finscope-survey-2024

Adner, R. (2017). Ecosystem as structure: An actionable construct for strategy. Journal of Management, 43(1), 39-58.
https://doi.org/10.1177,/0149206316678451

African Union. (2024). Protocol to the Agreement Establishing the African Continental Free Trade Area on Digital Trade.
https://au.int/en/treaties/protocol-agreement-establishing-african-continental-free-trade-area-digital-trade

Barney, J. B. (1991). Firm resources and sustained competitive advantage. Journal of Management, 17(1), 99-120.
https://doi.org/10.1177,/014920639101700108

Bloom, N, Eifert, B., Mahajan, A., McKenzie, D., & Roberts, J. (2013). Does management matter? Evidence from India. The
Quarterly Journal of Economics, 128(1), 1-51. https://doi.org/10.1093/qgje/qjs044

Brynjolfsson, E., Li, D., & Raymond, L. (2025). Generative Al at work. The Quarterly Journal of Economics, 140(2), 889-942.
https://doi.org/10.1093/qje/qjae044

Chandler, A. D, Jr. (1977). The visible hand: The managerial revolution in American business. Belknap Press of Harvard
University Press. https://doi.org/10.2307 /j.ctvjghwrj

Clay, D. C,, Bro, A. S., Church, R. A, Ortega, D. L., & Bizoza, A. R. (2018). Farmer incentives and value chain governance:
Critical elements to sustainable growth in Rwanda’s coffee sector. Journal of Rural Studies, 63, 200-213.
https://doi.org/10.1016/j.jrurstud.2018.06.007

Coase, R. H. (1937). The nature of the firm. Economica, 4(16), 386-405. https://doi.org/10.1111/j.1468-
0335.1937.tb00002.x

Donaldson, T., & Preston, L. E. (1995). The stakeholder theory of the corporation: Concepts, evidence, and implications.
Academy of Management Review, 20(1), 65-91. https://doi.org/10.5465/amr.1995.9503271992

Dyer, J. H., & Singh, H. (1998). The relational view: Cooperative strategy and sources of interorganizational competitive
advantage. Academy of Management Review, 23(4), 660-679. https://doi.org/10.5465/amr.1998.1255632

Freeman, R. E. (1984). Strategic management: A stakeholder approach. Pitman.

Friedman, M. (1970, September 13). The social responsibility of business is to increase its profits. The New York Times
Magazine. https:/ /public.websites.umich.edu/~thecore/doc/Friedman.pdf

Geissdoerfer, M., Savaget, P., Bocken, N. M. P,, & Hultink, E. ]. (2017). The circular economy - A new sustainability
paradigm? Journal of Cleaner Production, 143, 757-768. https://doi.org/10.1016/j.jclepro.2016.12.048

SIXBERT SANGWA « 32


https://alpha.statistics.gov.rw/statistical-publications/business-establishment-finance-trade/finscope-survey-2024
https://alpha.statistics.gov.rw/statistical-publications/business-establishment-finance-trade/finscope-survey-2024
https://doi.org/10.1177/0149206316678451
https://au.int/en/treaties/protocol-agreement-establishing-african-continental-free-trade-area-digital-trade
https://doi.org/10.1177/014920639101700108
https://doi.org/10.1093/qje/qjs044
https://doi.org/10.1093/qje/qjae044
https://doi.org/10.2307/j.ctvjghwrj
https://doi.org/10.1016/j.jrurstud.2018.06.007
https://doi.org/10.1111/j.1468-0335.1937.tb00002.x
https://doi.org/10.1111/j.1468-0335.1937.tb00002.x
https://doi.org/10.5465/amr.1995.9503271992
https://doi.org/10.5465/amr.1998.1255632
https://public.websites.umich.edu/~thecore/doc/Friedman.pdf
https://doi.org/10.1016/j.jclepro.2016.12.048

THE BUSINESS ENTERPRISE | CHAPTER 1

Granovetter, M. (1985). Economic action and social structure: The problem of embeddedness. American Journal of
Sociology, 91(3), 481-510. https://doi.org/10.1086/228311

Greiner, L. E. (1972). Evolution and revolution as organizations grow. Harvard Business Review, 50(4), 37-46.

Grossman, S. ]., & Hart, O. D. (1986). The costs and benefits of ownership: A theory of vertical and lateral integration.
Journal of Political Economy, 94(4), 691-719. https://doi.org/10.1086/261404

Hannan, M. T., & Freeman, J. (1977). The population ecology of organizations. American Journal of Sociology, 82(5), 929-
964. https://doi.org/10.1086/226424

Hart, 0., & Moore, ]. (1990). Property rights and the nature of the firm. Journal of Political Economy, 98(6), 1119-1158.
https://doi.org/10.1086/261729

Heinen, S. (2025). The political economy of building up a domestic agricultural value chain: Exploring success and failure
in coffee farming and coffee-processing in post-2000 Rwanda. The European journal of Development Research, 37(5),
909-933. https://doi.org/10.1057 /s41287-025-00710-y

International Cooperative Alliance. (n.d.). Cooperative identity, values & principles.
https://ica.coop/en/cooperatives/cooperative-identity

International Labour Organization. (2015). Transition from the informal to the formal economy recommendation, 2015 (No.
204). https://www.ilo.org/dyn/normlex/en/f?p=NORMLEXPUB:12100:0::NO::P12100_INSTRUMENT_ID:3243110

Jacobides, M. G., Cennamo, C., & Gawer, A. (2018). Towards a theory of ecosystems. Strategic Management Journal, 39(8),
2255-2276. https://doi.org/10.1002/smj.2904

Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, agency costs and ownership structure.
Journal of Financial Economics, 3(4), 305-360. https://doi.org/10.1016/0304-405X(76)90026-X

Kaplan, R. S, & Norton, D. P. (1992). The balanced scorecard: Measures that drive performance. Harvard Business Review,
70(1), 71-79. https://hbr.org/1992 /01 /the-balanced-scorecard-measures-that-drive-performance-2

Katz, D., & Kahn, R. L. (1966). The social psychology of organizations. Wiley.

Khanna, T., & Palepu, K. G. (1997). Why focused strategies may be wrong for emerging markets. Harvard Business Review,
75(4), 41-51. https://hbr.org/1997 /07 /why-focused-strategies-may-be-wrong-for-emerging-markets

Levinthal, D. A, & March, J. G. (1993). The myopia of learning. Strategic Management Journal, 14(S2), 95-112.
https://doi.org/10.1002/smj.4250141009

McKenzie, D., & Woodruff, C. (2017). Business practices in small firms in developing countries. Management Science, 63(9),
2967-2981. https://doi.org/10.1287 /mnsc.2016.2492

Mitchell, R. K., Agle, B. R,, & Wood, D. ]. (1997). Toward a theory of stakeholder identification and salience: Defining the
principle of who and what really counts. Academy of Management Review, 22(4), 853-886.
https://doi.org/10.5465/amr.1997.9711022105

MONDRAGON. (n.d.). About us. https://www.mondragon-corporation.com/en/about-us/

MONDRAGON. (2026). Continuous adaptation: Letter from the chair [2025 corporate performance overview].
https://www.mondragon-corporation.com/people/en/anual-report/letters-for-the-president/

National Agricultural Export Development Board. (2026). Rwanda coffee export revenues hit record $150m in 2025,
https://www.naeb.gov.rw/publications/news/rwanda-coffee-export-revenues-hit-record-150m-in-2025

National Institute of Statistics of Rwanda. (2025). Establishment census 2023. https://www.statistics.gov.rw/statistical-
publications/business-establishment-finance-trade/establishment-census-2023

National Institute of Statistics of Rwanda. (2026). Integrated business enterprise survey 2024.
https://www.statistics.gov.rw/statistical-publications/business-establishment-finance-trade /business-
establishment-finance-trade/integrated-business-enterprise-survey-2024

North, D. C. (1990). Institutions, institutional change and economic performance. Cambridge University Press.
https://doi.org/10.1017/CB09780511808678

SIXBERT SANGWA « 33


https://doi.org/10.1086/228311
https://doi.org/10.1086/261404
https://doi.org/10.1086/226424
https://doi.org/10.1086/261729
https://doi.org/10.1057/s41287-025-00710-y
https://ica.coop/en/cooperatives/cooperative-identity
https://www.ilo.org/dyn/normlex/en/f?p=NORMLEXPUB:12100:0::NO::P12100_INSTRUMENT_ID:3243110
https://doi.org/10.1002/smj.2904
https://doi.org/10.1016/0304-405X(76)90026-X
https://hbr.org/1992/01/the-balanced-scorecard-measures-that-drive-performance-2
https://hbr.org/1997/07/why-focused-strategies-may-be-wrong-for-emerging-markets
https://doi.org/10.1002/smj.4250141009
https://doi.org/10.1287/mnsc.2016.2492
https://doi.org/10.5465/amr.1997.9711022105
https://www.mondragon-corporation.com/en/about-us/
https://www.mondragon-corporation.com/people/en/anual-report/letters-for-the-president/
https://www.naeb.gov.rw/publications/news/rwanda-coffee-export-revenues-hit-record-150m-in-2025
https://www.statistics.gov.rw/statistical-publications/business-establishment-finance-trade/establishment-census-2023
https://www.statistics.gov.rw/statistical-publications/business-establishment-finance-trade/establishment-census-2023
https://www.statistics.gov.rw/statistical-publications/business-establishment-finance-trade/business-establishment-finance-trade/integrated-business-enterprise-survey-2024
https://www.statistics.gov.rw/statistical-publications/business-establishment-finance-trade/business-establishment-finance-trade/integrated-business-enterprise-survey-2024
https://doi.org/10.1017/CBO9780511808678

THE BUSINESS ENTERPRISE | CHAPTER 1

Noy, S., & Zhang, W. (2023). Experimental evidence on the productivity effects of generative artificial intelligence. Science,
381(6654), 187-192. https://doi.org/10.1126 /science.adh2586

Organisation for Economic Co-operation and Development. (2024). OECD Al principles [Updated 2024].
https://www.oecd.org/en/topics/ai-principles.html

Osterwalder, A., & Pigneur, Y. (2010). Business model generation: A handbook for visionaries, game changers, and
challengers. John Wiley & Sons.

Ostrom, E. (1990). Governing the commons: The evolution of institutions for collective action. Cambridge University Press.
https://doi.org/10.1017/CB09780511807763

Parker, G. G., & Van Alstyne, M. W. (2005). Two-sided network effects: A theory of information product design.
Management Science, 51(10), 1494-1504. https://doi.org/10.1287 /mnsc.1050.0400

Penrose, E. T. (1959). The theory of the growth of the firm. Basil Blackwell.

Porter, M. E. (1985). Competitive advantage: Creating and sustaining superior performance. Free Press.
Rwanda Development Board. (n.d.). Business registration. https://org.rdb.rw/business-registration/
RWASHOSCCO. (n.d.-a). About our company. https://www.rwashoscco.com/about/

RWASHOSCCO. (n.d.-b). Our farmers. https://www.rwashoscco.com/our-farmers/

Stabell, C. B, & Fjeldstad, @. D. (1998). Configuring value for competitive advantage: On chains, shops, and networks.
Strategic Management Journal, 19(5), 413-437. https://doi.org/10.1002/(SICI)1097-
0266(199805)19:5%3C413::AID-SMJ946%3E3.0.CO;2-C

Teece, D.]. (2010). Business models, business strategy and innovation. Long Range Planning, 43(2-3), 172-194.
https://doi.org/10.1016/j.1rp.2009.07.003

Teece, D.]. (2018). Business models and dynamic capabilities. Long Range Planning, 51(1), 40-49.
https://doi.org/10.1016/j.1rp.2017.06.007

Teece, D. ], Pisano, G., & Shuen, A. (1997). Dynamic capabilities and strategic management. Strategic Management Journal,
18(7), 509-533. https://doi.org/10.1002/(SICI)1097-0266(199708)18:7%3C509::AID-SM]882%3E3.0.C0O;2-Z

Whitley, R. (1999). Divergent capitalisms: The social structuring and change of business systems. Oxford University Press.
https://doi.org/10.1093/0s0/9780198293965.001.0001

Williamson, 0. E. (1979). Transaction-cost economics: The governance of contractual relations. The Journal of Law and
Economics, 22(2), 233-261. https://doi.org/10.1086 /466942

Zott, C., Amit, R, & Massa, L. (2011). The business model: Recent developments and future research. Journal of
Management, 37(4), 1019-1042. https://doi.org/10.1177/0149206311406265

SIXBERT SANGWA « 34


https://doi.org/10.1126/science.adh2586
https://www.oecd.org/en/topics/ai-principles.html
https://doi.org/10.1017/CBO9780511807763
https://doi.org/10.1287/mnsc.1050.0400
https://org.rdb.rw/business-registration/
https://www.rwashoscco.com/about/
https://www.rwashoscco.com/our-farmers/
https://doi.org/10.1002/(SICI)1097-0266(199805)19:5%3C413::AID-SMJ946%3E3.0.CO;2-C
https://doi.org/10.1002/(SICI)1097-0266(199805)19:5%3C413::AID-SMJ946%3E3.0.CO;2-C
https://doi.org/10.1016/j.lrp.2009.07.003
https://doi.org/10.1016/j.lrp.2017.06.007
https://doi.org/10.1002/(SICI)1097-0266(199708)18:7%3C509::AID-SMJ882%3E3.0.CO;2-Z
https://doi.org/10.1093/oso/9780198293965.001.0001
https://doi.org/10.1086/466942
https://doi.org/10.1177/0149206311406265

