
A-level employees, 89–90
ABC process, 89–90

emphasis, 91–92
purpose, 91

ABKO, partner, 93
Ablah, George, 93
Accountability, 80, 111, 126,

128–129, 132, 134
lack of, 81, 148–149

Activity
measuring, 39
opportunity cost, 109

Advancement, 81–82
Agency problem, 148–149
Aggression (destructive self-interest),

58
Agriculture

core capabilities, applying, 17
products traded, 167

American Chemical Society, UOP
donation, 7

Angel Soft®, 16
Anticipating, innovating, 64–69
Approval process, 87
Arrow, Kenneth, 94
Arthur D. Little, Inc. (ADL), 9
Asphalt business, 14
Assets, buying/selling, 67
Authorities, 131–133

B-level employees, 90
Barings Bank, problems (1995), 149
Bastiat, Frederic, 78–79
Bateson, Charles, 140
Beaverhead Ranch, transformation.

See Matador Cattle Co.
Behavior, norms, 78
Beliefs, Virtue and talents matrix, 88

Benchmarking, 67, 108–109
effectiveness, 109
measuring, 109

Beneficial culture, creating, 82–83
Bibliography, 181–184
Bodily-kinesthetic intelligence, 84
Bradford, William, 140
Brainstorming, 115

session, 116
Bureaucracy, 81
Business

ability. See Value creation
atrophy, 93
conducting, 150
evolution, 1 & ff.
exiting, 18
improvement, 103
innovation, 62–63, 67, 103
long-term success, 56, 93
measures, 102
processes, 63
product, differentiation, 106–107
role in society, 55–56
value, receiving, 65

Business Development Group,
growth, 15–16

origination, 68
Buzzwords, 42, 162

C-level employees, 90–92
Caffey, Bill, 13
Central planning, 58, 95, 113, 123,

132–133, 164
Challenge process, 80, 115–117
Change

cost/benefit, 107
difficulty, 43
embracing, 59–63
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Change, continued
principle, 80
rate, understanding, 103

Character, 141
Chemical business, 14
Chrysler Realty, 93
Civility, 78
Closed-ended expectations, 130
Columbus, Christopher, 30
Command-and-control behavior,

132–133, 160
Communication, effect. See Value

creation
Company

reputation, 47
vision, 60

Comparative advantage(s), 35–36,
48–49, 62, 87, 89–90, 93,
126–129, 133

Compensation
basis, 81–82
carryovers (positive and negative),

153
deferral, 145
form/amount/variability, 145

Competition
effect. See Price
erosion. See Profitability

Competitive advantage(s), 65–66
building, 92
of KII, 67

Competitive position, 37
Complexity, effect on analysis, 162
Compliance

audit, 116
improvement, 68
principle, 80

Constructive change, driving, 29
Constructive improvement, spirit, 115
Continuous improvement, 38

Deming, 38–39
Conversion, self-modifying act, 44
Convict ships, 140–141
Cookie-cutter approach, 129

Core capabilities, 17–18, 62, 65–66, 94
Corpus Christi refinery, 14
Cost. See Opportunity cost;

Value creation
-advantaged producer, 106
-based system, 111
reductions, 103–104

Cost/price/value (CPV) triangle,
105f–107

Creative destruction
process, 60, 61

driving, 116–117
Schumpeter, 28–29
vulnerability to, 64

Critical action, failure to take, 132
Crude oil

converting, 56
gathering, growth, 11–12

Culture
change, 45
creation, 82–83
guardians, 82

Customer(s)
changing values, 61
complaints, 64
focus, principle, 80
interest, 107
relationships, development, 60
satisfaction, 47

Decision making, 117
ability, 133
authority, 130–132
decentralized, 133

Decision Making Framework (DMF),
37–38, 67

applying, 132
complication, 161
intention, 161

Decision rights, 119 & ff.
applying, 126, 130–131
dimension, 26, 49, 67
expanding, 127
proximity, 132–133
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Deming, W. Edwards, 38
method, failed experiment, 39–40.

See Continuous improvement
Demonstrated preference, 34
Dens® wallboard, 16
Derivative models, 36
Destructive behavior, 160
Development Group. See Koch

Development Group
Diminishing marginal utility,

definition, 34
Disciplined freedom, 67, 113–114, 166
Discovery. See Personal knowledge

culture, building, 42
facilitating, 164
necessity, 166
process, 67, 70, 164
requirements for, 164
system, creating, 165–166

Dispersed knowledge, 59, 101, 114,
133, 164–165

Distribution channels, developing,
60

Diversity, 81, 84
Division of labor. See Labor
Dixie®, 16
DMF. See Decision Making

Framework
Due diligence, 67
DuPont, product creation/

development, 14.
See STAINMASTER®

Economic concepts, learning, 32–33
Economic failure, 142
Economic freedom

2005, 32f.
See Index of Economic
Freedom

prosperity, relationship, 31–32
Economic vs. political means, 45–46
Economic performance, measurement.

See Profit centers
Economic problem, solution to, 62

Economic reality, financial statements,
110–111

Economic thinking, incorporating, 38
Economic value, 34
Economics, laws of, 44–45
Einstein, Albert, 102, 117
Employee(s)

behavior, guiding, 81–82
development, 89–94
diversity, 81, 83–84
freedom, 130–131
ideas/creative energy, 133
importance, understanding, 146
incentives, 142
opportunities, discovering, 131–132
performance

differences, 133
improvement, 91, 154
rating, 87–92, 112, 153

personal improvement, 81–82,
154

profitability, 112, 154
proposals, approval, 132
reassignment/termination, 91
rewards, 49
risk-taking, 34, 80, 148–149, 166
selection, 83, 87–89
subjective, value, 145
supervisor, clear understanding

with, 130
Energy products traded, 167
Enlightened self-interest, 58
Entitlement, 81

avoiding sense of, 152
Entrepreneurial initiative, not exempt,

131
Entrepreneurship. See Principled

entrepreneurship
Environmental awards, 104
Environmental, Health and Safety

(EHS), 67
Epstein, Richard`, 57–58
Excellence, operations, transactions,

67
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Expectations, 130. See Closed-ended
expectations; Roles, responsi-
bilities and expectations

Experimental discovery, 61–62
encouraging, 152
Hayek, F.A., 61

Experiments
failed, 17
well-planned, 61, 152

Failure, not rewarding, 151–152
False advertising, gimmicks, 47
Feedback, 82, 129, 162–163
Fertilizer products traded, 167
Financial incentives, 141
Financial products traded, 167
Financial statements, preparing, 110–111.

See Economic reality
Fink, Rich, 18
Flexitray®, 10

related products, 10–11
Flint Hills Resources, 168
Forest products traded, 167
Form vs. substance, 42, 117, 160, 163
Forward-looking, 33
Free speech, 49, 112–117
Freedom, valuing, 112
Frost, Robert, 109
Fulfillment, 154

principle, 81

Gardner, Howard, 84–87
Georgia-Pacific (GP), 168

acquisition, 16, 68
Goods, trade, 100
Great Northern Oil Company

(GNOC), 9, 94
controlling interest, acquisition, 13

Guiding Principles, 80–81

Hanna, Bill, 13
Hardin, Garrett, 124
Harney, Mary, 142
Harper, F.A., ix

Hayek, F.A., 58–59, 77, 113–114.
See Experimental discovery;
Spontaneous order

Higher-valued opportunities,
capturing, 109

Hostile partners, need for separation
mechanism, 93

Human action, 144
Humility, 115

principle, 81

IBM®, 64
Improvement, pace of, 100–101
Incentives, 40, 135 & ff. See Financial

incentives; Perverse incentives
alignment, 150–152
annual compensation, 154
applying, 139
dimension, 26, 51
historical examples, 139–140
motivating, 143
perverse, 141
structuring, 144–145

Independent initiatives, mutual
adjustment, 113

Index of Economic Freedom, 31–32
Individual

application of the Science of
Human Action by an
individual, 48–49

authorities, variation, 133
Industrial mutation, 28
Information technology (IT), 108

customer predictions, 64
Initiative(s), 78, 80–81, 113, 131, 164
Innovation, 163–166

applications, 68
core capability, 67
ensuring, 123
pace, 100–101
risk-taking, necessity, 166

Integrity, 12, 18, 79
lack of, 45
principle, 80
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Intellectual honesty, 80, 115
Intellectual property, protecting, 61
Intelligence. See Multiple intelligences

definition, 87
kinds/forms, 83–84

identifying, 84
Interests

aligning, 142
conflicting, 148

Intermediate feedstocks, products
traded, 167

Internal functions, profitability
(measuring), 112

Internal markets
pioneering, 43
purpose, 111

Interpersonal intelligence, 85
Intrapersonal intelligence, 85
Investments, analyzing, 161–162
Invisible hand, 58–59
INVISTA, 14, 168
INVISTA Interiors, 62
IP (intellectual property) strategy, 67
Ireland, transformaton, 141–142

Jefferson, Thomas, 77
Joint venture, 93
Just conduct, rules, 40, 77–79

to function effectively, 78

Kaskade tray, 8
KCTG. See Koch Chemical

Technology Group
KII. See Koch Industries, Inc.
KMC. See Koch Materials Company
Knowledge

advancing, 114
coordination, mechanisms, 101
creation, 40

application/discovery, 101
generation, mechanisms, 99.

See Prosperity
principle, 80
proactive sharing, 117

processes, 95 & ff., 101
dimension, 26, 49, 67

specificity. See Role(s)
Koch, David, 15

shared vision, 94
Koch, Fred C., 5–12

engineering partner, 6
Soviet Union, 6

Koch, Harry, 5
Koch Agriculture Group, failure, 70
Koch Chemical Technology Group

(KCTG), 15, 168
Koch companies

global nature, increasing, 104–105
problems, 17
products traded, 167

Koch Development Group
creation, 40
focus on theory, 41
function, cessation, 43–44
internal markets, pioneering, 43

Koch Engineering
doubling, 10–11
500-fold growth, 15.

See Koch, David
Koch Exploration, 14–15
Koch Financial Corp., 1969 holding

company (interest pooling),
13–14

Koch Genesis, 16
Koch Industries, Inc. (KII)

asset sales, 65
building, 5
business failures, 18
business groups, 16, 168
businesses exited, 169
compliance program, 19
founding of, 5–12
future, 66
growth, 27–28, 44
investment in, vs. S&P 500, 27f
MBM, results, 26–29
NYMEX trader, 15
predecessor, 7
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Koch Industries, Inc., continued
rewarding results vs. roles, 152
vision, 66–67

Koch Industries MBM Capability,
43–44

Koch Materials Company (KMC), 110.
See Asphalt business

Koch Mineral Services, 168
Koch Nitrogen, 168

fertilizer, leader, 13
Koch Agriculture, 70

Koch Pipeline, 168
Koch Quantitative Trading, 168

Labor, division of, 127–128
Laws (enactment), 46–47
Linguistic intelligence, 85
Litwin, Harry, 10
Logical-mathematical intelligence, 86
Long-term contracts, 60
Long-term growth, 62
Long-term opportunities, 149
Long-term profitability

importance of useful information to,
151

maximizing, 79
Long-term profits, employee’s

contribution to, 43
Long-term success, keys, 163–164
Long-term sustainable profitability,

maximizing, 147
Long-term value, maximizing, 70
LYCRA® spandex, 14

Marginal analysis, 107–108
applying, 153

Marginal contribution, 153–154
Marginal utility, 34
Margins, 103
Market economy, 58

effectiveness, 117
requirements and results, 134
success, 99

Market principles, influence, 40

Market signals, 99, 178
internal, 111

Market system, private property
(basis), 123

Market-Based Management® (MBM®)
application, 19, 66–67, 160
application of the Science of

Human Action by an
organization, 48–49

discipline, 70
effectiveness, 82
unproductive tendencies, 43

core capability, 67
definition, vii
dimensions, 18, 26
framework

codifying, 40
developing, 29

Guiding Principles, 48, 79
embracing, 117
listing, 80–81

holistic approach, 25
lessons, 25, 157
misapplications, 160–163
models, 67

partial list, 170–171
origins, 29–44
pitfalls, 159–163

avoidance, 162–163
power, loss, 38
practicing, 44–47
Problem-Solving Process, 44
results, getting, 42–43
theory. See Science of Human

Action
theory/practice, integration, 40
Toolkit, breakthrough, 44
understanding, 5

Marshall, Elaine, 94
Marshall, Pierce, 16, 94
Marshall II, J. Howard, 9, 94

GNOC interest, acquisition, 13
Koch Financial interest, exchange, 14

Marx, Karl, 152
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Maslow, Abraham, 147, 154
Matador Cattle Co., 16

Beaverhead Ranch, transformation,
103–104

Koch Agriculture, 70
MBM. See Market-Based

Management
Measures, 102–107.

See Profitability; Benchmarking;
Opportunity cost

developing, 104
quantitative and qualitative, 103

Mental models, 30–31
quality, 30
reality, relationship, 30
teaching methods, 38

Metals, products traded, 167
Minerals, products traded, 167
Mises, Ludwig von, ix, 30, 144
Missed opportunities, value, 148
Moeller, Joe, 14
Moynihan, Daniel Patrick, 31
Multiple intelligences, 84–87
Multi-year rolling profit-based

incentives, 154
Musical intelligence, 84
Mutual self-interest, 57

Natural gas liquids, products traded,
167

Naturalist intelligence, 86–87
New York Mercantile Exchange

(NYMEX) trader, 15
Non-financial incentives, 145–147
Non-profit organizations, 160
Notes, 173–180

Objectivity, need for, 109
Operations Excellence, 62, 65–66

core capability, 67
Oppenheimer, Franz, 45
Opportunity

capturing, 66
cost, 33, 109–110

determination, analysis, 60
discovering, 131–132
missed, 148

Organization
culture, determining, 79–80
multiple roles, 130
profitability, 59

Pareto charts, usage, 38
Partners, selection, 92
Partners, values (incompatibility), 93
Partnership, separation mechanism, 93
Patent Club, 6

lawsuits, 7, 10
Patents, usage, 61
People, lives (quality), 32, 139
Per capita GDP (2005), 32f
Performance

feedback, 81–82, 112
improving, 39
reviews, 129

Personal knowledge
development of, 41–42

Perverse incentives, 147–150
resisting, 141

Petrochemical products traded, 167
Petroleum products traded, 167
Petroleum/tanker (trading), problems,

17
Pilgrims, 140–143
Pipelines, building and buying, 12
Planned economies, 133
Play-it-safe culture, 148
Plytanium® plywood, 16
Point of view, 66–67
Polanyi, Michael, 30, 44, 113.

See Personal knowledge;
Republic of Science;
Puzzle solving

Political vs. economic means, 45–46
Porter, Michael, 106
Portfolio optimization, 67
Possession, right of, 57
Potential buyer, valuation, 106
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Price
CPV triangle, 105
lowest common denominator, 106
measures, 102
reduction, competition effect, 36
seekers vs. takers, 106–107

Price-setting mechanism, 36–37f
Principled Entrepreneurship™, 79,

131–134
culture, creating, 144
essence, 132
practicing, 143
principle, 80

Prioritization, 69–71
Private property, 123–126
Problem-Solving Process, 44
Process technologies, 15
Product(s)

development, 63–64
differentiation, 106–107
innovations, 63
internal transfer, 111
life cycle, 62–63f
performance, 104–105
traded, 167

Production
benefits from trade, 100
specialization, 35

Productivity, improvement, 100
Profit and loss, 99, 102, 111, 123,

134, 162–163
Profit centers

economic performance, measuring,
112

identification/creation, 110–111
Profit incentive, 139
Profit maximizing, 60–61
Profitability

competitive erosion, 60
damage, cost-cutting, 104
maximizing. See Long-term

profitability
measures/measuring, 102, 109, 117
understanding, 66

Profitable activity, 109
Project analysis process, 161
Promises, performance, 57
Property rights, 49, 124–128

clearly defined, 146
dependable, 49, 125
problems, 124
role, prosperity, 40

Prosperity
enhancement, 35
free speech, 112
knowledge, effect, 101
relationship, 32f
undermining, 78–79

Public Sector
core capability, 67
retooling, KII, 18–19

Pure Oil, 9
Puzzle solving, Polanyi, 165

Quality-adjusted cost, 112
Quality/cost relationship,

improvement, 61
Quilted Northern®, 16

Real long-term value, maximizing, 149
Real value, creation, 47, 79

ability, 44, 83
Refined products traded, 167
Regulation/litigation, impetus, 45
Regulatory requirements, effect, 162
Republic of Science, 113–114
Reputation, 47
Requirements of action, 144
Research and development (R&D),

63, 67
Respect

principle, 81
workplace culture, 114–115

Responsibilities. See Roles, responsi-
bilities and expectations

Results
measures, 102–107
rewarding, 26, 150–152
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Risk profile, 145
Risk-adjusted present value, 69
Risk-adjusted profit, maximizing,

143
Risk/reward, effect, 162
Rock Island Oil & Refining Co., Inc., 7

name change, 9
Role(s)

determining, 129.
See Comparative advantage

job title, 129
skills/knowledge, 88f

Roles, responsibilities and
expectations (RR&Es),
128–131

continual reassessment, 35
Root-cause analysis, 38
Rule(s)

just conduct, 40, 50, 77–79
law, 59, 78

Salary, advance payment, 154
Sales agents, payment, 142–143
Schumpeter, Joseph, 28–29, 60.

See Creative destruction
Science of Human Action, 21 & ff.

applying, 19, 32–33, 47
MBM theory, 25
study of, 25

Science of Liberty, 47
application of the Science of

Human Action in society,
48–49

Scientific community, standards/
norms, 114

Scorecards, 43
Secrecy/contracts, 61
Self-coordination, 113
Self-interest, 57–58, 141
Self-modifying act of conversion, 44
Self-serving behavior, 160
Separation mechanism, 93
Skills. See Role(s)
Smith, Adam, 57, 58, 113–114

Smith, Vernon, 57
Societal well-being, 44
Society, problems, 124
Southwest Airlines, 109
Soviet Union, 6
Spatial intelligence, 86
Specialization, 126
Spontaneous order, 58–59
Spot bonuses, 154
STAINMASTER®, 14

development, 62
product life cycles, 63f

Standard & Poor’s (S&P) 500, 27f
Statistical process control, 38
Structured products traded, 167
Subjective value, 34, 106, 142, 145
Sun Oil, 14
Sunk cost, 33, 108
Supplier/innovator, interest, 107
Supply contracts, 60
Surplus capacity, 36

Talents, 83–89. See Virtue and talents
selection and development,

importance, 92
Team(work) 35, 80, 83–84, 91–92,

145, 166
Technology networks, 67
Theoretical grounding, necessity, 41
Three-dimensional world, mental

model, 86
Time preference, 145–146
Tocqueville, Alexis de, 57–58
Top-down decision-making,

132–133
Total value, CPV triangle, 105
Trade, foundation of, 99–101
Trading

centers, 100
core capability, 67
effects of, 68

Tragedy of the commons, 124–125
Transaction Excellence, 66

core capability, 67
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Trust
building, 47
partners, 14, 16, 94
lubricant of social systems, 94
undermining, 147
workplace culture of, 114–115

Truth
belief in, 30
getting results with, 115
on our side, 115
regarding incentives, 141

Union Oil, 13
Universal Oil Products Company

(UOP), 6
donation to ACS, 7

Value
bets, capturing, 67
destroying/damaging, 44, 56
forgone. See Opportunity cost 
generating, 13, 56
maximizing, long-term, 35, 70, 91,

101
subjective, 32, 34, 57, 61, 64, 142.

See Employee, rewards
Virtue and talents matrix, 88f

Value creation, 55–57, 101
analyzing, 151
by a business, 55–57
communication, resulting in, 116
cost as a component of, 104
culture, policies/practices, 81–82
determining, 110–111
for customers, 106
incentives, 143–144

measuring, 103
principle, 80
producers vs. predators, 45–46
requirements for, 132
vision, 59–60, 65.

See Innovation
Values and beliefs, 79, 88f
Varner, Sterling, 11
Virtue, culture of, 79–80
Virtue and Talents, 73 & ff.

dimension, 26, 48, 67
matrix, 88f

Vision, 51 & ff.
See Value creation

changing, 71
creating, 65
developing, 59, 60, 65

nonlinear process, 70–71
dimension, 26, 48
innovation, change, 164
shared, 71, 92–94

Waste, 39, 110, 113
Well-being, 99
Whately, Richard, 115
Whole vs. parts, 38, 41–42, 159–160
Wildlife Habitat Council, 104
Will, George, 61
Winkler-Koch Engineering Co., 6–7,

10
Wood River Oil & Refining Co., Inc.,

7–8
Wooden, John, 110
Writedowns, 149

Zink, John, 105
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