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Preface:
The Alternative to Tyranny

It 1s fashionable today to talk of a revolt agamst authonty and to proclam
that everybody should *do his awn thing * This. then, 1 have to admut, 18
2 most unfashionable book. It docs not talk about nights. It stresses respon-
sibthty Its focus s not on dotng one s own thing but on performance.

Our soctety has become, within an ncredibly short fifty years, a society
of institutions It has become a pluralist society tn which every major soctal
1ask has been entrusted 10 large orgamzmanions—{rom producing econamic
goods and services to health care, from social secunty and welfare to
education, from the search for new knowledge to the protection of the
natural environment.,

It 1s understandable that the sudden realization of this change 1 the
crystal structure of society has evoked an angry response, “Down with
arganization™ But 1t 1s the wrong response. The alternative to autonomous
mstitutions that function and perform 1s not freedom It 1s totalitanan
tyranny

Our society 1s nether willing nor able to do without the services that only
the institutions can provide. And the most vocal among our modern Lud-
dites, the would be mstitution wreckers, the highly educated young peopls,
are even less able to do without the largs organizations than the rest of s,
Forit1s only 1n the large orgamizations that there exst plentiful opportuni-
ties to make 2 biving through knowledge, to make a contribution through
knowledge, and to achieve through knowledge.

If the institutions of our pluralist society of mstitunons do not perform
0 responsible autonomy, we will not kave individualism azd 2 society 1n
which there 1s a chance for people to fulfill themselves. We wall instead
mpose on 1 pl: i which ro one will be 2}
lowed autonomy We wall hase Stal; rather than pant demoe-
racy, let alore the joyful spontenety of domg cac’s own thine To
the brly altermete, pon y 2 one’s own thirz Tymanoy

€ 1o strong. performmg autonorons mstestiens. Ty

=3
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2nny substnutes one absolute boss for the pluralism of competing mstitu-
tizzs. 1t substitutes terror for responsibility It does indeed do away with
the ‘bat only by sub all of them in the one all-embracing
bureanzrzny of the apparst. It does produce goods and sernices, though
oaly fitfully, wastefully, 212 low kevel, and at an enormous cost i suffenng,

Eumlation, and To maleour perform
antonomonsly, and on 2 fagh level of 2chy t 15 thus the only safe
of freedom and digmty mn the plurahst socety of mstitunions.

Bat it s 2nd that make perform

P 2, 15 the alternatve 1o tyranny and our
only protection azainst it

Magzgement 1s work, and as such 1t has 5ts own skalls, its own toals, its
own teckmiques. A good many skills, tools, and techmques are discussed in
ths book, 2 few m some detail. But the stress 1s not on skalls, tools, and
techmiques It 1s not even o the work of management It s on the tasks

For management 15 the organ, the Ife-giving, acting dynamuc organ of
the mstitution 1t managss. Without the mstitution, e.g, the business enter
prise, there would be no But without there
would also be only 2 mob rather than an institution. The mstitunion, 1n turn,
15 1tself 2n organ of socizty and exists only to contnbute a needed result to
socety, the economy, 2nd the indmdual. Organs, however, are never
defined by what they do, let alone by how they do 1t. They are defined by
therr contribution.

Most books on management are books on the work of managemsnt They
look 21 management from the inside Thus book starts with the taske It
looks at management first frorm the outs'de and studies the dimensions of
the tasks and the requirements in respect tc each of them (Part One) Only
then (in Part Two) doss it turn to the work of the organization and the skills
of management, and (in Pant Three) to top management, uts tasks its
structures, and 118 Str2ICZIES.

1 myself kave for many years been decply interested in the management
sciences, that 1s, 1n the manager’s logical and analytical tools. But there are
o equations 1n this book, no graphs, no mathematical formulas, not even
2 table. The stress throughout the book 15 not on how 10 do, let alone on
how to make the tools 1o do 1. Even when discusaing skills, even when

ther sciences th Ives, the stressis on
ments and results. This book 5 task focused throughout.

Thus book ts also manager focused. The starting point was the question
What docs the ranager have to know, or at least 0 understand 1o be equal
1o hus task?
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The many, many books on management are skill-focused, disciphine-
focused, or function-focused They deal with one aspect of a manager's task
They may deal with managing a business or a hospital or with managing
people, with toals, ¢ g, controls, or with specific problems They deal with
the author's particular area of concern or expertise, rather than with the
tasks of the manager

Thts book was d d to be differ It was designed to take as starting
pomnt and as pnnaiple that informs the entire work the manager's needs
rather than the author’s own knowledge or special areas of interest This
explains what 15 included and what 1s left out

This 15 a long book—though I dishike Jong books And yet tt 15 not a
comprehensive book, but highly selective A good many readers, [ am sure,
will complatn that this or that important topic ss not even mentioned many
more will undoubtedly cnticize the author's decision 1o stress one topic
while playing down another

Undoubtedly the author's own judgment and his own preferences played
apart But I have at least tried to decide what belongs in this book and how
much importance to give to 1t by an objective st of entera, developed as
the result of years of working closely with managers on all levels, with
managers in large and small b and with sinb and
in nonbustness service institutions What every manager needs to know has
been included 1n this book What not every manager needs to hnow, how-
ever important or nteresting, has been cxcluded, or at least given only
cursory treatment This explains why such topics as “Managing Money in
the Business” or “From Selling to Marketing”"—t0 name two chapters [ had
tn my first draft—are not to be found 1n the book, or why, to give another
example, the management sciences are treated in one short chapter only It
explains, however, why a good deal of space has been devoted to top
management and to the relationships between structure and strategy—
topics that are not commonly considered 1n a book on management

It was not my intention 10 include every problem any manager might
concewvably have to face But it was my mntention to include those areas of
concern with which all managers can expect 1o deal and 1n which all
managers have to be hiterate regardless of their functional background, the
mission and purpose of their institution, or the size of their organization

And this, then, meant a big book, since the manager’s job ts big, and the
management tasks demanding

M the book throughout, 15 a disciphine, or at least

1s capable of becoming ane It 1s not just common sense It Is not Just
codified expertence It 1s at least potentially an organszed body of knowl.
edge This book tnes to present the fittle we know so far But it also tries
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to present the much larger body of our organized gnorance, that 1s, the
areas 1n which we know that we need new knowledge, 1n which we can
define what we need—but 1n which we do not as yet possess the knowledge

Indeed, these areas of orgamized 1gnorance are perhaps the core of this
book Forin weh: learly outg! thek ledge that had
been painfully amassed 1n what one tmght call the Heroe Age of Manage-
ment—the fifty years before World War 1I—by a few men and women
workng mostly in 15alation and sustained by viston and faith rather than
by pubhic acclaim It was this knowledge that the management boom of the
twenty-five years between World War II and 1970 populanzed, dis-
seminated, and made effective over most of the world

Now we know that even inthe areas i which we have 2 hitle knowledge,
we do not know enough There are new tasks in these areas for which we
are not yet equipped with tested, pmven appmachcs and tools New areas
of chall and new have anisen, where we have
done little work so far and where we. havc so far only 1gnorance rather than
even a modicum of knowledge

Thus book attempts to identify and define these areas But it also attempts
to develop at least first approaches to these areas, to think through policies,
principles, and practices to accomplish the new tasks and to satisfy the new
challenges This book tnies to equip the manager with the understanding,
the thinking, the knowledge, and the skulls for today’s and also for tomor-
row's Job

While 1sad 1 that 1s, an body of knowl-
edge and as such applicable everywhere—it 1s also “culture ™ It 15 not
value-free science Management 1s a social funcuon and embedded n a
culture—a society—a tradition of values, customs, and beliefs, and 1n gov-
ermmental and political systems Management is—and should be—culture-

d, but, i turn, and shape culture and

soctety

From the M. asa
discipline and management as a pracuce were lacklcd from the beginning
by men of many nationalities and races It was a temporary aberration 1n
the years of the management boom to forget this and to believe nstead—
agamst all evid that was an A specialty, of not
an American invention Today 1t 1s obvious again that management 1s
polycentnic The management boom has not Amencanized management It

has left fund: 1 national ch h h the
world, such important areas, for wnstance, as the relationship between gov-
emment and business the fund. Is of people,

or the structure of top management There surely 1s no “management gap™
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today between Western Europe or Japan, and the United States (f there
ever was one)

This book 1s based on my expenience, especially as a consultant, and
mainly 1n Amenca, or at feast with Amencan businesses and public-service
institutions 1 have consciously attempted during the last fiftcen years to
expand my honzon and to work with managements outside the United
States (especially tn Great Brtain, Western Europe, Japan, and Latin
Amenca) | have tried to study management outside the United States as
well asinside While the book still has 2 strong Amencan llavor—inevitably
so—I have tried to relate 1al tasks, 1al work, 1l
OfE; 1on, and nal app hes to culture and society and to
present, espectally 1n the examples and illustrstions, management as world-
wide rather than as confined to this or that country

1 have particularly stressed the Japanese experience—not only because
far too few managers 1n the West und d Jap and
organization, but also because an understanding of the often very different
ways 1n which Japan, the only non-Western developed country, tackles a
common task (e g, the determination of profitability, the organization of
work and workers, or the making of decisions) may help the Western
manager to understand better what he himself 1s trying to do * The basic
conviction of this book throughout 1s that each country's managers can and
need to learn from the best others have 1o offer

g 1s tasks M 15 a phne But 2 15
also people Every ach of ts the agl nt of a
manager Every failure 1s a fatlure of a manager People manage rather than
“forees™ or “facts " The vision, dedication, and integnty of managers deter-
mine whether there s or

There are no anecdotes 1n this book, every illustration or example 1s
intended to dnive home an essential point But in presenting cases and
esamphes, 1 have also tned to make the reader aware of the men, and
especially of the practicing managers, who first tackled major management
Jobs Georg Siemens of the Deutsche Bank, for instance, first working out
a century ago the function and structure of top management, Theodore N
Vail of the Amernican Telephone Company, a hittle later, first thinking
through “What 15 our business?”, or Thomas Watson, Sr, trying—and at

the same time not trying—to make his little IBM become capable of grow-
tng nto a big company

*For this reason I have also included 2 separate listing of books on Jzpanese mansgement
10 the Bibliography
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But the book always tries to integrate man 2nd task. It tnies to deal with
objective and impersonal tasks but also with the human requirements, skuls,
and basic attitudes needed to perform these tasks “Le spyle c'est 'homme™
may apply to 2 wniter But 1 other pursuits style tends to be manner rather
than substance There 1s not much talk of style in this book. But there 1s
stress on character

In the fast analysis management 1s practice Its essence 18 not knowing
but doing Its test 1s not logic but results Its only authonty 1s performance
Ths 1s therefore not a philosophical book even though 1t deals with funda
mentals It grew out of practice And it ccmtrs on pracnce

“From \ Boom to * " 1s the title of
the introductory section of this book. It could hzve been the title of the book
uself In the next decades managers will have 10 meet far greater perfor
mance demands than most of them can envisage, and n alf areas. A great
deal more will depend on their performance than the prospenty or even the
survival of therr own company or wnstitution  For, to repeat, performing

of our 1s the only al to tyranny in our
plurahstic soctety of institutions

And the atm, the mouve, and lhe purpose of this book are to prepare
today’s and s

In 1ts aim, 11s scope, and its appmach this book differs from my earher

management books Concept of the Corporation (New York, John Day,
1946, new edition 1972, Bntish edition, London, Heinemann, 1946 under
the ttle Big Business) The Practice of Management (New York, Harper &
Row, 1954, London, Hetnemann, 1955, and 1n Mercury and Pan paper-
backs);, Managng for Results (New York, Harper & Row, 1964, London,
Hememann, 1964, and in Pan paperback), and The Effective Executive
(New York, Harper & Row, 1966, London, Hememann, 1966, and i Par
paperback) But Management, while 1n every respect a new book, did, of
course, evolve out of my earlier work And I have not hesitated to draw on
my earher work where appropnate.

The heaviest debt 1s owed to The Proctice of Management. Direct bor-

~ rowings from this earher book are confined to a few pages tn Chapters 4,
5, 6,7, 34, and 36 But Chapters 20, 29, 31, and 50 also develop rdeas that
were first presented 1n The Pracuice of Management. At the most, however,
such matenal accounts for one twentieth or so of the text of this new

1 d primanly for ba pts such as the question *What 1s our
bustness”™, Business Objectives Management by Objectives and Self Con
trol and the ¢lements in the work of the manager, which were first intro-
duced n Practice of Management twenty years ago and have stnce become
fundamental tenets of management and ey concepts
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A word might be said about the use of cases and examples 1n this book
Wherever a company (or a public-service agency) 1s 1dentified by name in
the book, everything 1n the example or illustration 1s taken from published
and umwversally accessible soufces, whether the company's own statements
and reports or reports on 1t in the public press The interpretation in every
case 15, Of course, ming, but the facts are 10 the public doman Wherever
a company—or an mdustry—1s not specifically identsfied by name 1 have
used—always with the company’s knowledge and consent—private tnfor-
mation, whether obtained 1n the course of consulting work or, more often,
through personal acquatntance, discussions tn management meetings and
semunars, of private correspondence In every such case the company (or
industry) has been so carefully camouflaged that even people in the com-
pany ttself will probably not recogmize it The one thing the reader can be
sure of if he reads of a *hardware manufacturer in the Amencan Midwest™
1s that the company 1s not a hardware manufacturer and 1s not located in
the Midwest The facts given in the illustralion are reported fathfully and
accurately the speaific company where they occurred 15 catefully con-
cealed

v
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INTRODUCTION

FROM MANAGEMENT BOOM
TO MANAGEMENT
PERFORMANCE

m—

The emergence of management in this century may have been a
pivotal event of hustory It signaled a major transformation of soctety into a

P soctety of of which 74 are the effective or-
gans. Management, after mare than a century of development as a practice
and as a discipline, burst into public in the boom

that began after World War 11 and lasted through the 1960s. What has the
boom accomplished? What have we learned? And what are the new knowl.

edges we need, the new challenges we face, the new tasks ahead, now that the
management boom is over?
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And what was then considered a giant business would stnke us today as
very small indeed

The octopus which so fr the of today’s An
Rockefeller’s grant Standard Od Trust, was split nto fourteen parts by the
U.S Supreme Court m 1911 Thurty years later, on the eve of Amenca’s
entry tnto World War II, every smgle one of these fourteen Standard Onl
daughters had become at least four times as large as the octopus when the
Supreme Court divided 1t—n employment, 1n capital, in sales, and in every
other aspect. Yet, among these fourteen there were only three major ot
compames—Jersey Standard, Mobil and Standard of Califorma. The other
eleven were small to fair-suzed, playmg lttle or no role i the world
economy ard only a imrted role 1n the US economy

‘While business has grown mn these seventy years, other institutions have
grown much faster There was no university 1n the world before 1914 that
had muoch more than 6 000 students—and only a handful that had more
than 5000 Today the university of 6 000 students 1s a pygmy; there are
even some who doubt that gt 1s viable. The hospital, simularly, has grown
from a marginal msutution to which the poor went to die into the center
of health care and a giant tn 1ts own nght—and 2ls0 mto one of the most
complex social institutions around. Labor untons, research institutes, and
many others have similarly grown to giant size and complexity

In the early 1900s the axtizens of Zunch built themselves a splendid Crey
Hall, which they confidently beheved would serve the needs of the aty for
all ame to come. Indeed, 1t was btterly attacked by conservatives as gross

if not as Government 1n Switzerland has

grown far less than 1n any other country in the world. Yet the Zunch City
Hall Tong ago ceased to be adequate 1o house all the offices of the ety
administration By now these offices occupy ten times or more the space
that seventy five years ago scemed so splendid—if not extravagant.

The Employee Society R

The cttizen of today 1n every developed country 1s typrcally an employee.
He works for one of the msututions. He Jooks to them for his hivelihood.
He looks to them for his opportumities. He looks 10 them for access to status
and function 10 society as well as for personal fulfillment and achievement.

The ertizen of 19001f employed worked for a small famuly type operation,
the small pop-and mom store employing a helper or two the famuly
houschold, 21d s0 on And of course, the great majonity of people 1n those
days, except in the most highly industnalized countries—such s Bntain or
Belpium—worked on the farm.

Our society has become an employee society In the early 1900s people
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asked, “What do you do?” Today they tend to ask, “Whom do you work
for?”

We have neither political nor social theory for the society of institutions
and 1ts new pluralism It 15, indeed, patsble with the political and
social theones which still dominate our view of society and our approach
to political and soctal 1ssues We still use as political and social mode} what
the great thinkers of the late sixteenth and seventeenth centunes, Bodin,
Locke, Hume, and Harnington, codified the soctety which knows no power
centers and no autonomous nstitution, save only one central government
Reality has long outgrown this model—but 1t 15 still the only one we have

A new theory to fit the new reality will be a long time coming For new
theory, to be more than 1dle speculation and vague dreaming, must come
after the event It codifies what we have already learned, have already
achieved, have already done But we cannot wait till we have the theory we
need We have to act We have to use the httle we know And there 1s one
thing we do know management 1s the specific organ of the new institution,
whether bustness enterpnise or untversity, hospital or armed service, re-
search lab or government agency If institutions are to function, manage-
ments must perform

The word “management” 1s a singularly difficult one It 15, 1n the first
place, specifically American and can hardly be translated into any other
language, not even mto Bntish Enghsh It denotes a function but also the
people who discharge it It denotes a social posttion and rank but also a
disciphne and field of study

But even within the American usage, management ts not adequate as a
term, for other than b do not speak of management or
managers, as a rule Universities or government agencies have administra-
tors, as have hospitals Armed services have commanders Other 1nstitu-
tions speak of executives, and so on

Yet all these ons have 1n the fi the
management task, and the management work All of them require manage-
ment And i all of them, management 1s the effectrve, the active organ

The 1nstitution 1tself ss, 1n effect, a fiction It 1s an accounting reality, but
not a social reality. When this or that government agency makes this ruling
or ths decision, we know perfectly well that it 1s some people withun the
agency who make the ruling or the deciston and who act for the agency and
as the effective organ of the agency When we speak of General Electric
closing a plant, 1t 1s not, of course, General Electnc that 15 deciding and
acting, 1t 1 a group of managers within the company

Georg Stemens, who built the Deutsche Bank into the European con-
tinent’s leading financial institutton 1n the decade between 1870 and 1880
(see Chapter 49, “Georg Siemens and the Deutsche Bank™), once said,
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“Without management, a bank 1s so much scrap, fit only to be hquidated

‘Without Institution there 15 no But without
therc 1s no mstitution Management 15 the specific organ of the modern
institution It s the organ on the of which the perft and

the survival of the nstitution depend

Management Is Professional

‘We further know that 1s independent of hip, rank,
or power It 1s objective function ang ought to be grounded in the responst-
buisty for per It p sional 1s a function, a
discipline, a task to be done, and managers are the professionals who
practice this discipline, carry out the fi and these tasks
It 15 no longer relevant whether the manager 1s also an owner, 1f he 1s, 1t
1s 1ncidental to his main function, which is to be a manager Euchi Shibusa-
wa's Confucian wdeal of the “professtonal manager™ 1n the early days of
modern Japan (see Chapter 2) has become reality And so has Shibusawa's
bastc 1asight that the essence of the manager 1s nesther wealth nor rank, but
responsibility

From Business Society to Plurahsm

The rhetonc of the New Left talks of our society as being 2 big business
society But this s as outdated as the rhetonc of the New Left 1s altogether
Sociely In the West was a business socicty—seventy-five years ago Then
bustness was, mndeed, the most powerful of all iastitutions—more powerful
even than some governments Since the turn of the century, however, the
importance of business has gone down steadily—not because business has
become smaller or weaker, but because the other mstitutions have grown
so much faster Society has become pluralist -

In the United States tn the 19705, no businessman compares in power or
wisibtlity with the tycoons of 1900, suchasJ P Morgan, John D Rockefel-
Jer, or—a little later—Henry Ford Few people today even know the names
of the chief executive officers of America’s biggest corporations, the names
of the tycoons were household words Not even the largest corporation
today can compare in power and even tn relative wealth with those tycoons
who could hold the US government for ransom

Tt makes lutle sense to speak of the “military-industrral complex * The
ugh level of defense spending 1n the United States has for many years been
an econormic depressant It would make more sense to speak of the “mili-
tary-umversity complex ™ No bustness today—in fact, no business n
American history—has a fraction of the power that today's big unwersity ~
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has By granting or denying admission of the college degree, the university
grants or dentes access to Jobs and livelihoods Such power no business—
and no other nshtution—ever had before 1n Amerncan history Indeed, no
cather wnstiution would ever have been permutted such power
In Europe things are only shightly different Business careers have become
respectable 10 a degree unknown in 1900 They have gained equality with
carcers tn government, 1n academic life, or 1n the military~—ail of which
ranked soctally much hugher seventy-five years ago But sull there 1s no one
tn Erench business today whose influence and power can compare with that
of the DeWendel family of steelmakers 1n the France of the Third Repubhic,
or with the power which a few families of the Haute Banque exercised
through their controt of the Banque de France and of French money and
credit policy There 15 no businessman and no bustness enterprise 1n Ger-
tnany today that can compare 1n power and infiuence with the Krupps and
other steel barons of 1900, ar with [ G Farben 1n the 1920s There 1s no
b in today's England who can compare i power and
influence with the merchant banking farmhies who, almost down to the
1930s, ran the Bank of England and, through 1, the Bntish Treasury, as
family fiefs
Of all contemporary societies, Japan can most nearly be described as a
society B has greater infl 1n Japan than
n any other developed country But even in Japan, there 15 no business
manager today and no business enterpnse whose power and influence stand
companson with the power and influence which the great Zaibatsu concerns
of 1900 or 1920—) bishe, Mitsuz, § and Yasud: rted on
economy and society alike
In the United States of 1900, almost the only career opportunity open to
the young and ambitious was business Today there are untold others, each
promusing as much (or more) income, and advancement as rapid as a career
1n business
Around the tum of the century, whatever of the gross national product
did not go to the farmer went 1n and through the pnvate business economy
The nonbusiness sefvice mstitutions, beginning with government, ac-
counted probably for no more than 10 percent of the nonfarm pross national
product of the United States at the turn of the century and up tll World
War I Today, while farming has largely become a business, more than hatf
of the gross national product goes to or through service institutions which
are not businesses and which are not held accountable for economic perfor-
mance nor subject to market test
Well over a third of the gross national product tn the United States today
goes directly to governments, federal, state, and local Another 3 10 §
percent goes to nongovernmental schools, that 15, private and parochial,

b
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mncluding the nongovernmental colleges and universtties Another 5 percent
of GNP, that 15, two-thirds of the total health-care bill, 1s also nongovern
mental, but also nonbusiness On top of this, there s a great vanety of
not for profit actities, accounting maybe for another 2 to 5 percent of
gross national product This adds up to 50 or perhaps as much as 60 percent
of the GNP which does not go to the business sector but to, or through,
public service institutions

Indeed, while the New Left talks of the big business society, its actions
show a keen awareness that business 1s not the dommant mnstitution Every
pertod of public unrest since the end of the Napoleonic Wars began with
uprisings agamst business But the revolt against authonty that swept the
developed countnes in the sixties centered 1n the institutions—especially the

hich were most d by y's radicals and which
were, 50 o speak, the good guys of orgamization thirty or forty years ago
The nonbusiness, public service donot need less
than business They may need 1t more
‘There 1s growing concern with n

Among the best chents of the large Amencan management consulting
firms these last ten or fifteen years have been government agencies such as
the Department of Defense, the city of New York, or the Bank of England
‘When Canada in the late sixties first created a umfied military service with
army, navy, and air force all combined, the first conference of Canadian
generals and admurals was not on strategy 1t was on * management by
objectives * The venerable orders of the Catholic Church are engaged 1n

& studies and 1n with the Jesuits in
the lead

A generation or two ago, the German cvil service knew that 1t had the
answers But now, the clly of H: long known for its 1 n
public ad ated a center for uts civil service

and has made management the responsibility of one of the senior members
of the city’s government Even the Bnitish civil service has been reorganized
with the objective of introducing *“management

An increasing number of students in advanced management courses are
not business executives but executives from hospitals, from the armed ser-
vices, from ity and state governments, and from school administrations
The Harvard Business School even runs an ncreastngly popular advanced

course for

The of the nonb will indeed be a growing
concern from now on Their management may well become the central
management problem—simply because the lack of management of the pub-
lie service wstitution 1s such a glaring wezkness, whether munictpal water
department or graduate unversity
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And yet, b 2 15 the plar And any book on man.
agement, such as this one, has to put business management 1n the center

Why Business Management Has to 8e the Focus

One reason 1s history Business enterprise was the first of the modern
wnstitutions to emerge From the beginning, that s, from the emergence of
the raifroads and the “universal banks” as Jarge businesses 1n the late
nineteenth century, business enterprse was unmistakably a new and differ-
ent institution rather than an outgrowth of older ones, as were appartnily
government agency, umiversity, hospital, and armed service There was, of
course, concern about management tn other sstitutions * But until recently
1t was sporadic and undertaken usually tn connection with an acute problem
and confined to 1t But the work on management mn business and mdustry
was from the beginning meant to be genenc and continuous

Another reason why the study of management to this day has pnmanly
been a study of business management 1s that 50 far the economic sphere
alone has measurements both for the allocation of resources and for the
results of decistons Profitability 1s not a perfect measurement, fio one has
even been able to define 1t, and yet it 1s a measurement, despite all its
imperfections None of the other mnstitutions has measurements so far All
they have are opimons—which are hardly an adequate foundation for 2
discipline -

The most important reason for g on b g 15 that
1t 1s the success story of this century It has performed within 1ts own sphere
{t has provided economic goods and services to an extent that would have
been unimaginable to the generation of 1900 And it has performed despite
world wars, depressions, and dictatorships

The ach of b enables us today to promise—
perhaps prematurely (and certainly rashly)—the abolition of the grinding
porcrty that has been mankind’s lot through the ages It 1s largely the

of b that ad d societies today can

afford mass hugher education Business both produces the economic means
to support this expenstve undertaking and offers the jobs 1 which know]-
'etdages occ‘::lbﬂf:/n;: ;;od,uctwr? and cat} be paid for That we today consider
oppottunities and JGZSr:pecl::s! mndobso‘}:\my ;01' pcople 10 be fixed n their
et s apparcmyl and b ‘m —~:v ere only )"aiciday this was
Y p of 15 a result

" :Ehse Xm‘ of Elhu Roof a5 Secretary of War on the organization of the Genera! Staff of
rmy 15 an Amencan example the work of Adickes and Micquel as big-eity mayors

and mmisters of the Crown on Jocal
et of the Cr govemnment m Germany 1s another both were done
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of our thatss of the per of business man
agement Inaworld that s pohtically mereasingly fragmented and obsessed.
by nationalism, business management s one of the very few tnstitutions
capable of transcending nattonal boundanes
The multinational corporation brings together in a common venture
management people from a great many countnies with different languages,
cultures, traditions and values, and usites them 1n 2 common purpose It
15 one of the very few wnstitutions of our world that i1s not nationalistic 1
1ts world view, 1ts values and its decisions but truly a common organ of
a world economy that so far, lacks a world pohty
1t 15 also bustness management to which our society increasingly looks
for leadership 1n respect 1o the qualty of Iife Indeed, what sounds hike
harsh cnticism of business management tends often to be the result of high,
perhaps unreahistically high expectations based on the past performance of
business management  If you can do so well, why don't you do bettes?™
1s the underlytng note
This book w1l discuss perfc in the service
at considerable length—a whole section of four chapters 1s devoted toat [
will stress again and agam that managing the service institution s ltkely to
be the frontier of management for the rest of this century But the founda-
tion of any work on management has 10 be business management
The emergence of management may be the pivotal event of our time, far
more ymportant than all the events that make the headhines Rarely, if ever,
has a new basic institution a new leading group, a new central function,
emerged as fast as has management since the turn of the century Rarely
1n human lustory has a new institution proven indispensable so quckly
Even less often has 2 new tnstitution arnived with so httle opposttion, so
littte disturbance, so hittle controversy And never before has a new mstitu-
tion the globe as ping across bounda-
nes of race and creed language and traditions, wvhm the hfeume of many
men sull living and at work
Today s developed society sans anstocracy, sans large landowners, even
sans capttalists and tycoons depends for leadership on the managers of 1ts
“majar wstitutions ¢ deperds on thesr knowledge, on therr wision, and on
tharr responsibility In this society, tasks, 1ts
ties, 1ts practices—is central as a need as an essential contnbution, and as
a subject of study and knowledge
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The Management Boom and Its Lessons

The Management Boom—How the Management Boor Began—Its Spread
__Its End—What Have We Learned?—Vanagement ¢ Generic Function
—Vanagement a Disciphine—Bul Mot “Technocracy ‘—Management Is
Culturally Embedded—Vanagement Is Polycentric—The Changed Man

agement World—The Roots and History of Management
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*The management boom 1s over, the time for management performance has
come.” This, 1t 1s safe 10 predict, will be management’s slogan for the rest
of this century

For twenty five years, from the end of World War II to the end of the
19605, a management boom swept over the entire world Management, an
obscure 1nterest of a mere handful of people before World War II, became
a worldwide concern The management boom reached every country in the
world, excepting perhaps only Communist China It permanently changed
society and economy-—and above all, management It created an awareness
of management and 1ts tale. fuections, and wark, wheh will teman, with
Bs.

But the management boom also raised new challenges for management,
created new tasks and new problems The management boom, as all booms
must, has come to an end The tasks which 1t Jeft behind are ahead of us
Now 15 the tume, therefore, to ask what the management boom has accom-
plished and what 1ts Jessons are.

Before World War 1T management was the concern of a uny band of
“troe belesers,™ mostly consultants and professors. Very few practicing
mazazers paxd 20y attention, though Alfred P Sloan at General Motors,

i
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Robert E. Wood at Sears, Roebuck, and Chester Barnard at the Amencan
Telephone Company—10 mention some prominent Amencans—were sig-
nificant exceptions  But even Barnard's colleagues at the Telephone Com-
pany showed no interest tn what they considered lis hobby Few managers
at that ime would have even reahzed that they practiced management, and
concern with management as a field of study, as a discipline, and as 2 social
function was practically nonexistent
The most extensive management library brought together before the days
of World War II was the of the A and man-
agement scholar Harry Hopf (1882-1949) Now preserved in the Advanced
Management Institute of the General Electnic Company tn Crotonwille,
N Y, it contains several thousand volumes But even though management
was Hopf's own 1nterest, there are no more than stxty or seventy volumes
that properly could be called management The rest arc accounting taxa
tion, engineening and the like Yet, the Hopf library contained everything
written on management 1n any language (except Japanese) until the 1940s
While Harvard had already begun to teach management, most other
business schools of the ime, Amencan as well as European, were still either
schools of commerce or, as 1n the case of the more progressive and sophis-
ticated (¢ g, New York Umversity), schools of accounting, banking, and
finance They were schools of business skills Management was etther not
taught at all or taught only m the form of production engmeenng or
personnel

How the Management Boom Began

‘The change from neglect of management to, first, awareness of and then
1o stress on management came as a result of World War 11 It was, above
all, the of Amencan \F industry duning the war
that drew attention to {though the perf of Bntish
managers dunng the same period ments far more attentuion than 1t has
receved) As a result, interest tn management as a practice, as a discipline,
but also as a focus of social, economuc, and ethical concern began to attract
growing interest 1n the Umted States

The management boom, however, was triggered by a non-Amencan Sir
Stafford Cripps (1889-1952), Chancellor of the Exchequer in Britatn’s first
postwar Labour government, was a convinced soctahst But it was Cripps
who concetved of management as the force that could restore the British
economy and could provide the smpetus for 1ts growth and performance
It was Cnpps who invented the productivity teams of Bnitish businessmen

On these men and others see *Note The Roots and History of Management ® p 21
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and managers who were being sent to the United States to learn the secrets
of management It was Cripps who, by doing so, convinced the world—
mcluding many Americans—that management was an Amenican invention

A few years after the start of the exchange of productivity teams between
Britain and Amenca, the Marshall Plan was mounted, and management
secerved a central place i it The Macshall Plan set qut to mabihize manage-
ment for economic and socsal reconstruction The success of the Marshall
Plan made management a best seller Suddenly everybody talked manage-
ment, everybody studied management

It was not much fater that the Japanese followed the West The Japanese
first talked of a management boom when, after 1950 Japanese government
and Jap b 3 y after years of American occupa-
tion, began systematically to work on rebuilding the Jaf
They seized upon management as the central force and the entical factor

Concern with management rapidly spread to the developing countnes In
India and in Brazil, 1n the newly independent countries of Afnca, and 1n
South Asia were formed, management
schools came 1nto being, management began to become a major focus of
governmental as well as of bustness concern

Eventually the management boom reached the communst world One
communist country after another 1 Europe—~beginming with the heretic
Yugoslavs and followed by the Poles, the Hunganans, and the Czechs—set
up management schools and management institutes, began to translate
Western, espectally American, management books, and began to teach

as the sol w0 2 ut iy even the

Soviet Unton succumbed In 1969-70 1t created two advanced management
schools and simultaneously began~though with great hesitation—to talk

about sctiing up autonomous managements 1n the major ndustries and
major business enterprises

Manag in the Developing Countries

The (mpact of the management boom on the developing countnes may
have been even greater than on the developed ones Economic and soctal
development means, above all, management 11 became clear fairly carly 1n
the post-World War 11 penod that management 1s the crucial factor 1n

and social develop It was obvious that the economist’s
traditional view of development as a functton of savings and capital nvest-
man( was not adequate Indeed, savings and capital investment do not
f 2 and develog On the contrary, man-
and social develop and with 1t savings
became apparent that, as a popular slogan

2 p
and capital investment 1t
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Latin America hast, th lop are not loped, they
are undermanaged

Interest in spread rapidly th h the developing coun
tres M schools, and soct-

cties were formed 1n Bombay, in Mexico, in.West Afnica, as well as i
Turkey and Iran

There were notable successes the rapid development of Brazil, the rapid
d of the Chinese . that 15, of Hong
Kong, Singapore, and Taiwan, the raptd development of so poor and back-
ward a peasant country as Iran, all are traceable to the impact of manage-
ment Management underhes the rapid growth of Mexico And manage-
ment also accounts for the great advances made 1n Colombia Indeed, in
many of these countres, proneenng work in management was being done,
eg, by the group orgamized by and around the Techmcal University
Monterey, Mexico, and by the group organized by and around the Univer-
sidad del Valle in Cali, Colombia

Wherever rapid economic and social development took place after World
War 11, 1t occurred as a result of systematic and purposeful work on

P and

Yet, 1t also became increasingly clear, durning this period, that the devel- |
opment of and tn most of the devel
was not proceeding fast enough to generate adequate development, espe-
ctally 1n view of the explosive growth of population It also became clear
that we do not yet know how to transfer the knowledge of management, its
disciphne, 1ts viston, and its values, to new and different societies and
cultures And, the one transfer mechanism which effectively channels man-
agement nto loping the 1 corpora-
tion, proved (as will be discussed 1n Chapter 59, “The Multinational Corpo-
ration™) ambiguous and controverstal

The task of transferring ledge and
competence from the developed countries to the developing ones, the task
of 1al and 1 energies fast enough to satisfy

P
the expectations of the developing world, sull remains as one of the major
tasks ahead

Before World War II all the books on management filled no more than
a modest shelf By the late sixties American publishers alone brought out
each year several hundred management titles— four or five times as many
n one year asthere had been witien altogethes wn all the yearsbefore Warld
‘War II * Before World War II only Harvard taught management, by the

*Management books have achieved the (mpossible they have become best sellers—e g
Alfred P Sloan Ir 8 My Years with General Motors (Doubleday 1964) Even saures on
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fate sisties the number of business schools teaching management all over
the world probably numbered wellin the hundreds Advanced management
education was almost totally unknawn before World War II' Nobody 1n the
1970s can count the number of advanced management courses, advanced
management seminars, special schools, special snstitutes, staff colleges, and
other mstitutions concerned with the professiona) formation and advanced
tramntng of managers ali over the world

The End of the Management Boom

‘The management boom, as all such booms must, overreached stself and
came to an end The first sign—and this 100 1s typical of a boom—was the
appearance of books that prophested that the management boom would fast
forever In 1967 the Amenican economst 3 Kenneth Galbraith predicted
1n a worldwide best seiler, The New Indusirial State (Houghton Mifthn,
1967), that pr 1 n big corp armed with all the
tools of modern management techmiques, had become vincible and inca-
pable of being displaced by any force—such as stockholders or govern.
ments This prediction appeared at the moment when professional manag-
ers began 10 be unseated nght and {eft by the takeover-ratders promising
“asset management,” with the full and enthustastic support of the sup-
posedly docile and impotent stockholders

A year Jater another best seller on management by the French journalist-
politician, Jean-Jacques Servan-Schrewer, Le Defi Américain, Englsh
translavion, The American Challenge (Atheneum, 1968), predicted that
American management was taking over the world (or at least Europe), and
that there was a “management gap” between Amenca and Europe which
made American dt all but pable fate This predi ap-
peared—and was greeted worldwide with tremendaus headlines—at the
very moment when the European economy began to forge ahead of America
and when the Amencan economy was forced on the defensive by the
Europeans and the Japanese

By 1970 the Galbraiths and Servan-Schreibers had begun to sound naive
The management boom was over It did not end with a erash or a bust
indeed, there were few outward signs that anything had happened

Only 1n Great Britain was there sub 121 ployment of S
And that reflected the gencrally dey d state of the Briish economy and
the cresting wave of mergers and takeovers in Batain But management

management hase become best sellers such as Robert Townsend's Up the Organizanon
{Knopf 1970) These books have been read by the general public even though they are replete

with recondite and obscure management terms and management chiches which a few years ago
only a handful of muiates would have understood



16 MANAGEMENT

consulting firms that had sharply expanded 1n the late sixties suddenly
found therr sales far below expectations Yet firms that had been more
conservative and had spent their resources on building quality rather than
on adding staff continued to do extraordinanily well, 1n respect to both
billings and fees Such programs, books, and
management speakers who had something to say continued 1n high dermand,
1ndeed, around 1970 nonbusiness managements, ¢ g, of public service 1nsti-

tutions, greatly stepped up their at therr
buying of management books, and their use of manag:mcm speak:rs But
the users became far more and to
business schools and to ad d courses d to chmb,

the students, however, were becoming quite entical of curnculum and
teaching performance

What happened was that the mystique of management was suddenly
gone One reason may have been the dollar erists of 1971, which must have
convinced even the least observant that there was no management gap
Another reason may have been the business debacles of that period—Penn
Central and Lockheed 1n the US, Rolls Royce in England—which made

look hat less than heroic But the mam

reason was surely that managers themselves suddenly realized that manage-
ment Is challenge and work rather than a panacea, and that management
techniques, no matter how sophisticated, are not magic spells Above all,
managers everywhere realized that the foundation on which the manage-
ment boom had been based that 1s, the knowledge acquired i the long
years of obscunty b:fore World War II, had been outpaced by new develop-
ments New k new basic hes, and new it
was begmning to be seen, were needed And those the management boom
could not supply

While 1t has run 1ts course, the management boom has nevertheless
permanently changed the world s econonuc and social landscape There 1s
no return to the penod of of 1gno-
rance, and of management obscurnty, that 1s, to the period before World
‘War II and before the boom Above all, the awareness of management as
a force, as a function, as a responsibility, and as a disciphne will remam
It s the one result of the boom It 1s also the most
important result

What Have We Learned?

What have we learned 1n these twenty five years? Especially, what have
we learned that should enable us to tackle the demands of the new era, the
era of management performance? .
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The first thing 1s that management, that 1s, the organ of leadership,
direction, and decision 1 our social institutions, and espectally 1n business
enterprise, 1s a generic function which faces the same basic tasks n every
country and, essentally, 1n every socety Management has to give direction
to the mstitution st manages It has to think through the nshtetion’s
mussion, has to set s objectves, and has to orgamize resources for the
results the stitution has to contribute Management s indeed, J B Sav's
‘entrepreneur” and responsible for directing viston and resources toward
greatest results and contnibutions

In performing these essential functions, management everywhere faces
the same problems It has ta organize work for productivity, it has to lead
the worker toward productivity and achievement 1t 15 responsible for the
soctal impact of its enterprise Above all, it 1s responsible for producing the
results—whether economic performance, student jearning, or patient care
-—for the sake of which each institution exists

Management as a Disciphine - ‘

This means, above all, that gers practice 8 They do not
practice economics They do not practice quantification They do not prac-
tice behavioral science These are tools for the manager But he no more
practices than a phy p blood tesing He nho more
practices behavioral scienices than a biologist practices the microscope He
no more practices quantification than a lawyer practices precedents He
practices management

One 1imphication 1s that there are specific managenal skills which pertain
to management, rather than to any other disciphine One of these 15 com-
munications withun organizations Another 1s the making of decisions under
condstions of uncertainty And there ss also a specific entreprencunal skilt
strategtc planning

As a specific disctplite, management has ts own basic problems,sts own
specific approaches, its own distinct concerns A manager who understands
the discipline of management will still be an efiective—and may even be a
first rate—manager with no more than P n 1al
skills and toofs A man who knows only the skills and techmiques, without
understanding the fund. Is of 1s not a 5 he s
at best, a technician

Management is a practice rather than a science In this, 1t 15 comparable
to med law, and g It 1s not & ledge but performance
Furthermore, 1t 15 ot the application of common sense, or leadership, let

alone financial mamtpulation Its practice 1s based both on knowledge and
on responstbihity
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Technocracy Is Not Enough

The management boom has proven that the manager must be more than
a * technocrat * He cannot be confined to tus discipline cannot be content
with mastery of hus skills, his tools, and his techniques

Management 1s not culture-free, that s, part of the world of nature It

1s a social function It s, therefore, both socially and
embedded
General Motors may well be the best illustration of the inadequacy of the
h concept of In the tech s terms, that 1s, in

terms of pany per whether d by market standing, by
profit, or by productivity, General Motors 1n the post-World War II penod
has been an outstanding success But at the same time, General Motors has
been a resounding failure in public optnion, 1n politics, in 1ts standing 1n the
public esteem Instead of reaping the rewards for its success as a technocrat,
that 1s as a business manager, General Motors has been forced on the
defensive * ’

The manager has to be a craftsman His first duty 1s, indeed, to make his
stitution perform the nussion and purpose for the sake of which it exists
—-whether this be goods and service, Jearning, or patient care But this 1s
not enough Any wnstitution exists for the sake of society and within a
community It, therefore, has to have impacts and one 15 responsible for
one’s impacts In the society of of the loped the
leadership groups, that1s, the of the vanious also have
to take social responsibihity, have to think through the values, the beliefs,
the commutments of thewr socicty, and have to assume leadership responsi-
bility beyond the discharge of the spectfic and himited mussion of their
mstitutions This responsibility creates a major new challenge—and ratses
the most difficult problems, both of management and of political theory and
practice But 1t has become a fact

Man:gcment and Its Society

M 1 by function, d d by the tasks, that s, 1t
1sadiscipline And yetat s culturally conditioned and subject to the values,
the traditions, the habus of a given society t The management boom

*For a further discussion of this, see the prologue and the epilogue to the 1972 reissue of
my study of General Motors, Concept of the Corporation onginally published 1 1946

TA non Western scholar the Japanese Chie Nakane has seen this much more clearly than
any Westerner—precisely because the Japanese tradition 13 not a Western tradition whereas
management 18 distinctly a Western concept See her book, Japanese Soctety (Unvaruty of
Califorma Press, 1970)
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ones a great deal of ts foree to the fact that management 1s not value
free.

The excitement over management 1n continental Furope for instance
was n large measure the result of the promise that manigement would
change cultural and social traditions Management m the Europe of the
fifties was, s0 to speak the counterculture, which was weloomed espenally
by the young and educated as the battenng ram 10 level the ramparts of
prvilege and of the ¢lass structure and with them the obstacles to oppar
tuntttes w hick emphasis on birth wealth or elite education (e g France)
Yad put o the path of the able mdindual

The excitement was even more pronounced tn the communist world
There management pronuses teuly tobe a magor politieal and cultural force
agamnst the establishment Though surely an orersimplhification the desel
opments of the sixties 1n the Soviet blov van largely be explaned 1n terms
of the dynamics of management and thar impacts on commumst wdevlogy
and orgamzation

In the Russian satellite countries management was to 1 lirge extent
the rallying cry of those who opposed the imposition of an ahen that
15, Russian, system on their country The communtst reformers Frst an
Yugostassa, then in Hungary and fimally m Czhosdtntbin do
manded genal y that d 4 was at the center of thar
apposition to Stalinsm Tn past, of course, thetr motines Were ecunonue
But In equal measure, they looked to management as a force to nform
gaverament and soutety  Management 1o them embodied spevifically
Western values the value of individual responsibility, the value of au
tonomy, respect for the indivdual Management, precisely because it s
not a political program but a soual and econonuce function became ther
hope for the preservation of ther culture and soctety in the Western

tradition

For this reason too management has become highly controversial m the
Saviet Union and a potential threat to the Stalimst lepacy of totalitanan
despotism When the Czechs proceeded to make thesr managers autono
mous the Russtans felt that they had to move 1 their troops and tanks to
stamp out this heresy their own regime at home could not have survived
such a development For this reason, any movement toward management
no matter how badly needed to restore the Russian ewonomy s capactty for
growth and performance 1s being resisted every inch of the way by all the
entrenched forces of the Russian bureaucracy, and also of the Russian
tradition Management, one might suspect, rather than the * intellectuals
1': the central threat to the Russian system Management ts 1 effect the
*snternal contradiction’ of C Marx was absolutels right wher
he attacked, well over a hundred years ago the “utopan socsalists as
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antisocralists Their emphasis on manager and entreprencur as central,
dynamuc forces 1n society 1s, indeed, incompatible with the dictatorship of
the proletanat
The great question ahead of China, after M2o 1s gone, will certainly be
the question of management and managers Without facing up to this
question, Chmna may not be able 1o sustain economic growth or political
coheston If it decides for bureaucracy—that 1s, for the Stalinist path—it
can postpone this decison for a couple of decades, though probably only
ata pnce in human lives, in terror, in suffering, and tn spintual debasement
sumilar to that which Russia has had to pay for Stalimsm If it accepts
management and managers, China will, however, equally have turned its
back on Mao The one thing that is unjtkely 1s Mao's plan to have neither
the lithic government nor the and
manager
It 1s also clear—though 1t may sound contradictory—that the more
management can use the traditions, values, and beliefs of a socrety, the more
1t will accomplish The management boom, while 1t put 1nto question social
and cultural traditions, also strengthened them At the height of the boom,
n the early and mtd-sixties, there was a good deal of talk about the Amen-
canzation of the world, and especially, the Amencanization of manage-
ment To be sure, wsofar as management and managers have come to
recogmize that they face the same tasks, they have come to resemble each
other But the management boom has also been used to strengthen differ-
ences and different ways
Whether today’s Japan 1s westerntzed or whether the westerntzation 1s
Just a surface phenomenon enabling Japan 1o be even more Japanese than
ever 15 not within the scope of this book {or wathun the competence of its
author) But there s little doubt that Japanese management has not become
westermized It has accepted management concepts It has eagerly grasped
tools and techmques It has histened But it has used management, its
concepts, 1ts tools and techniques to remain Japanese And only to the
extent to which the concepts and tools of management enable the Japanese
nstitution—whether bustness enterpnse or government agency—to retatn
and to strengthén basic Japanese values have they been adopted
Neither have European bastc concepts in respect o management been
overturned by the boom Top structure, for in-
stance, has remained very much the same 1n Germany, 1n France, and 1n
Ttaly Only tn Great Britain has there been a change in which the formerly
undifferentiated board of directors has become divided into executive mem-
bets, that 1s, top management in the Amencan sense of the word, and
nonexecutive members, that 1s, the supervisory group
Career ladders too have been affected only to a slight degree
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In France a man sttll gets to the top in a big company by graduating from
one of the grandes ecoles. espeaially the Ecole Polytechmque, gaing to work
far the gavernment as a generalist and then, tw enty-five years later and with
the rank of tnspecteur de finance, moving directly 1nto top management tn
business In Germany the two parallel career ladders, as an engineer 1n
tughly specialized techmieal work and as a graduate m law (or perhaps,
economics) in unspecizhized stafl work, still dominate In Great Britain the
best starting pount for 2 top-management posttion 1s still accounting

The one change has been the addiion of marketing as a career ladder
But 1t 1s perhaps symptomatic that 1n Great Britain, whese marketing has
become most respectable, the marketing people tn top-management posi-
tions tend to have made thetr careers in the Bntish subsidianes of Amencan
companies

The management boom also left untouched the relattonship between
business and gosernment 1n major countries 1§ anything, 1t has accentuated
traditions those of an adversary relattonstup tn the U'$  of the mercannhist
tradiion in continental Europe of the Je the “extended family,” in Japan,
and of the “club” 1 Britain (On this important topic see Chapter 27)

By restoning the capacity of Europe and Japan to grow, the management
boom has brought out clearly that management ts not Amertcan There 15
no Amencan challenge Just as the world of the 1970s has become polycen-

tne 1n ts politics and polycentric in its economics, so 1t has become polycen-
tnc tn 1ts management We now know that all of us—Amencans, Euro-

peans, Japanese, and many others—have to Jearn management from each
other

Note: The Roots and History of Management

Some recenl writers on management seem to believe that the man-
agement boom invented, or at least discovered, management This, need-
less to say, 1s nonsense Management, both as a practice and as a field of
thought and study, has afong histary lts roots go back almost two hundred
years

Managemeat, one mrght say, was discovered before there was any
management to speak of The great English economists, from Adam $mith
{1723-1790) to Dawvid Ricardo (1772-1823) to John Stuart Mill (1806
1873), including therr successor and antagonist, Karl Marx (1 818-1883),
knew no management To them the economy was impersonal and objec-
tve Asa modern exponent of the classical tradition, the Anglo-Amencan
l-<enneth Boulding (b 1910) phrases «t, “Econonucs deals with the behay-
for of commoditres, rather than with the behavior of men Oy, as with
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Marx, impersonal laws of history were seen to dominate Man can only
adapt Man can, at best, optimize what the economy makes posstble, at
worst, he impedes the forces of the economy and wastes resources The
last of the great English classical economusts, Alfred Marshall {1842-1924),
did indeed add management to the factors of production, land, labor, and
capital But this was 3 half-hearted concesston Management was still, even
to Marshall, an extraneous factor, fathér than central
From the beginning there was a different approach which put the
manager nto the center of the economy and which stressed the
managerial task of making resources productive } B Say {1767-1832),
perhaps the most brllant economist produced by France—or for that
matter by continental Europe—was an early follower of Adam Smith and
the propagandist for The Wealth of Nations m France But i his own
works the pivot 15 not the factors of production 1t 15 the entrepreneur—
a word Say comed—who directs resources from less productive into more
productive investments and who thereby creates wealth Say was followed
by the “utopran sociabsts’ of the French tradition, especially Francois
Founer (1772-1837) and that eccentnic genius, the Comte de Sarnt Simon
(1760=1825} At that time there were no large organizations and no
managers, but both Fourier and Saint-Stmon anticipated developments and
“discovered * management before it actually came mnto being Saint-Simon
in particular saw the emergence of orgamzation And he saw the task of
making resources productive and of building soctal structures He saw
managenal tasks
15 for their stress on management as a separate and distinct force,
and one which can act independently of the factors of production as well
as of the laws of history, that Marx vehemently denounced the French and
gave them the densory name of *‘utoprans ** But it 1s the French——and
above all, Saint Simon—who, in effect laid down the bastc approaches
and the basic concepts on which every socialist eccnomy has actually
been designed No matter how much the Russtans today invoke the name
of Marx, therr spiitual ancestor 1s Saint Simon
In America too management was early seen as central Alexander
Hamilton’s (1757-1804) famous “Report on Manufactures” starts out with
Adam Sauth, but then Hamilton gave emphasis to the constructive, pur
poselul, and sy role of He saw in
rather than in economic forces, the engine of economic and social devel-
opment, and m organization, the carner of economic advance Following
him, Henry Clay {(1777-1852) wath his famous * American system™ pro-
duced what mght be called the first bluepnnt for systematic economic
development
A Iutle tater, an industrialist in Scotfand, Robert Qwen (1771- 1858)




The Matugemeat Boom and Its Lessons il

actually became the first mamiger In his textle mull in Lanarh, Ow cn“u‘n
the 1820s firsttackled the problems of producinaty and mowvaton, of the
relatanship of worker o work, of worker to enterprise, an? ot \\or\u;o
management—to this day key questions management With Owen the
manager emerges as a real person rather thar as an abstracton s Sy

~ Founer, Saat Stman, Hamton and Clay Butt was a lang ume before
Owen had sucressors

Tre Emergence of Large-Scale Qrganization

What had 10 happen first was the nse of large-scale orgamization This
occurred simultaneoushy —around 1870—in two places [n North Amenca
the transconunental ralroad emerged as a managenal problem On the
continent of Europe the ‘universal bank —entrepreneunal v am- na
tonal 1n scope and with muftiple headquaners—obsoleted traduonat
structures and cancepts and required management

One response was given by Henry Towne (1844-1924) in the United
States, especially  his paper  The Engineer as Economust © Towne out-
lined what might be called the first program for management He raised
bastc questions  eftectiveness as agamst etticiency, organizaton of the
work as against the arganizalion at the plant community, that . of the
workers value set in the matketp'ace and by the customer as aswnst
techrucal accomphshment \With Tawne begis the systematic concern
with the refstionship between the tasks of management and the work of
management

At roughly the same ume, 1n Germany, Gearg Stemens (1839-1901)
n bulding the Deutsche Bank into the leading financial insttution of
contnental Europe, first designed an efectne top management, first
thought thraugh the top-management tasks, and first tackled the basic
problems of commun cations and infarmation in the large organizaton {on
Siemens see Chapter 491

in Japan Euchi Shibusawa (1830-1931) the \tent statesman tumed
business leader, in the seventies and ershties firstrased fundamental ques
tions regarding the relationship berween business enrerprse ard natonal
Purpase, and betw een business reeds and indiidual ethics He tackled
management education systematcally Sh busawa e rsioned the profes-
:;:nal manager first The nse o1 Japan in thie centuny g ecanamic leades-

. Shp 15 largely founded on Shibusawa’s thought and weork
ey i o e e and e et of
Agam ﬂ:\e de\?!c;ime;;? Octu:se:io e o Semen were fashored
mdependently m many countnes
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Inthe 1880s Fredenck W Taylor (1856-1915), the self taught Amen
can engineer, began the study of work Itss fashionable today to fook down
on Taylor and to decry his outmoded psychology, but Taylor was the first
man in the known history of mankind who did not take 'work for granted,
but looked at it and studied it His approach to work 1s stll the basic
foundation (on this see Chapter 17) And, while Taylor in his approach to
the worker was clearly a man of the nineteenth century, he started out with
social rather than engineenng or prom objectives What led Taylor to his
work and provided his hout was first the desire to free
the workev from the burden of heavy tol, destructive of body and soul
And then it was the hope to break the Iron Law of wages of the classical
economusts (including Marx) which condemned the worker to economic
insecunty and to enduring poverty Taylor's hope—and it has largely been
fulfilled in the developed countries—was to make it possible to give the
laborer a decent livelihood through increasing the productivity of work

Around the same time in France, Henn Fayo! (1841-1925), head of
a coal mine which for its ime was a very large company, first thought
through orgamization structure and developed the first rational approach
to the orgamzation of enterprise the functional principle In Germany,
Walter Rathenau (1867-1922), whose early training had been in a large
company (the German equivalent of the General Electric Company, AEG,
founded by his father Emil [1838-1915] but developed in large pant
under the supervision of Georg Siemens) asked What s the place of the
large enterprnise in a modern society and 1n a modern nation? What impact
does it have on both? And what are its fundamental contnbutions and its
fundamental responsibilites?  Most present questions of the social respon
stbilities of business were first rassed and thought through by Rathenau in
the years before World War | Also in Germany, at the same tme, the new

discipline of b haft was developed by such men as Eugen
Schmalenbach {1873-1955) The management sciences developed since
accounting, research, decision theory, and so on

—are largely extensions though in the main, unconscious ones of the
Betnebswissenschalft of those years before World War | And in America
German born Hugo Muensterberg {1863-1916) first tried to apply the
social and behavioral sciences and especially psychology, to modern
orgamzation and management

The First Management Boom

After World War | there came what might be called the first manage
ment boom It was sparked pnmarly by twa of the most highly respected
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statesmen of the penod, the Amenican Herbert Hoover {1874-196%) and
the Czech Thomas] Masank (1850-1937) Hoover the Quaker engineer,
had vaulted to worldwide prominence by applying princaiples of manage-
meat ta the first massive forergn-aid operation i history the feeding of
hundreds of thousands of starving people st before America s entry into
World War tn his Belgan Relef Qperanon and then atter the end of
Worfd War 1 in the relief operations i Central and Eastern Europe Butat
was Masanyk, the histonan who had become the tiest presudent of the new
Czech Republic, wha concen ed the idea that management w ould be able
10 testore the economes of Europe after ther destruchion by war—anidea
that then found its realization twenty fine years later i the Marshall Plan
after World Warll These two men founded the international manigement
movement and tned to mobilize management as a major socal force
But the penod between the two World \Wars was not congenial to
such andea It was a penod of stagnation, & penod 1n which the highest
goal which any national government or any economy—except the United
States—could concetve was a return to prewar that s, a restoration of
what had been It rapidly became a world in which mounting political,
social, and economic tenstons paralyzed will as well as vision

The Work of the Twenties and Thirties

The first management boom fizzled out Its high hopes were replaced
by frustration Yet behind the apparent stagnation work went on It was
0 those years'that the foundations for the sweeping management boom
of the post World War 11 period were put in place

In the early twenties, Pierre S du Pont {1870-1954) at the Du Pont
Company, followed by Alired P Sloan, Jr {1875-1966) at General Motors,
first devetoped the organization principle for the new “big business,” the
prnaiple of decehtralizaion Du Pont and, even more, Sloan alsa first
developed systematic approaches to business objectives, 1o business
strategy, and to strategic planning Also, in the United States, Sears, Rae.
buck—led first by julius Rosenwald (1862-1932) and then by Robert E
Wooad (1879-1969)—built the furst business te be based on the marketing
approach In Europe shortly thereafter, the architects of the Dutch-Enghsh
merger that resulted 10 the Umilever Companies designed what 1o this day
may well be the most advanced structure for the multinational corparation
and came to grips also with the problem of mulunational business planning
and multinational marketing

The disciphne of management was also further developed In the
United States there were the successors to Taylor, the husband and wife
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team of Frank and Lillian Gilbreth (1868-1924 1878-1972) and Henry
Gantt {1861-1919) In Great Bntasn lan Hamilton (1853-1947) reflecting
on his experiences as a military leader duning World War | realized the
need 1o balance formal structure and the policies that give  soul to an
organization Two Americans Mary Parker Follett (1868-1933) and Ches
ter Barnard (1886-1961) first studied the process of decision making in
organizations the relationships between formal and informal organiza
tions and the role and function of the executive Cynl Burt {1883-1972)
in England and the Austrahian Elton Mayo (1880-1949) workng at Har
vard developed respectively industria! psychology and human relations
and applied each to enterprise and management

Management as a discipline also began to be taught in the mterwar
years The Harvard Business Schoo! first began in the thirties to teach
courses 1n management—though still mamly in productton management
And the Massachusetts Institute of Technalogy started at the same time
advanced management work with young executives in mid-career

The American James McKinsey {1889-1937) and the Englishman Lyn
daltF Urwick (b 1891) started c lung thatis consul
no longer confined to technical problems but dealing with fundamental
management concerns such as business policy and maragement organiza
ton Urwick also classified and codified the work on the structure of
management and on the function of the execut ve that had been done until
that time ‘
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The New Challenges

The Management Boom and Its Conceptual Foundations—The Need for
New Knowledge tn the Foundation Areas—The Productivity Need—Beyond
Decentralization—The Need for a New Model—From Personnel Manage-
ment to the Leadership of People—The New Demands—The Entrepre.
neurtal Manag, Mulu-Ir Knowledge and
Knowledge Worker—Mull and“‘ ltural M
Managcmenl and the Quality of Life—~Management’s New Role

There were seven conceptual foundations to the management boom (1)
scientific management of work as the key to productivaty, (2) decentraliza-
tion as a basic principle of organization, (3) personnel management as the
orderly way of fitting people into orgamzation structures {which mcluded
such things as Job descriptions, apprasals, wage and salary adminmistration,
but also “Human Relations™), (4) manager development to provide today
for the management needs of tomarrow, (5) managenal accounting, that 1s,
the use of analysis and information as the foundatior for managenal deci-
ston-making, (6) marketing, (7) finally, there was long-range planning
Each of the seven was practiced successfully well before the management
boom got going (as discussed i the “Note The Roots and History of
" at the 1 of the preceding chaptes) The manage-
ment boom, i other words, refined, added, modified—but created little It
made accessible 1o managers everywhere what, up to then, had been the
arcane knowledge of a few experts It made into general practice what, ull
then, had been the rare exception
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The Need for New Knowledge in the Foundation Areas

By the late sixties or early seventics 1t was becoming clear that the
knowledge on which the boom was founded no longer sufficed
Even 1n most of the foundatton areas there emerged needs for new knowl-
edge, particularly with respect to productivity, orgamization design and

and the of people could no
longer deliver increased productivity In every country there was a produc-
tvity cnisis resulting in severe inflationary pressures

In retrospect 1t 1s becorming apparent that the great productivity increases
of the post World War II peniod 1n Western Europe and Japan were only
partially the result of better management The main cause was the move-
ment of very large numbers of people from areas and employments of low

¢ g, marginal farming tn Sicly, in Spain, and 1in
hpan 's mountainous north, into high productivity employment in indus-
try Without such massive migration the productivity gams of these growth
areas would probably have been quite modest But these migrations are
over In Western Europe the imit of absorptive capacity for guest workers
has clearly been reached In Japan there 1s not much population left in
margmal farming From now on p gains 1n these will
have to be achieved by making existing workers more productive in existing
Jobs.

At the same time the demands on economic performance that can be
satisfied only through higher productivity are escalating Affluence, for
1nstance, everybody “knew” (and many stil] believe) would greatly reduce
the demand for economic performance Once we knew how to produce
matenal goods, the demand on the economic function 1n society would
surely lessen Instead we are confronted with a nising tide of human expecta-
ttons When President Kennedy coined this phrase tn the early sixties, he
had in mind the explosive growth of demands for economic rewards and
satisfactions on the part of the poor, the underdeveloped countries of the
world But affluence has released a sumilar nsmg tide of human expectations
among the poor of the devel whether A
Negro or Sicihan peasant And the zffluent themselves are escalating their
demands for economic performance faster than their own capacity to per-
form The educated young people, contrary to the headlies n the popular
press, show listle sign of dsminished demand for the traditional economic
goods and services (even though Theory—rii
Engel's Law—would have predicted such a drop) They show, i addition,
an msatiable appetite for new services and new satisfactions—for education,
for health care, for housing, or for lessure
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Equally new, and perhaps even more costly, 15 the demand for a clean
environment It too was a luxury until now That the masses of yesterday,
wn aity slum or sharecropper’s shanty, enjoyed clean arr, clean streets, safe
water, and wholesome unadulterated food ts nostalgic delusion

Esery one of these new expectations and demands requires massive €co-
norue cfforts. Every one of them abserbs economic resources on 2 grand
scale. Every one of them presupposes, above all, an economic surplus
beyond anything the economy has ever produced before. To satsfy these
demands requires, 1n other words, a far higher level of productvity

We know whatis needed First the traditional approach focuses on only
one factor of productivity labor But productivity 1s the output of all three
factors of production land, lzbor, and capital, in balance Ewven tn respect
to the productvity of labor, we have taken only the first step the analvsis
of individual pieces of work. We need to understand the principles of
production so as to put work together into the most productive process
And we need 10 harmonize the very different requirements and fopcs of
work and worker

Beyond Decentralization

Decentrahizanon 1s the best principle of organization design where it fis.
But the speafications for s application are farly stringent It fits the
bustness for which 1t was ongmally designed manufactuning, with distinet
marhkets for distinct product hines. It fits few nonmanufactunng businesses
perfectly or even adequately And 1t does not fit manufactunng businesses
such as the process industnies (e.2, aluminum or steel), where the same
process produces a vanety of products with an nfimty of overlapping
markets.

Decentrahization, e have further lezred, 15 the best prnaiple for the
task of operating ar ongoing business. It does not answer the orgamzational
demands of the irnovaung task. And it 1s not enough, by uself, to organize
the top-management task

As a gesult of our expenence we are looking at nes—and so far sull
largely expenimental—design principles the task force team. simulated
decentrahization, the systems organization They are far from satisfactory,
so far But thetr emergence bespeaks a great need for new models of organt
2ation design

We know that the model which the management boom took to be the
unsversal one1s only 2 partial model, and i fact no longer the ruling modal
The management boom was, tm all areas, based an work done mm and wath

facturing comp p that essentially had one product or
one product hine, operated within one national market, and which predomt
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nantly employed manual labor The model, tn other words, was General
Momrs

y the to be ged and orgamized,
even 1n the busmss field, are not manufacturing compantes, not single
product companies operating 1n one country or one market alone, not
companes employing primarily manual labor They are businesses in the
service industries—banking or retail businesses, and nonbusinesses such as

hosptals and They are mulup ) hnol mult-
market They are mull 1 b And gly, the
central human resources are not manual workers—skilled or unslalled—
but knowledge workers pany but also program

mers, medical 1 hospatal salesmen

and cost accountants, teachers, and the entire employed educated muddle
class which has become the center of population gravity In every developed
country In other words, the model of yesterday 1s becoming less and less
pertinent But we do not, so far, have a new model

From P to the Leadership of People

Finally, we know that we will have to go beyond personnel management
We will have to learn to lead people rather than to contain them

Our traditional approaches fall into threc categonies In part they are
philanthropic the destre to look after the needs, the housing, the health
care, the welfare of pcople who cannot look after themselves In part the

are to hancle 1n an orderly fashion the
recurrent chores connected with the employment of people In large mea-
sure, finally, the hes aim at p and cunng trou-

ble, they see 1n people, above all, potential lhrcals

The traditional approaches are needed They are, however, not enough
Beyond them we will have to learn to look on people as resource and
opportunity rather than as problem, cost, and threat We will have to learn
to lead rather than to manage, and to direct rather than to control

The New Demands

While 1n important areas the old approaches and the old knowledge have
been outgrown, demands have appeared 1n entirely new areas which only
a few people at the start of the manag:men( boom even divined, let alone
studied Some of the fi on which the
boom based itself—the assumptions of all the work on management duning
the past century—are being put into doubt by new developments demand-
tng pew vision, new work, and new knowledge
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The Entrepreneurial Manager

For three-quarters of 2 century management has meant pnimanly manag

1ng the cstablished, gotng b Entrept hip and 1 on, while

d 1n many 2 books, were not seen as central from 1900
ull today From now on, management will have to concern stself more and
more with creating the new 1n add to g the already 8
Managers wall have to become entrepreneurs, , will have to learn tobuild and
manage innovative organizstions,

We face a penod of mnovation such as the one 1o which the modem
ndustnal economy was born in the last half of the nineteenth century
Then, 1n the fifty years between the end of Amenca's Civil War and the
outbreak of World War I, 2 new major mvention tmade 1ts sppearante on
average every fifteen or eighteen months. Each soon spawned new bdusi-
nesses and entirely new industnes. Practically all the industries that we
consider “modern”™ today, including aircraft and electronics, grew out of
these inventions of the late nineteenth and early twentieth centunes. Eco-
nomic growth nght through the perod of reconstruction after World War
1t was carnied primanly by technologies that had been fully developed by
the time World War I broke out, and by the four large mdustries built on
these technol steel, the bl agncul and orgamc
chemistry Now we face another penod of major tcchuolog!cal change 1n
which the thrust of econonmuc and industnial development will come from
ndustnes based on new, tw enticth-century technologies and their devel
ment.

In sharp contrast to the Jate nineteenth century, much of the new tech-
nology will have to be developed and, above all, will have 1o be apphied tn
and by already exisung b In the Jate h century the ar-
chetype was the inventor, a Siemens, 2 Nobel, an Edison, an Alexander
Grzham Bell, who worked by himself, at most with & few assistants, Even
then ful appl. ofan very rapidly led to the emergence
of an enterpnse. But 1t was not the enterprise that had to generate the new
These days increasingly 1t will be the existing, often large orgamzation to
which we will have to look for innovation—for the simple reason that both
the tramned people and the money needed to develop the new are concen-
trated 1n existing and usually large organizations. Management will there-
fore have to learn to run, at one and the same time, an existing managenal
orgamzation and a new mnovative organization.

The need for social innovation may be even greater than for technucal
1nnovation. Social innovation has played 2s hrge a part 1n socal and eco-
nomu change and develop The needs of our

P
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soctety—the need for rapid social and economic development 1n the poor
two-thirds of the world, the needs of our big cities, the needs of the environ-
ment, the need for prod mn and health 1 these are

for soctal by business and business managers
They are opportumties for the entrepreneur, and as such offer challenges
to, and make demands on, the knowledge, the skill, the performance of
‘management

Multi-Institutional Management

The management boom %as a boom tn business management, and most
work of the ding century centered 1n managing a busi-

ness

Now we know, however, that all our nstitutions need management

This would have been heresy only a few years ago (as it sttll1s 1n England
and France to a good many n and service
ahke) Running a business and admimstering a public service institution,
e.g. a hospital, were then seen as being pales apart The mission and
purpose of an mstitution does indeed make a basic difference. Nothing 1
less likely to cure the managenal ills of the public-service institution than
the attempt to make 11s management “busmesslike™ (on this see Chapters
11 through 14) But then, 2ninvestment banking firm also requires manage-
ment that 1s different from that of a steel rmll or of a department store And
the manager 1n public-service institutions faces the same tasks as the
manager 1n a business 10 perform the function for the sake of which the
nstitution exists, to make work productive and the worker achieving to
manage the institution’s soctal impacts and 1o discharge 1ts soctal respon-
sibtlittes These are managenial tasks Publie-service institutions equally face
the challenge of mnovation, and have to manage growth, diversity, and
complexity And we do know, as said before, that 2 central mznagcmml
need 1s 10 make the the service
managed for performance.

Knowledge and Knowledge Worker

A pnimary task of i the p n the decades
zhead will be to make knowledge productive The manual worker is yester-
day—and all we can fight on that front 1s a rearguard action The basic
apl!al resource, the fundamental investment, but also the cost center of a

economy, 1s the k ledge worker who puts to work what he has
learned 1n systematic education, that is, concepts, ideas, and theones, rather
than the man who puts 10 work manual skill or muscle.
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‘The multinational enterpnise which optimizes productive resources, market
opportunitics, and talents beyond and across national boundaries 1s thus a
normal, indeed a necessary, nsponsc to economic reality
But all these 1 mto well
‘beyond what earher generations had to deal with For management 1s also
a culture and a system of values and beliefs It 15 also the means through
shich a gaven society makes productive its own values and beliefs Manage-
ment may well be considered the bridge between a civilization that 1s rapudly
becoming worldwide and a culture which expresses divergent traditions,
values, beliefs, and heritages Management must become the tnstrument
through which cultural diversity can be made to serve the common pur-
poses of mankind At the same time, management icreasingly is not being
practiced within the confines of one nanonal culture, law, or sovereignty but
Indeed, an far,
almost the only one—of a gemume world economy
Management, we now know, has (0 make productive the values, aspira
tions, and of d and society for a common
productive purpose If management does not succeed in putting to work the
specific cultural hentage of a country and of a people, social and economic
development 15 unlikely to take place This 1s, of course, the great lesson of
Japan—and the fact that Japan managed, 2 century ago, to put to work her
own tradinions of community and human values for the new ends of a
modermn tndustnalized state explains why Japan succeeded while every other
non Western country has so far failed. Management will have 10 be consid
ered both a science and a humanity, both 2 statement of findings that can
be objectively tested and vahdated, and a system of belief and expenence
Within the coumry, the ped country, business
1s rapudly losing 1ts 1 status as we thatit1s the p; ype
of the typical, umwversal, sociat form, the organized institution requiring
management Beyond the national boundary, however. bustness 1s rapidly
acquinng the same exceptional status 1t no longer has within the mdividual
developed country Beyond the national boundary, business 15 rapidly
the P! and the one which the reality
of a world economy and of a worldwide knowledge soctety
‘We need 10 learn how to harmonize 1 one institution and 1n one manage-
ment both the need for managenal unity across national boundaries, that
is, i & common world economy, and the need for cultural diversity

Management and the Quality of Life

Because our society 1s rapidly becoming a society of organzations, all
institutsons, including business, will have to hold themselves accountable
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for the quahty of hf and will hmeto mahe fulfllment of baste social values,
beliefs, and purposes a major objective of their continuing normal activilies
rather than a soctal responsibility that restrains or that lies outside of thar
normal main fanctions Institutions wall have to leam to make the quahity
of life compatible with ther main tasks In the business enterprise, this
means that the attaiment of the quality of life will have to be considered
an opportunity to be converted by management into profitable bustness
This will apply incressingly to fulfillment of the indimidual It 1s the
organization which 15 tod1y our most vistble social environment The family
1s private rathet than communal—not that this makes it any less important
The commumty ts increasingly 1n the orgatization It will be the job of
management to make the mdnidual's values and aspirations redound to
organszational energy and performance It will stmply not be good enough
to be satisficd—as industnal relations and esen human relattons traditon.
ally have been-=with satisfaction, that 1s, with the absence of discontent
Perhaps one way to dramatize this 15 to say that we may, within another
ten years, become far less concerned with manager development as a means
of adapting the tndividual to the demands of the orgamization and far more
with management development to adapt the orgamization to the needs,
aspreations, and botential of the individual
We also know that creates and social develop.
ment Economic and social development s the result of management
Japan a hundred years ago was an underdeseloped country by every
matenal measurement But it very quickly produced management of great
competence, indecd, of excellence Within twcaty five years Meip Japan had
become a developed country, and, indeed 11 some aspects, such as hiteracy,
the most tughly developed of all countnies We realize today that it ts Mey
Japan-—~rather than the traditional models of the cconomust esghteenth.
century England or nineteenth-century Germany—which ts the model of
development for the underdeveloped world
Wherever we have contnibuted only the economic factors of production,
especially capital, we have not achieved development In the few cases
where we have been able to generale management encegies we kave gemes
rated rapid development Development, in other words, 15 a matter of
human energies rather than of econanue wealth And the generation and
direction of human energies is the task of management Management 1s the
mover and development 1s a consequence
More important even than the new sasks, however, may be management's
new tole Management 1s fast becoming the central resource of the devel
oped countries and the basic need of the developing ones From being the
specific concern of b te, the tion of society, man.
"

B and gers are b g the d organs of developed
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soctety What 15 and what do will, theref d
properly—become ncreasingly a matter of public coricern rather than a
matter for the experts Management wiil increasmgly be concerned as much
with the expression of basic beliefs and values as with the accomplishment
of le results Tt will ly stand for th¢ quahty of fe of &
soctety as much as for its standard of hving

There are many new tools of management the use of Which we will have
tolearn, and many new techniques There are a great many new and difficult
tasks. But the mos* important change for management 1s that the aspira-
tons and values and the very surval of society 1n the developed countnes
will come to depend on the perft the the
and the values of (hexr mznagcn The task of the n:xt generation 15 to make

for and soctety the pew organized inst

tutions of our new pluralism And that 15, above all, the task of manage-
ment




PART ONE

THE TASKS

Management 15 an organ of an and the
whether a busiess or a public service. 13 in turn an organ of society, exisiing
1o make specific contnbunions and (o discharge specific social functions
Management, therefore cannot be defined or understood—let alone prac-
ticed—except in terms of s perfe e di and of the d dsof
performance on 1t The tasks of management are the reason for its existence.
the determnants of 1ts work, and the grounds of 1ts authonty and legitimacy
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The Dimensions of Management

Management Is an Organ—It Exists Only in Contemplation of Perfor-
mance—The Three Pnmary Tasks. Economic Performance, Making Work
Pmducuve and the Worker Achieving, Munugmg Social Impacts and Soctal

bilr The Time D on and Entrepre.
neurship—Efficiency and Effec O and I
The Specific Work of Managing Manag Focus on Tasks

Business enterprises—and public-service institutions as well-—are organs of
society. They do not exist for their own sake, but to {ulfill a specific socral
purpose and to satisfy a specific need of society, community, or individual

They are not ends in themselves, but means The right question to ask tn
respect 1o them 15 not, What are they? but, What are they supposed 1o be
doing and what are their tasks?

Management, 1n turn, is the organ of the institution It has no function
1n itself, indeed, no existence 1n tself. Management divorced from the
nstitution it serves 1s not management.

What people mean by b , and nightly cond isa 2!
ment that has come to misconceive tself as an end and the institution as
a means. This 15 the degenerative disease to which managements are prone,
and especially those managements that do not stand under the disciphine of
the market test. To prevent this disease, to arrest it, and, 1f possible, to cure
it, must be a first purpose of any effective manager—but also of an effective
bock on management.

The question, What is ? comes second. First we have to
define management 1 and through its tasks.

39



40 MANACEMENT

There are three tasks, equally important but essentially different, which
management has to perform to enable the institution in 1ts charge to func-
tion and 1o make its contrbution

~—the specific purpose and mission of the institution, whether bustness
enterpnise, hospital, or umwversity,

—malking work productive and the worker achieving,

—managing social impacts and social responsibilities

1. Purpose and Mission

An mstitution exists for a specific purpose and misston, a specific social
funcnon in the business enterprise this means economic performance

‘With respect to thus first task, the task of specific performance, business
and nonbusmess institutions differ In respect to every other task, they are
sunilar But only business has economic performance as its specific misston
It 15 the defimtion of a business that it exists for the sake of economic
per Inall other hosprtal, church, umversity, or armed
services, economcs 1$ 2 restraint In business enterprise economic perfor-
mance Is the rationale and purpase

A whole section of this book (Chapters 11, 12, 13 and 14) 15 devoted to
the performance of the nonbusness, the public-service, mstitutions But the
emphasts of this book 15 on bustness ¢r and the task of
performance While by no means the only task to be discharged 1n soctety,
1t1s a prionty task, because all other social tasks—education, health care,
defense, and the ad of depend on the surplus of
economic fesources, 1 e, profits and other savmgs. which only successful
economic performance can produce The more of these other satisfactions
we want, and the mare highly we value them, the more we depend on
economic performance of business enterprise

Business management must always, in every decision and action, put
economic performance first It can Justify its extstence and its authonty only
by the economic results it produces A busmess management has failed of
1t fails to produce economic results It has failed 1f 1t does not supply goods
and services desired by the consumer at a price the consumer 1s willing to
pay It has failed 1f 1t does not 1mprove, or at least maintam, the wealth-
producing capacity of the economic resources entrusted to it And this,
whatever the economic or polmcal structure or ideology of a society,

means for p (On the fi of profit sce
Chapter 6, p 71)
The hrst d. of business 1s that 1t 15 an

organ, he W} organ of an society Every act,
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every decision, every deliberation of management, has economic perfor-
mange as 1ts first dimension

2. Productive Work and Worker Achievement

The second task of management 1s to make work productive and the
worker achieving Business enterprise (or any other nstitutian) has only
one true resource- man It performs by making human resources produc-
uve Tt accomphishes s performance through work To make work produc-
tive 1s, therefore, an essential function But at the same time, these institu-
tions 1n today’s soctety are increasingly the means through which indmvidual
human beings find their hivelthood, find their access to social status, to
community and to mndividual achievement and satisfaction To make the
worker achieving 15, therefore, more and more ymportant and 15 a measure
of the performance of an Itis gly a task of

Orgamzing work 2ccording to its own logic 1s only the first step The
second and far more difficult one 1s making work sustable for human beings
—and their logic 1s radically different from the logic of work Making the
worker achieving imphies consideration of the human being a3 an organism
having peculiar physol I and psychol, | properties, abilities, and
Itmitations, and a distinct mode of action It imphes consideration of the
human resource as human beings and not as things, and as having—unlike
any other resource—personality, citizenship, control over whether they
work, how much and how well, and thus requining responsiility, motiva-
tion, partictpation. satisfaction, 1ncentives and rewards, leadership, status,
and funcuon

Management, and management alone, can satisfy these requirements For
workers, whether machine tenders or executive vice presidents, must be
satisfied through their achievement n work and job—that 1s, withn the
enterprise, and management 1s the activating organ of the enterpnse

3 Social Impacts and Social Responsibilities

The third task of management 1s managing the social impacts and the
social responsibilities of the enterprise None of our institutions exists by
stself and 1s an end 1n stself Every one 1s an organ of society and exists for
the sake of society Business 15 no exception Free enterpnse cannot be
Justified as being good for business It can be justified only as bemg good
for society

The first new institution to emerge after antiquity, the first institution of
the West, was the Benedictine monastery of the sixth century It was not
founded to serve commumty and society, however On the contrary, it was
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founded to serve exclusively its own members and to help them toward their
own salvation Therefore, Saint Benedict removed his monastery from hu-
man society and into the wilderness He was not particularly afraid that his
monks would yield to the temptations of the world He saw a greater
danger that they would be concerned with the world, take responsibility
for 1t, try to do good, and be forced to take leadership

Unlike the Benedictine monastery, every one of our mstitutions today
exists to contnbute outside of wtself, to supply and satisfy nonmembers
Business exists to supply goods and services to customers, rather thnn to
supply jobs to workers and or even to
‘The hospital does not exist for the sake of doctors and nurses, but for the
sake of patients whose one and only desire 1s to leave the hospital cured and
never come back The school does not exist for the sake of teachers, but for
the students For a management to forget this 1s musmanagement

No msutunon can, therefore, exist outside of community and society as
the B monastery, tnied Psych geo-

hicall and socually, must be part of the com-

munity

To discharge 1ts job, to produce economic goods and services, the busi-
ness enterpnise has to have impacts on people, on communities, and on
soctety It has to have power and authonty over people, € g , employees,
whose own ends and purposes are not defined by and within the enterpnse
It has to have impact on the community as a neighbor, 2s the source of jobs
and tax revenue, but also of waste products and pollutants And, increas-
1ngly, 1n our pluralist soctety of organtzations, 1t has to add toits fundamen-
tal concern for the quantities of life, 1¢, economic goods and services,
concern for the quality of life, that 1s, for the physical, human, and social
environment of modern man and modern community

This dimension of management 15 inherent 1n the work of managers of
all institutions University, hospital, and government agency equally have
impacts, equally have responsibilitics—and by and large have been far less
aware of them, far less concerned with their human, social, and community
responsibilities than business has Yet, more and more, we look to business
management for leadership with segard 0 the quality of hfe Managing
soctal impacts 15, therefore, becoming a third major task and a third major
dimension of management

These three tasks always have to be done at the same time and withmn the
same managenal action It cannot even be said that ane task predominates
or requires greater skill or competence True, business performance comes
Eirst—it 15 the aim of the enterpnse and the reason for its exstence But 1f
work and worker are mismanaged there will be no business performance,
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worker achieving, managing soctal impact and social responsibilittes, and
doing all this in a balance between the demands of today and the demands
of tomorrow—are the things in which the public at large has a stake The
public has no concern with—and only mld interest in—what managers
have to do to accomphish their tasks It nghtly 1s concerned with perfor-
mance But managers must be concerned with the means to the accomplish-
ment of their tasks They must be concerned with managenat jobs, with the
work of the manager, with the skills he needs, and with his orgamzation

Any book of management that does not begin with the tasks to be
Such 2 book secs management as
something in stself, rather than as a means to 2n end It fatls to understand
that management exists only 1n contemplation of performance It treats
management as an tndependent reality, whereas management 1s an organ
which denives existence, 1dentity, and justification from the function it
serves The focus must be on the tasks

To start out discussing management with the work of the manager or
with managenal organization—as most books on management do—is the
approach of the techi who soon d mnto a But
1t 13 even poor technocracy For, as will be stressed agatn and again 1 this
book, work, Jobs, and
are not absolutes, but are determmed and shaped by the tasks to be per-
formed “Structure follows strategy” 1s one of the fundamental insights we
have acquired in the last twenty years Without understanding the mission,
the objectives, and the strategy of the enterpnse, managers cannot be

managed, organizations cannot be designed, managenal jobs cannot be
made productive




Business
Performance

We do not yet have a genuine theory of business and no sntegrated
line of b But we know what a bustness 1s and
what 1ts key functions are We understand the functions of profit and the
requirements of productivity Any business needs to think through the
questton What 1s our bustness and what should 1t be? From the defimtion
of 1ts misston and purpose 2 business must derive objectives 1n a number
of key areas, 1t must balance these objectives against each other and aganst
the competing demands of today and tomorrow It needs to convert objec-
tives into concrete strategies and 10 concentrate resources on them Finally,
1t needs to think through its strategic planning, 1 e, the decistons of today
that will make the business of tomorrow
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Managing a Business:
The Sears Story

Wha Is a Busines and How Is It Mancged’—How Sears. Roebuck Be
came a B ds Inventing the Mail Order
Plant—General Wood and Sears s Second Phase—Merchandise Planning
and Manager Development—Sears's Third Phase From Selling to Buying

to Procurement—Class Markets and Mass Markess—The Challenges
Ahead

There are hundreds, if not thousands, of books on the management of the
vanous functions of a b duct,

finance, engi
g purchasing, personnel, pubhc relations, and so forth But what it 1s to
manage a business, what management 1s supposed to do and how 1t should
be doing 1, are subjects which are rarely discussed

This oversight 15 no accident It reflects the absence of both a tenable
theory of business enterpnse and an adequate discipltne of management
Therefore rather than theonzing, we shall first look at the conduct and
behavior of an actual busmess enterpnise There 1s no better illustration of
what a business 1s and what managing 1t means than one of America’s most
successful enterprises Sears, Roebuck and Company

With sales in excess of $10 billion, Sears is the largest retatler 1n the
world It 1s by far the most profitable retail bustness anywhere and al-
together one of the most p m the A economy,
by any yardstick Only Marks & Spencer i Great Britain can compare with
Sears in terms of success (see Chapter 8) But, Marks & Spencer 1s not only
much smaller—barely one-tenth of Sears 1t also admuttedly owes much of
s success, especially 1n ts earber years, to imitating Sears
50
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Sears, Roebuck has also been a major growth company, even though tts
industry, the retail business, 1s, of course, old and wel) established, and
totally lacking tn the glamour of high technology or scientific innovation
No other business tn Amencs, not even General Motors, has shown such
a consistent and sustained growth pattern since before the tum of this
century

Sears 15 also a politscal phenomenon that deserves study In an age of
consumensm, Sears would scem to be 2 pnme target for consumer attacks
Yet there has been no or hutle criticism  Sears controls, through majarity
ownershup, ar through ownership of a substantial mimonty of the stock, the
manufacturers of 60 percent of the merchandise st sells 1t would seem a
prime target for antitrusters and a glaring example of concentration of
economtc power Yet there has never been mention of an antitrust investiga-
tron of Sears, let alone an antitrust suit

The typical case studted 1n business schools 1s a case of fatlure, or at least
of problems But one can learn more from successes 1t 1s far more 1mpor-
tant to know the nght thing to do than 1o know what to avoid doing

Sears became a business around the turn of the century with the realiza-
tion that the American farmer represented a separate and distinet market
Separate because of his 1solation, which made exssting channels of distnibu-
tron virtually naccesstble to him, distinct because of his specific needs,
which, 1 important respects, were different from those of the city con-
sumer While the farmer's purchasing power was individually low, 1t repre-

sented a t di almost pped, buymng p 1 1n the aggregate
To reach the farmer, a new distribution channel had to be created
Merchandise had to be produced to answer his needs and wants It had to

be brought to hum at low price, and with a guarantee of regular supply He
had to be given a warranty of rehability and honesty on the part of the
supplier, since his physical 1solation made st impossible for him to inspect
merchandise before delivery or to obtain redress 1f cheated

To create Sears, Rocbuck as a business required analysis of customer and
market., and especially of what. the farmas consdered “value " Fagthasi-
more, 1t required major tnnovation 1n a number of distinct arcas

First, 1t de ded sy 1c “merchand. ** that 1s, the finding and
developmng of sources of supply for the particular goods the farmer nceded,
wn the quality and quantity he needed and at a price he could pay Second.
1t required a mail order catalog capable of serving as adequate substitute for
the shoppmng tnips to the big city the farmer could not make For this reason,
the catalog had to become a regular publication, rather than an announce-
ment of spectacular bargains at irregular ntervals It had to break with the
entire tradition of seling by mail and learn not to high-pressure the farmer
nto buying by exaggerated claims, but to give hum a factnal description of
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the goods offered The mim had to be to create a permanent customer by
convincing him of the reliability of the catalog and of the company behind
1t, the catalog had to become the “wish book™ for the farmer

Third, the age-old concept of caveat emptor had to be changed to caveat
vendor—the meaning of the famous Sears policy of “your money back and

1o questions asked ”* Fourth, a way had to be found to fill large quantities
of customer orders cheaply and quickly Without the mail-order plant,
conduct of the bustness would have been physically impossible

Finally, a human organization had to be butlt—and when Sears, Roebuck

started to become a business, most of the necessary human skills were not
available There were, for mstance, no buyers far ths kind of operation, no
accountants versed 1n the new requirements of mventory control, no artists
to 1llustrate the catalogs, no clerks experienced mn the handhing of a huge
volume of customer orders

Richard Sears gave the company his name. He understood the needs of
the customer, and he brilhiantly improvised to satsfy these needs Butat was
not he who made Sears, Rocbuck tnto a business enterpnse In fact, Richard
Sears’s own operations could hardly be called a business He was a shrewd
speculator, buying up distress merchandise and offering 1t, one batch at a
time, through mail advertising Every one of his deals was a complete
transaction 1n itself which, when finished, hiquidated 1tself and the business
with 1t Sears might have made a lot of money for himself But his way of
operating could never have founded a business, let alone perpetuate it
Indeed his success almost bankrupted hum as 1t pushed his company far
beyond the limit of his managenal capacity His company was about to go
under when he sold 1t to a total outsider, the Chicago clothing merchant
Julius Rosenwald (1862-1932)

Between 1895, when he took control, and 1905, when the Chicago mail-
order plant was opened, Rosenwald made a business enterprise out of Sears
He analyzed the market, began the of h,
sources, and invented the regular, factual mail-order catalog and the policy
of “satisfaction guaranteed or your money back * He butlt the productive
human and gave peoplea of authonty
and full responsibility for results Later he gave every employee an owner-
ship stake 1n the company, bought for him out of profits Rosenwald 1s the
father not only of Sears, Roebuck but of the distnbution revolution which
has changed the warld ecanamy un the twenteth century 20d which 1 30
wital a factor 1n economic growth

*Customers, 1 am given 10 understand, actually return Jess merchandise 1o Sears than to

most of the large American department stores—it s the basic poli
o of e large Am poticy and what it expresses that
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Only one basic contribution to the early history of Scars was not made
by Rosenwald The Chucago madl-order plant was destgned by Otto Doening
n 1903 Five years before Henry Ford's 1t was the first modemn mass-
production plant, compiete with the breakdown of all work 1uto simple
sepetitive operations, with an assembly line, conveyor belt, standardized,
\nterchangeable parts~-and, above all, with planned plant-wide schedul-
ng*

gOn these foundations, Sears had grown by the end of World War I into
2 national 1nstitution, ats *wish book™ was the only literature, besides the
Bible, to be found 1n many farm homes

The next phase of the Sears story begins 1n the mid-twenties Just as the

first chapter was dominated by one man, Julus Rosenwald, the second
chapter was dominated by another, General Robert E Wood (1879-1969)
When Wood jomned Sears, the onginal Sears market was changing rapudly
The farmer was no longer 1solated, the automobile had enabled lum to go
to town and to shop there He no longer formed a distinct market but was,
largely thanks to Sears, raptdly modifying his way of life and his standard
of hiving to conform to those of the urban middle class
¢ At the same time a vast urban market had come into being that was, 1n
1ts way, as 1sofated and as badly supplied as the farmer had been twenty-five
years earfier The low-income groups in 1he cities had outgrown doth their
subsistence standards and thetr distinct Jower-class habits They were ac-
quinng the meney and the desire to buy the same goods as the middle and
upper classes The country was rapidly t g one big h
market—but the distrbution system was still one of separate and distinct
class markets
Wood had made tins analysts even before he joined Sears Out of it came
the decision to switch Sears’s emphasts to retail st
both the motortzed farmer and the city population R
A whole seres of nnovations had to be undertaken to make this decision
viable To the finding of sources of supply and to the purchase of goods from
them, merchardvog T 1o #6a Ywo new major funcrions the design of
ducts and the develop of : capable of producing these
products in large quantity Class market products—for nstance, refnigera.
tors i the twenties—had to be redesigned for a mass market with imited
purchasing power Suppliers had to be created—often with Sears money
ana Sears trained management—to produce these goods This also required
another important nnovation a basic policy for the relations between Sears
and 1ts suppliers, lly those who d pended on the

quipped to serve

pany’s pur-

*There 13 & persistent legend at Sears that Henry Tord before he buslt his own 6
irst pl:
visited and carefuly studied the then brand new Sears mail-order plant m Pt piant
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chases for the bulk of therr bustness Merchandise planning and research
and the tic bulding of hundreds of small supphers capable of pro-
ducing for a mass market had to be mnvented They are as basic to mass
distribution 1n Sears's second phase as ma order and catalogs were i v
first, and they were as distinct a contnbution to the American economy
Retal selling also meant getung store managers Mail-order selling did
not prepare 2 man for the management of a retail store The greatest
bottleneck for the first ten or fifteen years of Sears’s retail operation—almost
until World War II—was the shortage of managers The most systematic
nnavations had 10 be i the field of manager development, and the Sears
pohicies of the thirttes became the starting pont for all the work 1 manager
development now gamng on in mdustry
Expansion 1nto retail selling also meant radical innovations in orgamza-
nen structure Mail-order selling 15 highly retail stores eannot
be run from headquarters two thousand miles away They must be managed
focally Only a few mail-order plants were needed to supply the country
Sears today has over a thousand stores, each with its own market in its own
locality A d or methods of a
decentralized company, measunng the performance of store managers, and
martaifimg corporate umty with maxsmum local autonomy—all these had
10 be devised to make rgtail selling possible. And new compensation policies
had to be found ta reward store managers for performance
Finally, Sears had t0 innovate m store location, archrtecture, and physical
arrangement. The traditional retail store was unsuted for the Sears market
It was not qust 2 matter of putting the Sears store on the outskirts of the
city and of providing 1t with an adequate parking lot The whole concept
of the retal store had to be changed In fact, few people even at Seary reahize
how far this innovation has gone and how deeply 1t has influenced the
shopping hatts of the Amernican people as well as the phystcal appearance
of our towns. The suburban shopping center which appeared in the fifties
as a radical mnovation 1n retail selling 1s but a logical extension of the
concepts and methods developed by Sears during the thirties
The basic decistons underlying the expansion tnto retail stores were taken
in the mid twenties, the basic tnnovations had been made by the early
thirties. This explains why Sears's volume of bustness and 1ts profits grew
right through the Depression and World War IT
In 1954 General Wood retired, though he retared influence  the com
pany for another ten years No other long term dominant chief execunve
has emerged (0 replace fim Since Wood's retirement Sears has been run
by a small team of men, a chairman, a president, and an executive vice
president Without exception, these members of the top team retire after five

toscven years 1n 0%ice rather than, like Rosenwald or Wood, holding power
for taenty or thirty years.
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The changes these successor managements brought about are almost as
profound as those wrought by Rosenwald and Wood They also redefined
Scars’s busmess Under General Wood, Sears was moving from being
seller ta beng a buyer Under his 5, Seary has redefined iself as
a maker for the Amencan family Increastngly the emphasis s on Sears as
the snformed, responsible producer who designs for the Amencan farmly
the things 1t needs and wants Today Sears’s capital investment probably
centers 1n the manufactuning plants 1t owns and controls—even though
retatl store expansion has been pursued vigorously

Sears again and again changed the defimtion of 1ts market 1n line with
the shifting patterns of the Amencan population Rosenwald made avail-
able mass goods 0 a new, emerging mass market Wood made available to
this mass market what earlier had been class market goods, e g, kitchen
appliances In the last twenty years Sears has shifted to a view of the
American market 1n which there 15 no class market any more, 1t now
operates on the assumption that the Amencan middle class ss, n 1ts eco-
nomuc behavior, actually an upper class Sears has thus greatly widened its
product scope OF course, Sears still carnes apphances 1n s stores—and
they probably are still the largest-selling product category Sears has, how-
ever, also become the world's biggest dramond merchant, one of the coun-
try’s biggest booksellers, and a large buyer and seller,‘of onginal art objects,
such as drawings, prints, and paintings

General Wood had taken Sears into automobile msurance, which he
nightly considered just as much an automobile accessory as brake iming or

dshreld wipers His have added property insurance of all
kinds They have added 2 mutual fund to serve the new mass-capital mar-
ket They have gone into the travel business, and so on In other words,

Sears no Jonger defines its business as goods It 1s defined as the needs,

wants, and satisfactions of the Amencan middle class family

Julius Rosenwald and, far more aggresstvely, General Wood had moved
mnto controlling key manufacturers as the only way to make sure of the
quahty Sears needed, of the quantittes 1ts tremendous distribution system
required, and of the lowest possible price for the customers Ths 1s still the
rationale given at Sears for ownership or control of manufacturing sources
But 1t would probably be more correct to descnibe the source relationship
of Sears, Roebuck of today as procurement rather than as buying The
emphasis has steadily shifted toward a long range strategy which anticts
pates what tomorrow’s Amencan famuly wall be and what 1t will require,
and then designs and develops the appropriate products or services Sears
'gd‘g’ ;"a)’ be the first truly marketing focused manufactuning busness in
:h:( " ‘-hpe”:(‘;::mg W:at most manufactuning businesses so far unly preach,
on cre'a e th marketing approach To this marketing strategy, focused
% the sources of supply rather than on selling products to the
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publtc, Sears owes both its tremendous growth n sales and 1ts profitability
Yet Sears today faces new challenges which will require innovation and
strategic thinking fully as much as the developments of the past
From the beginning Sears has been keenly aware of basic populatton
trends m the United States Wood s favonite management tool was a “hittle
black book™ full of population statistics and population projections Jultus
Rosenwald, too, had buslt hus business on populanon analysis and popula-
ton trends The Sears pohicy, all along, has been ta ‘ind the majonity market
and to convert 1t into a true mass market
‘There may be 2 market shift ahead in Amenca, and Sears may not be
strategically positioned for 1t By the mid 1970s the young educated fam:-
Ites, whose breadwinners make thewr living as hnowledge workers, will
dominate the Amencan market Even 1f Sears can transfer to them the
specal relattonship 1t has had with their parents, the blue-collar workers
of the big industnal ciues, Sears does not make, buy, or s¢ll in the areas in
which therr needs may be greatest and their spending likely to go up the
fastest Sears s still pnmanly thing focused, pnmanly a maker, buyer, and
seller of manufactured goods The young educated families have 2 healthy
appetite for goods, but in thetr spending behavior and values, they are
upper upp<r rather than upper class, even if therr 1ncomes are only average
This means that the major growth areas 1n thetr budgets may not be goods
but information and education, health care, travel and lesure, reliable
financial advice and services, and gwidance on job and carecr chotces These,
100, are wants and needs of the American family; these, too, are areas in
which the Amencan family needs an informed and responsible buyer But
these, by and large, are not arcas in which Sears has established itself as the
responsible maker and buyer
Sears, further, has always looked upon its market as homogeneous Sears
has not been bothered by the fact that minonty segments of the market were
not 1tg custemers Nesther the very poor nor the very nch shop at Sears
But 1t has taken for granted that the bulk of the population buys the same
merchandise, considers the same things of value and altogether shares a
common economic profile and a common economic psychology This may
no longer be true There are signs that the American market 1s fragmenting
1010 2 number of big segments with sigmificant dhifferences in buying behav-
tor and economic values between them For such a development, Sears
would seem to be quite unprepared
Sears began tn the forties to expand beyond the Amencan frontier, into
Canada then into Latin Amenica In the stxties it went into Spamn It has
acquired minority interests in retasl stores tn other European countnes
There are persistent rumors that 1t plans to expand nto Japan But so far,
Sears 13 sull an American rather than a multtnational business It will have
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to face up to a difficult and risky decision If 1t stays American, 1t faces the
serious posstbility of a steady slowdown 1n its growth and profitability as
nongoods become increasingly important i the family budget of the Amen-
can middle class If 1t decides to become truly multinational, Sears would
have to choose 1n what countnes and markets the Sears mass-marketing
approach can make the greatest contribution It would then have to think
through what policies—from store design to merchandising to the structure
of the relationship to foreign countrnes, their governments, their manufac-
turers, thetr 1nvestors—this would require And Sears would undoubtedly
have to learn 1o apply the same basic approaches and principles quite
differently tn different markets and different cultures

If Sears wants to matntain its leadership position and 1ts capacity to grow,
1t faces major new challenges and may have to redefine what 1ts business
15, where 1ts markets are, and where innovations are needed

The right answers are always obvious in retrospect The basic lesson of
the Sears story ts that the nght answers are likely to be anything but cbvious
before they have proven themselves “Everybody knew™ around 1900 that
to promise “'satisfaction guaranteed or your money back” could bnng only
financral disaster to a retailer “Everybody knew™ around 1925 that the
Amencan market was sharply segmented 1nto disunct income groups, each
buying different things in different places *Everybody knew"—as late as
1950—that the Amencan consumer wanted to shop downtown, and so on

Even more important as a lesson from the Sears story 15 the knowledge
that the right answers are not the result of brlliance or of “intustion ™
Ruchard Sears had both—and failed The nght answers are the result of
askung the night questions And this 1n turn requires hard, systematic work
to understand what a business 15 and what “our™ business 1s
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What Is a Business?

Businexs Created and Managed by People Not by Forces—The Fallacy of
Profit Maximizauon—Profit. An Objective Condition of Economuc Activity
Not Its Ratwonale—The Purpose of a Bus ness. To Create @ Customer—The
Two Ensrepreneurial Functions. Marketing and Inngvation—The Market
ing Revolution 1n Amenca, Europe and Japan—-Marketing hot o Specual
zed Actntp—1BY o5 an Example—Consumerism, the “Shame of Market
wng"—~From Seliing to Marketung—The Enterprse as the Organ of
Economuc Growth and Development—Innovanon as an Economic Funetion
—As o Dumension of the Total Business—The Productive Utilization of All
Veglth Producing Resources—What Is Productive Labor’—Knowledge
Time Product Mux, Process Mux, and Orgamizanon Structure as Factors in

Juctrvity—Making Knowledze Prod: The Functions of Profit—
Profit as a Social Responsibility—How uch Profit Is Required?—Business
Management a Ronanal Actimty

The Sears story shows that a business enterpnse is created and managed by
people and not by forces Economuc forces set ltmts to what management
can do They create opportunities for management s acuon But they do not
by themselves determine what a business 1s or what 1t does. Nothung could
be sillier than the oft repeated asseruion that “management only adapts the
business to the forces of the market ™ Management not only has to find these
forces, 1t has to creare them It took a Juhus Rosenwald seventy five years
g0 to make Sears into a busmess enterprise, and a General Wood twenty-
e years later 10 change 1ts basic nature and thus insure its growth and
success dunng the Depression and World War 11 Now another manage-
ment generation will have to make new decistons that wall determine
£
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whether Sears 1s going to continue to prosper or to dechne, 10 survive of
eventually to persh And that ts true of every business
Another concluston 1s that a bustiness cannot be defined or explained tn
terms of profit Asked what a business 15, the typical busimessman s Ttkely
10 answer, “An organzation to make a profit * The typical ccgnomlst Is
likely to give the same answer This answer is not only false, 118 rrefevant
The prevailing economuc theory of business enterprise and behavior, the
10n of profit—which 1s simply a compl d way of ph the
old saw of buying cheap and selling dear—may adequately explain how
Ruchard Sears operated But 1t cannot explamn how Sears, Rocbuck or any
*other business enterprise operates, nor how 1t should operate The concept
of profit 10n 15, In fact, 1
Contemporary economists realize thrs, but they try to salvage the theo-
rem Joel Dean, one of the most bnlhant and frutful of contemporary
b sull the theorem as such But this 1s how he

defines 1t

theory makes a fund | fe that profits1s the

basic objective of every firm But tn recent years, profit maximization has been

ertenstvely qualified by theonsts 10 reler 10 the Jong run 10 refer 10 managemeny's

rather than to owners’ incomie, to include non financial income such as increased

lessure for high strung executives and more congemal relations between executive

Ievels within the firm, and to make all for special d such as

p g control, warding off wage de-

mands, and forestalling ant: trust suits The concept has become so general and hazy
that 1t seems to encompass most of men’s aums ta hfe

Ths trend reflects a grawing realization by theonsts that many firms, and particu-

larly the big ones, do not operate on the principle of profit maximizing 1n terms of
marginal costs and revenues .

A concept that has “become so general and hazy that 1t seems to encom-
pass most of men's aums 1n hife™ 15 not a concept It 1s another way of saying,
“I don’t know and I don’t understand ™ A theorem that can be maintained
only when qualified out of existence has surely ceased to have meaning or
usefulness ‘

The danger 1n the concept of profit maximization 1s that 1t makes profit-
ability appear a myth Anyoune observing the discrepancy between the the-
ory of profit maximization and the reality, as portrayed by Joe! Dean, would
be justified 1n concluding that profitability does not matter—the conclusion

actually reached by John Kenneth Galbrawth in The New Industrial
State

Profit and profitab are, h

, crucial—for soctety even more than

*Jos! Dean, Managerial Economics (Peentice Hall, 1951) p 28
tHoughton Mifin, 1967
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for the indmdual business Yet profitability 1s not the purpose of but 2
fimting factor on business enterprise and business actity Profit1s ot the
explanation, cause, or rationale of bustness behavior and business decisions,
but the test of their validity If archangels nstead of bustnessmen 5at
directors’ chaurs, they would still have 10 be concerned with profitabihity,
despite their total lack of personal interest 1 making profits This applies
w1th equal foree to those far from angelic individuals, the commussars who
run Soviet Russia s busmness enterpnses, and who have to run thesr busi-
nesses on a higher profit margn than the wicked capitalists of the West
The first test of any business 1s not the maximization of profit but the
achievement of sufficient profit to cover the nisks of economic actovty and
thus to avoid loss
The root of the confusion 1s the mustaken beltef that the motive of a
person—the so-called profit motive of the businessman—is an explanation
of his behavior or hus guide to nght action Whether there 1s such 2 thing
25 a profit motive at all 1s highly doubtful It was mvented by the classical
to explamn the reahty which their theory of static
equilibrium could not explain There has never been any evidence for the
existence of the profit motive We have long since found the true explans-
tion of the phenomenz of economuc change and growth which the profit
motive was first put forth to explam
It 1s irrelevant for an understanding of business behavior, profit, and
profitability whether there 1s a profit motive or not That Jim Smith 1510
business to make a profit concerns only him and the Recording Angel It
does not tell us what Jum Smith does and how he performs. We do not leam
anything about the work of a prospector hunting for uranium in the Nevada
desert by being told that he 1s trying to make his fortune. We do not learn
anything about the work of a heart specialist by being told that he 1s trying
to make a lvelihood, or even that he is trying to benefit humanity The profit
motive and 1ts offspring maximization of profits are just as irrelevant to the
function of a business, the purpose of a bustness, and the job of managing
a bustness
In fact, the concept 1s worse than irrelevant 1t does harm It 1s 3 major
cause for the misunderstanding of the nature of profit in our society and for
the deep-seated hostility to profit which are among the most dangerous
diseases of an industnal society It is largely responsible for the worst
mustakes of public pohicy—1n this country as well as in Western Europe—
which are squarely based on the faslure to understand the nature, function,
and purpose of business enterpnse And it 1s 1n farge part responsible for
the prevailing behef that there 1s an isherent contradiction betw een profit
2nd a company s ability to make 2 social contnibution Actually a company
can make a social contnbution only 1f 1t 1s highly profitable To put 1t
erudely, a bankrupt company 15 not likely to be 2 good company to work
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for, or Iikely 10 be a good neighbor and 2 destrable member of the commu-
nity—no matter what some sociologists of today seem to believe to the
contrary

The Purpose of a Business

To know what a business 15 we have to start with tts purpose Tts purpose
must e outstde of the business itself In fact, 1t must lic in soctety since
business enterprise 1s an organ of soctety There 1s only one valid defimtion
of business purpose 1o create @ customer

Markets are not created by God, nature, or economic forces but by
businessmen The Wani a business satisfies may have been felt by the cus-
tomer before he was offered the means of satisfying it Like food in a farmine,
1t may have dominated the customer s hife and filled all his waking mo
ments, but 1t remamed a potential want until the action of bustnessmen
converted 1t 1nto effective demand Only then 1s there a customer and a
market The want may have been unfelt by the potential customer; no one
knew that he wanted a Xerox machine or a computer unti] these became
available There may have been no want at all unul business action created
1t~by 1nnovation, by credit, by advertising, or by salesmanship In every
€3¢, 1t 15 business action that creates the customer

It 1s the customer who determines what a bustness 1s It 15 the customer
alone whose willingness to pay for a good or for a service converts economic
resources into wealth, things mto goods What the business thinks 1t pro-
duces 15 not of first importance—especially not to the future of the business
and to its success The typrcal engineering definition of quality 1s something
that 1s hard to do, 1s complicated, and costs 2 lot of money! But that 1sn't
quality, it’s p What the cust thinks he 1s buying, what he
considers value, 1s decisive—it determines what a business 15, what 1t pro-
duces, and whether 1t will prosper And what the customer buys and consid-
ers value 1s never a product It 1s always utility, that 15, what a product or
service does for lum And what 1s value for the customer 13, 2s we shall see
{m Thapter 7), anything but cbvious

The 15 the found ofab and keeps 1t i existence
He alone gives employment To supply the wants and needs of a consumer,
society entrusts wealth producing resources to the business enterprise

The Two Entrepreneurial Functions

Because 1ts purpose 15 to create a customer, the business enterprise has

id only these two—bas marketing and innovation Mac-
keting and inovation produce results, all the rest are “costs **
Marketing 1s the d 2, unique fi of the b A busi-
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ness 1s set apart from all other human organizations by the fact that it
markets a product or a service Neither church, nor army, nor school, nor
state does that Any orgamzation that fulfills wself through marketing a
product or a service 15 a business Any orgamization 1n which marketing 1s
either absent or incidental 1s not a business and should never be managed
as 1f 1t were one
The first man 1n the West to see marketing clearly as the umque and
central function of the business enterpnise, and the creation of a customer
s the specific job of management, was Cyrus H McCormick (1809-1884)
The tustory books mention only that he invented a mechanical harvester
But he also tvented the basic 1ools of moder marketing market research
and market analysis, the concept of market standing, pricing policies, the
service salesman, parts and service supply to the customer, and installment
credit He had done afl this by 1850, but not till fifty years later was he first
widely 1mitated even in his own country
In the Far East marketing arose even earlier—also without finding imita
tors for a very long ime. Marketing was invented in Japan around 1650 by
the first member of the Mitsut famdy to settle 11 Tokyo as a merchant and
10 open what maght be called the first department store He anticipated by
a full 250 years basic Sears, Roebuck policies to be the buyer for his
customers to design the nght products for them, and to develop sources
for therr production the prinetple of your money back and nio questions
asked, and the 1dea of offening a large assortment of products to his cistom-
ers rather than focusing on a craft, a product category, or a process He also
saw that the social changes 1n his country at that time had created a new
class of potential customers, an urbanized new gentry and a new bourgeoi-
sie On these foundations he and his successors not only built what is to this
day Japans largest retal busmess, the Mitsukosh chain of department
stores They also built one of the largest of Japan’s manufacturing, tradmng,
and financial combines, the Mitsur Zaibatsu
The economic revolution of the American economty since 1900 has i
large part been a k I it Creative, P
marketing 1s still far 100 rare 1n American business—few bustnesses are even
abreast of the Sears of 1925, let alonc of the Sears of 1970 Yet fifty years
ago the typical de of the American toward & was
the sales department will sel! whatever the plant produces " Today 1t 15
mcreaningly “It 1s our Job to produce what the market needs " However
deficient 1n execution, the attitude has by stself changed our economy as
much s any of the technical snnovations of this century
In Europe selling was not really accepted as a core function of bustness

:nul well after World War II Export sales were hughly valued—a holdover
rom eigh cl

24 which d domestic con-




What Is a Business? 63

sumption to be antisoctal but selling abroad tighly patriotic and mentonious
fa good bt of thus belief sl lwgers ont 1n Japan and underlies Japanese
government attitudes and polictes)

But selling was undgmified Befare 1914 an export sales manager could'
get an officer’s commission 1n the Prussian Army, he was a “gentleman*

Ryt a d sales ger was ptable and despised As late as
1950 there were big Italian companies whose export sales managers sat on
the board of d as bers of top while no one, liter-
ally, was responstble for d 1 though the domestic market

accounted for 70 percent of the company’s business
Ttus traditional European social prejudice against market, customer, and
selling was, by the way, an important reason for the populanty of cartels
in Evrope No one needs to worry about markets and sales—at least not in
the short run—if an industry divides up the business through a fiidy, tight
cartel
The shift from this attiude to one which considered marketing as a
central business function—though perhaps not yet as the central function
of business—is one of the mam reasons for Europe'’s explosive recovery
smce 1930
The marketng approach was first introduced into Europe in the twenties
by an English retail chain, Macks & Spencer Despite Marks & Spencer’s
stucCess—in less than fifteen years, from 1920 to 1935, the firm became
Europe's largest, fastest growing, and most profitable retailer—few fol
lowed 1t unti} well after World War 11 Since then the marketing revolution
has swept Europe—Ileading pr are such comp as Philips 1n
Holland, Unilever, and Fiat
In Japan, similarly, few imtated Mitsu The marketing revolution 1n
Japan perhaps did not start until Sony, a brash newcomer, began to marker
m the 1950s, first 1 Japan, then worldwide Until then most Japanese
businesses were product-onented rather than market-oniented, but they
learned amazingly fast The economic success of Japan in the world markets
since the fifties, and with 1t the Japanese economic miracle, rests squarely
:)n ;n acceptance of marketing as the first function of bustness and 1ts crucial
as!
Marketing 1s so basic that 1t cannot be considered a separate function (1 ¢,
a separate skill or work) within the business, on a par with others such as
manufactunng or personnel Markeling requires separate work, and 2 dis-
tinct group of activiies But 1t 1s, first, 2 central dimension of the entire
bustness It 1s the whole bustness scen from the pownt of view of ity final
result, that 1, from the customer’s point of view Concern and responsibifity

for matketing must, therefore, permeate all areas of the enterpnse
Among Amenican

ng P the ding practi-
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tioner of the marketing approach may well be IBM, and IBM 1s also the =
best example of the power of marketng (See the discussion of IBM's
near-mitss in Chapter 60 ) IBM does not owe its metcoric nise to technolog
cal or product It was a Johnny lately when 1t
entered the computer field, without technological expertise or screntific
knowledge But while the technaological leaders in the early computer days,
Unwvae, GE, and RCA, were product-focused and technology focused, the
punch-card salesmen who ran IBM asked “Who 1s the customer? What 1s
value for him? How does he buy? And, what does he need”” As a result,
1BM took over the market

From Selling to Marketing

Despite the emphasis on mark and the pproach, market-
ng s still rhetoric rather than reality in far too many busmesses *““Consim-
ensm” proves this For what consumensm demands of business 1s that 1t
actually market It demands that bustness start out with the needs, the
realities, the values of the customer It demands that bustness define its goal
as the satsfaction of costomer needs It demands that bustness base its
reward on 1ts contribution to the customer That after twenty years of
marketing rhetonc consumensm could become a powerful popular move-
ment proves that not much marketing has been practiced Consumertsm 1s
the “shame of marketing *

But 1s also the opp of marketing It will force
ta become market-k d 1n therr actions as well 25 10 thewr
pronouncements

Above all, consumensm should dispel the confusion which largely ex-
plarer *+ there has been so little real marketing Wha~ managers speak

*hev ysually meun the orgam~ '
‘e Tt sl sta

b
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that should be needed then 1s to make the product or service available, 1 ¢,
togistics rather than salesmanship, and statistical distnbution rather than
promotion We may be a long way from this 1deal But consumensm 1s a
clear indication that the nght matta for business management should m-
creasngly be, “from selling to marketing "

The Enterprise as the Organ of Economic Growth and
Development

Marketing alone does not make a business enterpnse In a static economy
there are no business enterpnses There are not even businessmen The
middleman of a static society 15 a broker who receives his compensation in
the form of a fee or a speculator who creates no value

A business enterpnise can exist only in an expanding economy, or at least
1n one which considers change both natural and acceptable And bustness
15 the specific ofgan of growih, expansion and change

The second function of a business is, therefore, innovation—the provision
of different economic satisfactions It 15 not enough for the business to
provide Just any economic goods and sefvices, it must provide better and
more economic ones It 15 not necessary for a bustness to grow bigger, but
it 1s necessary that 1t constantly grow better

Innovation may result 1n a lower price~—the datum with which the econo-
mist has been most concerned, for the simple reason that 1t 1s the only one
that can be handled by quantitative tools But the result may also be a new
and better product, a new convenience, or the definition of a new want

The most productive innovation 1s a different product or service creating
a new potential of satisfaction, rather than an improvement Typically this
new and different product costs more—yet 1ts overall effect 1s to make the
economy more productive

The antibiotic drug «
yesterday's physiciar

~» adding *

“%= cold compress which 1s all
*er costs far me
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succeeds 1n selling refngerators to Eskimos to prevent food from freezing
would be as much of an innovator as if he had developed brand new
processes or nvented a new product Tosell Eskimos a refnigerator to keep
food cold 1s finding 2 new market, to sell a refrigerator to keep food from
getting too cold 1s actually creating a new product Technologically there
1s, of course, only the same old product, but ecanomucally there 15 mnova-
tion

Above all, snnovation 1s not mvention It 1s a term of economics rather
than of technol 1 | 1or n-

at least as imp as technol, 1 ones (On this see
Chapter 61, “The Innovative Organization *)

However important the stearn engtne was as an 1nvention, two nontech-
nological nnovations have had as much to do with the nse of modern
economy the mobihzation of purchasing power through bank credtt, and
the app! of to the physical risks of economuc
activty, that 1, insurance The innovation of hmited hability and the subse-
quent development of the publicly owned hmited-lrabihity company were of
equal importance And tnstallment credit (or as the Bntish call 1t more
accurately, hire purchase) has equal impact It makes 1t possible to pay for
the means to increase production out of the future frutts of the investment
1t thus enabled the Amenican farmer 1n the mineteenth century to buy the

that made him p! and to pay for them after he had
obtained the larger crop at lower cost And this also makes mstallment
credst a powerful dynamo of econoruc development tn today’s poar, under-
developed countres

Inthe of the business can no more be
considered a separate function than marketing It 1s not confined to engt-
neering or research but extends across all parts of the business, all functions,
all activities It cannot be confined to manufactunng business Inniovation
1 distrib has beer as imx as " {: and
s0 has been innovation 1 an insurance company or 1n a bank

The leadership 1n 1nnovation with respect to product and service has
traditionally been focused in one functional acttvity which 1s responsible for
nothtay, clse This has been particularly true for businesses with heavy

or chernical technoll Inan company, 100, a spe-
c1al department charged with lead fnrfh:y. 1 Pe'

of new kinds of coverage may be 1n order, and there mught well be other
such departments charged with nnovation 1n the organization of sales, the
administration of policies. and the sattling, of dams Yo aaoveT giowy

mught work on innovation 1n investing the company's funds All these are
the insurance company's business

But—as discussed in more detail 1n Chapter 61—the best ‘way to organize
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for systematic, purposeful wnovation s as a business actwty rather than
as functional work At the same time, every managenal umit of a business
should have responstbility for 1nnavation and definite innovation goals It
should be responsible for contnbuting to innovatton in the company’s prod-
uct of service, wn addition, ut should strive consciously to advance the art
1n the particular arca in which 1t 15 engaged selling or accounting, quahty
control ofr personnel management

Innovation can be defined as the task of endowing human and matenial
resources with new and greater wealth producing capacity Innovation 1s
particularly tmportant for developing countries These countnes have the
resources They are poor because they lack the capacity to make these
resources wealth producing They can import technology But they have 1o
produce thewr own social inmovations 1o make smported technology work

To have realized this was the great strength of the founders of modern
Japan a century ago They deliberately kept their country dependent on the
West's technology— a depend. that d untl very recently But
they channeled their energtes and those of their people into souial innova-
tions that would enable their country to become a strong nmodern society
and economy and yet retam 1ts distinet Japanese character and culture

Innovation 1s thus crucal to economic development Indeed, economic
development 15, nbove all, an entreprencanal task

Managers must convert society’s needs into opportunities for profitable
business That, too, 1s a definition of snnovation It needs to be stressed
today, when we are so conscious of the needs of society, schools, health-care
systems, Cities, and environment  These needs are not too different m hind
from those which the h century entrer converted into
growth industries—the urban newspaper and the strectcar; the steel frame
skyscraper and the school textbook, the teleph and phar 1

The new needs similarly demand the innovating business
y

The Productive Utihzation of Wealth-Producing Resources

The enterprise must utilize wealth producing resources to discharge its
purpose of creating a customer It 15, therefore, charged with productive
utthzation of these resources This 1s the ad ative funcion of b
In its economuc aspect 1t 15 calted productivity

Everybody these last few years has been talking productivity That
greater productivity—better utihization of resources—is both the key ta g

On this see the essay by a South Amencan educator and businessman Revaldo Scarpetta
Management Education as & Key o Socual Development 10 Preparing Tomorrow s Business
Leaders Today edited by Peter F Drucker (Prentice Hall 1969)
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high standard of living and the result of bustness activity is not news And
everyone knows by now that the scourge of modern economies, uncon-
trolled inflation, 1s a deficiency disease caused by inadequate productvity
But we actually know very fittle about productivity, we are, indeed, not yet
able to measure 1t

Productivity means that balance between all factors of production that
will give the greatest output for the smallest effort This 1s quite different
from productivity per worker or per hour of work, 1t s at best distantly and
vaguely reflected tn such tradiuonal standards

These standards are still based on the eghteenth century tenet that
manual labor 1s tn the last rosort, the only productive resource, manual
work the only real effort The standards stif) express the mechantstic fallacy
—of which Marx, to the permanent disability of Marxian ecamomics, was
the last dupe—that all human ach could tly be
measured 12 umts of muscle effort Increased productvity 1n a modern
economy 15 never achieved by muscle effort It1s always the result of doing
away with muscle effort, of substituting something else for the laborer One
of these substitutes 15 of course, capital equipment, that 1s, mechanical
energy *

At least as ymportant, though unnoticed until very recently, 1s the in-
crease 1n productivity achieved by replacing manual labor, whether skilled
or unskilled, by knowledge, resulting in a shift from laborers to knowledge
workers such as h and p

A little reflection will show that the rate of capital formation, to which
cconomists give so much attention, 1s a secondary factor Someone must
plan and design the 1, th 1, and
task—before 1t can be installed and used The bastc factor 1n an economy's
development must be the rate of “bram formation,” the rate at which a
country produces people with ymagmation and vision, education, and
theoretical and analytical sklls

However, the planning, destgn, and installation of capital equipment 1s
only a part of the increase in productvity through the substitutton of brain
forbrawn At least as important is the contribution made through the direct

change of the character of work from one requining the manual labor,
skilled and unskilled, of many people, to one requinng theoretical analysis

and conceptual planning without any investment 1 capital equipment
This cantribution first became evident n the 1950s 1n the analysis of the
&5y Setaeen A 1 and Ei industry Stud €.

peerewe nov Maue avalable the carclul studies of Simon Kuznets (of the Unisersity of
bermiyivans and of Marvard) to show the direct relationship 1n United States industry
' een nvESment in capital equipment and inereases 1n productrvnty
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by the Stanford Research Institite and by the Orgamzavion for Econonue
Coaperation (OEC)—showed clearly that the productivity differential be-
tween Western Europe and the Umited States was not a matter of capual
mvestment In many European industries productivity was as much as
two-thirds below that of the corresponding Amencan industry, even though
capital investment and equipment were equal Theonly explanation was the
lower proportion of managers and techmetans and the poor organizatton
structure of European industry with its reliance on manual skill

o 1900 the typical manufactuning company 1 the United States spent
probably no more than $5 or $8 on 1al, tech 1, and profi 1
personnel for every $100 in direct-labor wages Today there are many
manufacturing industries where the two items of expenditure are equal—
even though direct-labor wage rates have nsen proportionately much faster
Outside of manufactunng, transportation, and muning, ¢ g , 1n distnbution,
finance, nsurance, and the service mdustries (that 1s, in two thirds of the
American economy), the tncrease th productivity has been caused primanly
by the repl of labor by pl brawn by brain, sweat by hnow!-
edge

The greates] opportumitics {or tncreasing productivity are surely to be
found n knowledge work 1tself, and especially sn management The vocabu.
lary of b pecially of accc g—in relation to productivity has
become so obsolete as ta be musleading. What the calls produe-
tive labor 1s manual workers tending machines, who are actually the least
productive labor What he calls nonproductive labor—all the people who
contribute to production without tending a machine—is a hodgepodge It
includes pre-industrial, Jow-productivity brawn labor like sweepers, some
traditional high-skill, high-productivity labor like toolmakers, new indus-
tnal hugh-skill labor ke maintenance electncians, and industrial high-
knowledge personnel like foremen, industrial engineers, and quality control
men Finally, what the accountant lumps together as overhead—the very
term reeks of moral disapproval—contains what should be the most pro-
ductive resource, the g 1 1 designers, 1nnova-
tors It may also, hawever, contawn purely parasitical, ff not destructive,
elements i the form of high-priced personnel needed only because of
malorgamization, poor spint, or confused objectives, that s, because of
mismanagement

We need a concept of productivity that considers together all the efforts
that go into output and expresses them in relation to their result, rather than
one that assumes that labor s the only productive effort But even such a
concept—though a big step forward—w ould still be nadequate 1f its defin-
tion of effort were confined to the actwities measurable as visible and direct
costs, that 15, according to the accountant's definition of, and symbol for,
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ffort There are factors of substanual if not decisive tmpact on productivity
that never become wistble cost figures
First there ts led, s most p: resource 1f properly
apphed but also the most expensive one, and totally unproductive, If misap-
phied The knowledge worker 1s, of necessity, a high-cost worker Having
spent many years 1n school, he also represents a very high soctal mvestment
Then there 1s ttme—man s most penshable resource Whether men and
machines are utilized steadily or only half the ime will make a difference
n therr productivity There 15 notmng less produetive than idle tme of
expensive capital equipment or wasted time of hughly paid and able people
Equally may be more prod effort 1nto tme
than 1t will comfortably hold—for stance, the attempt to run three shifts
n a congested plant or on old or delicate equipment
The most prod: least prod rme 15 that of the manager
humself Yet 1t 15 usually the least known, least analyzed, least managed of
all factors of productivity
Productivity 1s also a function of the product mux, the balance between
various combinations of the same Tesources As every manager should
know differentials in the market values of vanous combrnations are rarely
proportional to the efforts that go into making up the combrnattons Often
thare 1s barely any discernible relationship between the two A company
turning out a constant volume of goods with unchanging matenals and
skills requirements and 2 constant amount of direct and indirect labor may
reap fortunes or go bankrupt, depending on the product mix Obviously this
a di m the pr of the same re-
sources—but not one that shows 1 costs or can be detected by cost analysis
There 15 also an important factor which I would call “process mix ™ Is
1t more productive for 2 company to buy a part or to make 1t, to assemble
1ts product or to contract out the assembly process, 1o market under 1ts own
brand name through its own distributive organization or to sell to indepen-
Cent wholesalers using thewr own brands? What ss the company good at?
What 1s the most productive utilization of 1ts specific knowledge, ability,
expenence, reputation”®
Not every management can do everythmg nor should any bustness neces
sarily go 1nto those activities which seem objectively to be most profitable
Every management has specific abihties and hmitations Whenever it at
tempts to go beyond these, 1t 1s fikely to fail, no matter how mherently
profitable the venture
w*::;ﬁi‘: ‘m";’ x:iﬁ 2t running 3 highly stable business will not be able
or a rapidly growing bustness People who have

*On thut see my book, The Effective Executive (1966) especully Chapter 1
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grown up 1n a rapdly expanding company will, as everyday cxpenc::;
shows, be in danger of destroying the business should it enter upcnda pe

of consohidation People good at runming a business with a foun :l;non mr
long range tesearch are not hikely to do well 1in high pressure sch ing of
novelties or fashion goods Utilization of the specific abilities of the com-
pany and 1ts management and observance of these specific hirmitanons 1s an
important productivity factor Conglomerates may optimize the producu;'-
1ty of capital, but they will have rather low productivity—and inherently
poor results—in other equally important areas

Fimnally, productivity 1s vitally affected by organization structure and by

the balance among the various activities within the business If a lack of
clear organization causes managers to waste their time trying to find out
what they are supposed to do rather than doing it, the company's scarcest
resource 1§ being wasted 1f top 1s ed anly 1n eng -
ng (perhaps because that's where all the top men came from) while the
company needs major attention to marketing, 1t lacks productivity, the

resulting damage will be greater than could be caused by a drop in output
per man-hour

These factors are additianal to the factors accauntants and economists
usually consider, namely, productivity of 1abor, capital, and matenals They
are, however, fully as unportant

We therefore not only need to define productivity so as to embrace all
these factors affecting it, but also need to set objectives that take all these
factors 1nto account We must develop yardsticks 1o measure the impact on
productivity of the substitution of capital for labor, and of knowledge for
both—and means to distinguish between creative and parasitical overhead,
and to assess the ympact on productivity of time utilization, product mix,
process mix, organization structure, and the balance of activities

Not only does indtvidual 3 need ad. pts and mea-
surements for productivity, the economy needs them Their lack 1s the
biggest gap n our economic statistics and seriously weakens all econamic
pohicy It frustrates our attempts to fight depression and snflation alike

The Functions of Profit

Profit ts not a cause but a result—the result of the performance of the
business 1n marketing, nnovation, and productivity It is # needed result,
serving essential economic functions Profit ss, first, the test of performance
—the only effective test, as the communists tn Russia soon found out when
they tried to abolish 1t 1n the early twenties (though they cuyly catied it the
capital fund and avorded the bad word profit until well into the 19%0s)
Indeed, profit 13 2 beautifu) example of what enginerrs mean whon the (alh
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No apology 15 needed for profit as a necessity of economy and society
On the contrary, what a businessman should feel guilty about, what he
should feel the need to apologize for, 1s fatlure to produce a profit appropri-
ate to the economic and social functions which profit, and only profit, can
develop

Walter Rathenau (1867-1922), the German executive, statesman, and
social philosopher, wha thought more deeply than any other Westerner of
his time about the socral responsibility of ¢ proposed replacing the
word profit with responsility Profit, to be sure, 1s not the whale of
business responsibility, but it 1s the first responsibility The bustness that
fails to produce an adequate profit impenls bath the integeity of the rev
sources entrusted 1n 1ts care and the economy's capacity to grow It 1s
untrue to s trust

At the very least business enterprise needs a mentmum of profit the
profit required to cover its own future nsks, the profit required to enable
1t to stay tn business and to maintain intact the wealth-productng capacity
of its resources This required profit affects b behavior and
business decision—both by setting limits and by testing their validity Man
agement, in order {o manage, needs a profit objective at least equal to the
required minimum profit, and yardsticks to measure its profit performance
against this requirement (For further discussion see Chapters 8 and 9)

What, then, 15 managing a business? It follows from the analysts of
business activity as the creation of a customer through marketing and
mnovation that managing a business must always be entrepreneunal in
character There 1s need for administranve performance But 1t follows the
entreprencurial objectives Structure follows strategy

1t also follows that managing 2 business must be a creative rather than
an adaptive task The more a creates d or

changes them rather than passively adapts to them, the more 1t manages the
business

But an analysis of the nature of 2 business also shows that management,
while ultimately tested by performance alone, 1s a ratronal activity Con-
cretely this means that 2 business must set objectives that express what ts
desrable of attainment rather than (as the of-profit th
mplies) aim at accommodation to the possible Once objectives have been
set by fixing one's sights on the desirable, the question can be raised what
concessions to the passible have to be made This requires management to

decide what business the enterpnise 1s engaged 1n, and what business 1t
should be engaged 1n




7

Bustness Purpose and Business Mission

The Theory of the B The Fallacy of the U By o
Theory of the Eusiness Is Merded— Especsally in Today s Knowledge Orga
Pzation—*What Is Our Busmess** Nether Simple nor Obrigus—Theo-
dort Veiland the Telephone Companp—Top Management 5 First Responst
bility—Foilure 1o Define Busiress Purpose and Business Musion a Mapor
Cause of Business Frustration and Business Fatlure—Whp “What Is Our
Buzines?™ Is So Rarely Asked—The Meed for Dissent—The Customer
Defnes the Business—Who Is Our Customer’—Cusiomer and Consumer
—The Carpet Industry Storp—Where Is the Customer?—What Does He
Buy’—What Is Valye 1o the Customer”~There Are o Irranional Custom
ers~The Economst 5 Concep of Value—What Is Prce?—When 1o Ask,
~What f5 Our Business? ™ Most Imporiant. When a Business s Suceersful
—~Whar Ball Our Business Be?™—The Importance of Population Trends
—Changes in Econamy Fathion. and Compet non—Anteipating Innava
Hion—The Consumer s Unsatisfed Wantr—*What Should Our Business
Be*—The Meed for Planned Abandonment

Every oae of the great busmass builders we know of—from the Medicy and
the founders of the Bank of England down to IBM s Thomas Watson in our
day—had a defimite 1d¢a, bad indeed, a clear theory of the business which
nformed his 2ctions and decisions. A clear, unple, and penetraung theory
of the bustness rather than intmtion characterzes the truly successful entre
preneur the man who not just amasses a large fortune but buslds an organi
2anon that can endure and grow long after he 1s gone

The indmdual entrepreneur does not need 10 analyze his concepts and
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explam his theory of the business to others, let alone spell out the details
He 15 10 one person thinker, analyst, and exccutor Buwmess enterprise,
however, requises that the theory of the business be thought through and
spelfed out [t d ds a clear d of purpose and b
mission Tt demands asking, *What 1s our business and what should 1t be?”

Unlike the single entrepreneur, business enterpnise requires continuity
beyord the life span of 2 man or of any one generation It cannot, Iike the
merchant adventurer of old, engage in one venture at 2 ume which 1s fully
hquidated before the next veature ts begun It has 10 commit resources to
an ever-longer future, 1t 1s 1n itself the result of commutments of the past
and has, therefore, commtments to the past and 1o the future—an estab-
Iished org; blished policies, past d 3 , facih-
ties, products, mackets, and above all, people Unless grounded 1n a theory
of the business, these commitments cannot be made rationally They are
baund to splinter resources And unless grounded 1n a theory of the bust-
ness, these commtments cannot be reviewed and revised rationally There
15 no way to determune that a change 15 needed unless results can be held
agamnst expectations denved from such a theory of the busmess

Today’s theory of the business always becomes obsolete—and usually
pretty fast Unless the basic concepts on which a business has been built are,
therefore, visible, clearly understood, and exphicitly expressed, the business
enterpnise 15 at the mercy of events Not undeérstanding what 1 15, what st
represents, and what its basic concepts, values, polices, and beliefs are, 1t
cannot rationally change utsell How rapudly even the most bnlhant entre-
preneunal 1dea can obsolesce the history of Henry Ford shows—with only
fiftcen years between an entrepreneunal 1dea that literally transformad
economy and society and its obsolescence (See Chapter 29, “Why Manag-
ers” )

Only a clear definttion of the mussion and purpose of the busmess makes
possible clear and reabstic business objectives It 1s the foundation for
prionities, strategies, plans, and work assignments 1t 1s the starting point
for the design of managental Jobs and, above all, for the design of managenal
structures Structure follows strategy Strategy determungs what the key
activities are 1n a given business And strategy requires knowing “what our
busuess 1s and what 11 should be *

The Fallacy of the Unternehmer

Insofar as the literature of and has paid
to the theory of the bustness, 1t has dealt with it as a need of the man at
the top—~ar at most of a small top-management group

The German tradition 15 most exphcit on this pomt The Unternehmer,
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that 1s, the top man and especially the owner-manager, alone knows what

the bustness 1s all about and alone makes entreprencunal decisions Every-

body else 1s essentially a fechmician who carmes out prescribed tasks Noone

but the Unternehmer needs to understand the massion and purpose of the

business Indeed, no one really should know and understand, Unternehmer-

tum-—entreprencurship—ts a mystique that better be kept hidden from the
1

1¢., ordimary and
While only the Germans have formalized the traditional coneept, 1t 1s
assumed by top peoplé everywhere in the West

{(though not in Japan) This may have been adequate i the nineteenth-
century business 1n which there were a few men af the top who alone made
decisions, with all the rest manual workers or Jow-level clerks It is a
dangerous misconception of today s busness enterpnse

In sharp contrast to the organszations of the past, today’s business enter-
prise (but also today's hospital or government agency) bnngs together a
great many men of high knowledge and skill, at practically every level of
the organization But high knowledge and skill also mean decision-tmpact
on how the work 1s to be done 2nd on what work 15 actually being tackled.
They make, by necesstty, nsk-taking decisions, that 1s, business decrstons,
‘whatever the official form of organization And the computer does not alter
this fact In fact, 1t makes the decisions of top management even more
dependent on the deciston mnput from lower levels—which 1s what then
becomes the datz of the computer

When the computer first came 11, 1n the early fifures, we heard 2 good deal
about the imminent disappearance of the middle manager Instead, the
fiftzes and sixtizs brought mn all developed countries a tremendous growth
of ruddle managers. And, unlike traditional middle managers, the new
muddle people are largely decision-makers rather than executors of dect.
sions made on high. (On this see Chapter 35, “From Middle Management
to Knowledge Organization ™)

As 8 result, decisions afecting the entire bugness and 1ts capacity to
perform are made at all levels of the organization even fairly low ones
Risk-taking decisions—what to do and what not 10 do what to continue
we-t o= =nd what to abandon what products, markets, or technologies to

and what markets, products and technologies to 1gnew
4v"s business enterprise (especally the *
“subordinate rank, ver
“sition
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are wanted and that other kinds are not particularly destrable Every one
knows, e g, that “lowenng the price of our product does not create new
demand,” or that “we do this™ but “*do not do that * Every one, 1n other
words, has his answer to the question “What 15 our business and what
should it be? * Unless, therefore, the business itself—and that means its top
management—has thought through the question and formulated the an-
swer—or answers—to 1t, the decision makers in the business, all the way
up and down, will dectde and act on the basts of different, incompatible, and
conflicting theories of the business They will pull in different directions
without even being aware of their divergences But they will also decide and
act on the basts of wrong and misdirecting theories of the business

Comman vision, common understanding, and unity of dicection and
effort of the entire organtzation require definition of “what our business is
and what 1t should be ™

“What Is Our Business?”—Never Obvious

Nothing may scem simpler or more obvious than to know what a com-
pany's business 1s A stecl mill makes steel, a railroad runs trains to carry
freight and an pany underwntes fire risks, 2 bank
lends money Actually, “What 1s our bustness?” 1s almost always a difficuls
question and the right answer 1s usually anything but obvious

One of the earliest and most successful answers was worked out by
Theodore N Vail (1845-1920) for the American Telephone and Telegraph

Company (also? ~< the Bell System) almost seventy years ago “Our
bustness 1s < 4« abvious once 1t has been said But first
there he

*«lephone system, being a natural
~nd that a privately owned

“=v was exceptional

* =4 tobe the

nda

monre
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Varl's defimtion served his company for two-thirds of a century, up nto
tbe late 19605, 1t may have been the longest hved answer to the question
“What 15 our bustness™ That the Amencan rafroads never thought their
way through to any definition of their business s surely a major reason for
the perpetual crisis i which they have floundered since World War I, and
for the almost complete lack of community support that 15 their greatest
weakness.

In retrospect all of Vail's answers were obvious, if not trite But not only
did 1t take years to work them out, each was heresy when first propounded
2nd Ditterly fesisted throughout the company Vad was fired from tus
position as general manager 1n the late 1890s when he dared propose t6 his
top management that the question “What 15 our business™” be asked He
was calted back, a decade later, when the consequences of the lack of an
answer had become pamnfully evident—that 1s, when the Bell System, oper-
atmg without clear definstion of 1ts musston and purpose, had drifted 1nto
xevere crisis and was threatened by government takeover

The answer to the question “What 15 our business? * 1 the first responsi-
ility of top management Indeed, one sure way to tell whether a particular
1ob 13 10p management or hot 1s to ask whether 1ts holder 1s expected to be
concerned with, and responsible for, answenng this question Only top

management can make sure that thus question recetves the atteation it
deserves and that the answer makes sense and enables the business to plot
1ts Course and set its objectives

That business purpose and business misston are sa rarely given adequate
thought 1 perhaps the most important single cause of business frustration
and business fallure C y, such as the
Telephone Company or Sears, success always rests to a farge cxtent on
raising the question “What 1s our business?™ cleatly and deliberately, and
on answenng it thoughtfully and thoroughly

But there are reasons why managements shy back from asking the ques-

tion, the first 1s that the question causes controversy, argument, and dis-
agreement

To raise the question always reveals cleavages and differences wittun the
top-manageméht group itsell People who have worked side by side for
many years and who think that they know each other's thoughis suddenty
reslize with 2 shock that they are in fundamenta) disagreement

The Need for Dissent

Most managements shrink back from these disagrezments as divisive ang,
painful But dectding “What 15 our business”” Is a genuine decision and a
genure decision must be based on divergent views 10 have a charice to be
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a nght and an effective deciston (See Chapter 37, “The Egccnv: Deci-
sion ) The answer fo the question “What 15 our business” 15 slways a
chotce between alternatives, each of which rests on different assumptions
regarding the reality of the business and uts environment i 15 always a
high-risk decision It always leads to changes tn objectives, strategres, orga-
ntzation, and behavior

This 15 far too smportant a decision (0 be made by acclamation In the
end there must, of courst, be a decision But 1t must be 2 deciston based on
canscious choice of alternatives rather than on suppression of tifferent and
dissenting optnzons and ponts of view

Indeed, to bring these dissents out into the open Is sn stself salutary It
15 a big step toward management effectiveness It enables the top manage-
ment group to work together precisely because each member 1s cogmizant
of fundamental differences within the group, and, therefore, far more hikely
to understand what motivates his colleagues and what explains their behav-
1or Conversely, hidden or half-understood disagreements on the definition
of one’s business underle many of the personality problems, communica-
tion problems, and irritations that tend to divide a top management group

The main reason why 1t 1s important to bring out dissents within the
top-management group on the question “What 15 our business? 1s that
there 1s nerer one right answer The answer never emerges as a Jogical
concluston from postulates or from “facts ** It requires judgment and con-
siderable courage The answer rarely follows what “‘everybody knows ** It

shouid never be made on plausibility alone, never be made fast, never be
made parmlessly

Method Rather Than Opinions

Another reason why managements fail to ask “What 15 our business? ' 1s
their reluctance to ltsten to opinions And everyone has an opinton on “what

our b | 1, quite nightly dishike debating
socienes and bull sessions

There 15 need for a method for defining “what our bustness 1s * Opuens
age, of course, meded —and enyhow 312 unavoidable Bux they need 10 be
focused on a specific, central 1ssue to become productive

With respect to the definition of business purpose and business mussion,
there 1s only one such focus, one starting pomt It 1s the customer The
customer defines the business

A business 1s not defined by the company’s name, statutes, or articles of

wncorporation It s defined by the want the customer satisfies when he buys
a product or a service To saus
of every b The

fy the customer ss the mission and purpose
“What s our b 7 * can, therefore, be
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answered enly by looking at the business from the outside, from the paint
of view of customer and market. What the customer sess, thinks, beleves,
2nd wants, at any given time, must be accepted by management as an
objective fact and must be taken as senously as the reports of the salesman
the tests of the engineer, or the figures of the accountant. And management
must make a conscious effort to get answets from the customer himself
rather than attempt to read his mind.
alaays, and its produact or 11s

service to be important If 1t did not, 1t could not do a good job Yet to the
customer, no product or service, and certamly no company, 1s of much

p The ofa pany always tend to believe that the
customer spends hours discussing thetr products But how many house
wives, for unstance, ever talk to each other about the whiteness of therr
laundry? If th=re 1s sommething badly wrong with one brand of detergent they
switch to another Th~ customer only wants to know what the product or
servce wall do for hum tomorrow Al he 1s interested 1n are hus own values,
his gwn wants, his own reality For this reason alone, any senous attempt
10 state “what cur bosiness 1™ must start with the customer his realities,
hs sitnation, his behavior, his expectauans, and his values

‘Whoa Is the Customer?

*“Who 1s the customer™™ 15 the first and the crucial question in defining
busiress purpose and business misston. 1118 not an easy, let alone an obvious
question How 1113 betng answered determunes, in largs measure, how the
business defires wselfl

The consumer, that s, the ultmate vser of a product or 2 service, 1s
always 2 customer But he 1s never the customer there are usually at least
two—sometimes more. Each customer defines a different business, has
different and values, buys different, Yet, all custom
ers have to b- satisfied in the answer to the question “What 1s our business™

The power of the question “Who 1s the customer™™ and the impact of 2
thoughtful answer ta 1t are shawn by the expenence of the carpet industry
1 the United States since World War [1

The carpet ndustry 1s 2n old one, with hittle glamour and httle sophis-
ticated technology Yet it was 2 conspicuous marketing success 1n the
Amencan ecoromy of the post World War I peniod For thirty years, unul
well into the early fifues, the industry had been 1n s steady, long tem, and
appraeily weveite daxlioa Than, werhum o fow yeams, Y mdonry com
pletely reversed the trend. Even “good™ houses built before the fiftes had,
25 a rule, no more than a cheap rug in the iving room. Today, even low-cost
homey—including most mobile homes—have wall to-wall carpeting of fayr
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quality in all rooms, kitchen and bathrooms included And the home buyer
1s spending an increasing share of his housing dollar on carpeting

Floor covering 1s one of the very few means to alter the appearance and
comfort of a home, especially of a cheap and small one This message had
been broadcast by the rug and carpet manufacturers for decades, without
the slightest effect on actual customer behavior The rug and carpet industry
achteved its success only when 1t stopped persuaston and hard selling, and
instead thought through the questions “Who 1s our customer and who
should he be?*

Tradttionally the rug and carpet manufacturer had defined his customer
as the homeowner, and especially as the famuly buying sts first home But
at that stage, the young couple has no money left over for luxuries They
postpone buying rugs—and this means they are not likely to buy them at
all The mdusiry realized, as a result of asking *‘Who 1s our customer, and
who should he be” that 1t must succeed in making the mass buslder 1ts
customer It therefore had to make u profitable for the mass builder to
incorporate rugs and carpets into the new home at the time of building This
meant switching from selling individual rugs and carpets to selling wall-to-
wall carpeting In the tradittonal home the builder had to lay expensive and
fully fimshed floors Wall-to-wall carpeting can be put over cheap and
unfimshed flooring—resulting 1n a better house at lower cost to the buslder

The industry further realized that 1t must enable the new homeowner to
pay for floor covening as part of the monthly payment on the mortgage,
rather than expecting him to pay a substantial sum at & time when he 1s
alseady short of cash It therefore worked hard at getting the lending
agencies, and espectally the government agencies tnsuring home mortgages
(such as the Federal Housing Admuustration), to accept floor covering as
part of the capital investment 1n the house and thus as part of the mortgage
value Finally, the industry redesigned its product to enable the-building
contractor to act as the nformed buyer for his customer, the homeowner
Today home buyers are offered a great vaniety of patterns and colors, but
essentially only three qualities “good,” “better,” and “best ** The difference
meng thatn SRS Yo vty bile  Aie oYy Tongage payment, wiih
the result that most homeowners order at least the * better” carpeting

As this story shows, the right anwer to the questton *Who 15 the cus-
tomer? * 15 usually that there are several customers

Most businesses have at least two The rug and carpet industry has both
the contractor and the homeowner for its customers Both have to buy if
there s 1o be a sale The manufacturers of branded consumer goods always
have two customers at the very least the housewife and the grocer It does
;z‘ciul:;u;h good to have the housewtfe eager to buy if the grocer does not

rand Conversely, 1t does not do much good to have the grocer
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display merchandise advantageously and give 1t shell space if the housewife
does not buy

Some have tro d with each other The
business of an msurance company can be defined as selling insurance But
2n insurance company 15 also an mvestor In fact, 1t can well be defined as
2 channel that conducts the savings of the commumty into productive
myvestments. An msurance company needs two defimtions of its business,
2s 1t has to satisfy two separate Simlarly, a ] bank
needs both depositors and borrowers. It cannot be m bustness wathout
either Both, even if they are the same person or the same business, have
different expectations and define the business of the bank completely duffer-
ently To sausfy only one of these customers without satisfymg the other
means that there 15 no performance.

One of the great strengths of Vail's definition of Bell Telephone®s business
wasthe mutof two sep the tel: b
and the regulatmg agercies of the vanous state governménts Both had to
be given service Both had 10 be satisfied Yet, they had widely different
concepts of value, wanted and needed different things, and behaved quite
differently

There are also businesses 1n which economucally there is only one cus-
tomer while strategically—in terms of buying decision—there are two or
more.

One of the reasons why IBM has been so successful i the computer
business 1s |h}l 1t realized early that entirely different people in a company
have to buy a computer 1f there 1s 0 be 2 sale. The people who use the
computer (which large’y means accounting and financial people) have to
buy 1t But top management also has to buy And so do the people who are
o use the corputer as thar nfc 100l that 1s, g
From the beginning, therefore, IBM has sold all these groups and has
thoupht through what each looks for, needs to know, considers value, and
how each can be reached.

Practically everyone who makes and sells equipment faces 2 smdar
situation While the paper company pays the bill the process engineer 1n
the paper Tl the paper chemist in the laboratory, and the purchasing
agent are all separate customers. each buying something different when they
buy the same equiprient or the same chemicals, each, sbove all, buymng in
different ways and reached through different channels,

1t 15 also important 10 ask “Where 15 the customer™ One of the secrets
of Sears’s success 1 the 1920s was the discovery that uts old customer was
now 1n a different place- the farmer had become mobile and was beginning
10 buy mn town. This made Sears realize early—almost two decades before,
most other Amencan retailers—ghat store location 1s a major business
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deciston and a major element 1n answenng the question “What 15 our
business?”

American leadership 1n international banking 1n the last twenty years 15
not prmanly the result of superior resources It 15 largely the result of
asking, “Where 1s the customer”? As soon as the question was asked, 1t
became clear that the old customers, the Amenican corporations, were
going multinational and had to be served from a multitude of locations all
aver the world rather than from New York or San Francisco headquarters
“The resources for serving the new multnational customers did not come
from the United States but from the international market itself, and, above
all, from Europe and the Eurodollar market

The next question 1s, *What does the customer buy?*

The Cadillac people say that they make an automobule, and their business
15 called the Cadillac Motor Division of General Motors But does the man
who spends $7,000 on a new Cadillac buy transportation, or does he buy
primanly prestige? Does the Cadillac compete with Cheveolet, Ford, and
Volkswagen? Nicholas Dreystadt, the German born service mechanic who
took over Cadillac 1n the Depression years of the thirties, answered *'Cadil.
lac competes with diamonds and mink coats The Cadtllac customer does
not buy ‘transportation’ but *status ** This answer saved Cadillac, which
was about to go under Within two years or so, it made 1t 1nto a major
growth business despite the Depression

What (s Value to the Customer?

The final question nceded to come to grips with business purpose and
business misston 1s “What 1s value to the customer”” It may be the most
important question Yet 1t 1s the one least often asked

One reason 1s that managers are quite sure that they know the answer
Value 1s what they, 1n their bustness, define as quality But this 1s almost
always the wrong definition

For the teenage girl, for instance, value 1n a shoe ts high fashton It has
tobe “in* Pricess a d and durability 1s not value
atall For the same girl as a young mother, 2 few years later, high fashion
becomes a restraint She will not buy something that 1s quite unfashionable
But what she looks for 1s durability, price, comfort and fit, and so on The
same shoe that represents the best buy for the teenager 1s a very poor value
for her shightly older sister

Manufacturers tend to consider this as srrational behavior But the first
rule 1s that there are no irrational customers Customers almost without
exception behave rationally 1n terms of their own realities and their own
situation High fashion s rationality for the teenage girl, her other needs
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_food 2nd housmg—are, after all, sull taken care of by her parents, as a
rule. High fashion 1s 2 restramt for the young housewafe who has to budget,
who s on her feet a great deal, who has * her man,™ and who no longer goss
out every weekend

The customer never buys a product. By definition the customer buys the
satisfaction of a want He buys value. Yet the manufacturer, by definition,
cannot produce a value. He can only make and sell a product What the

ders quahty may, f be if and nothing
but waste and useless expense.

Another reason why the question “What 1s value to the customer™ ts
rarely asked 1s that the economists think they know the answer value 1s
price. This ts rusleadig, 1f not actually the wrong answer

Price 1s anything but a simple concept, to begin with Then there are other
value concepts which may determine what price really means. In many
cases, finally, price 1s secondary and a hmiting factor rather than the essence
of value.

Here are some examples toillustrate what price might mean to different
customers.

Electnical equipment such as fuse boxes or ctrcunt breakers are paid for
by the homeowner but selected and bought by the electneal contractor
What 1s price to the electnical centractor 1s not the manufacturer’s price for
the product. It 1s the pnice of the plus the cost of 11
—for that, of course, 15 pnice to his the h C
are notonously priceconscious. Yet, 2 high priced make of fuse boxes and
ctrcwt breakers ts the market leader in the U'S To the contractor this line
1s actually Jow priced because 1t 1s engineered to be nstalled fast and by
relatively unskilied Iabor

Xerox owes its successs, 10 a large extent, 10 defiming price as what the
customer pays for a copy rather than what he pays for the machine. Xefox,
accardingly, has priced 1ts machines 1n terms of the copies used. In other
words, the customer pays for the copy rather than for the machine—and,
of course, what the customer wants are copies rather than 2 machine.

In the Amencan astomobile ndustry, where most new cars are sold in
trade apamst a used car, pnce 1s actually a constantly shifng configuration
of duffe between the f ’s price for a new car and pnces
for 2 second hand and third hand used car, a third-hand and fourth-hand
used car, and so on And the whole 1s further complicated on the one hand
by constantly changzing differentials between the amount a dealer wall allow
on 2 used car #nd the price he wall ask for 1t, and on the other hand by the
differences 1n runming costs between vanous makes and sizes. Only ad-
vanced mathematics can ealculate the real automobile price.

For products and services, pnce can be determimed—as distinet from
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undifferentiated commodities such as copper of a certan punty—only by
understanding what 1s value ta the customer As the Xcrox example shows,
1t15 up to the manufacturer or supplier to design the pricing structure which
fits the customer’s value concept
But price 15 also only a part of value There 1s a whole range of quahty
considerations which are not expressed 1n price durab hity, freedom from
breakdown, the maker's standing service, etc High price itself may actually
be value—as in expenstve perfumes, expensive furs, or exclusive gowns
Here are two examples
1n the early days of the Common Market, two young European engineers
apenied a small office with a few hundred dollars, a telephone, and a shelf
full of facturers' logs of electrontc Within ten years
they had buiht a large and highly profitable whelesale business Theur cus-
tomers are the tndustnal users of electronic equipment such as relays and
machtne controls The young engineers manufacture nothing The compo-
nents which they supply can be obtamned, often at a lower pnee, directly
from the manufacturer But these young engineers relieve the customer of
the tedious chore of finding the nght component part They need only be
told the hind of equipment, the manufacturer, the model number, and the
part that needs repl a cond . for or a microswitch
They then immediately identify the specific part needed They also know
what pacts made by other manufacturers can be used for a job They
therefore can tell a customer what he needs, give him immediate service,
often on the same day, and yet keep their inventory low Expertise and
speedy service 15 value to the customer for which he 1s perfectly willing to
pay a substannal premium “Our bustness 15 not electronic parts,” said one
of the young men, *“it 1s nformation
An American company making lubricating compounds for heavy earth-
moving equipment such as 15 used by highway buslders has long had a
reputation for the quality of 1ts products Yet st could not gain more than
a very small share of the market, as it competed against every major
petroleum company It then asked the question “What 1s value to the
customer?"” The answer was “'to keep very exp hinery g
without brea} ** One hour d 1 may cost a construction com-
pany more money than 1t could passibly spend on lubnicating compounds
in the course of an entire year The company usually works agamnst a
deadline and risks penalty payments if it misses 1t As o result of this
seemingly obvious msight, the lubricating compound manufacturer no
longer sells lubnieating compounds Instead he offers to pay the owner of
heavy earth-moving equipment the full cost of any hour of down-time
caused by lubncating farlure The only condition attached to this offer 1
that the construction company adopt and follow a maintenance program
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designed by the 1 s service 1ep which of course

the company s § ds The company formesly
had 10 price 1ts products below those of the major petroleum companies
no customer now even asks What do you charge for your lubnicating
compounds?

What about such concepts of value on the part of the customer as the
service he recetves? There 1s little doubt for mnstance that the Amencan
housewfe today buys appllances largely on the basis of the service expen
ence she or her friends and neighbors have had with other apphances sold
under the same brand name The speed with which she can obtain servi-e
1f something goes wrong the quality of the service and its cost have become
major determinants i the buyer s deciston

What a company s different customers consider vﬂlu: 15 so complicated
that 1t can be d only by the
should not even try 1o guess at the answers-—1t should always go to the
customers in a systematic quest for them

The marketing approach outhned here wall not by uself résult in 2
defimtion of the purpose and mussion of a bustness For many businesses the
approach will raise more questions than 1t answers This 1s true of the
bustness which has as 1ts bastc core of unity a comumon technology rather
than a common market (See Chapter 57 Building Unity Out of Diver
sty ) Examples are chemical compames but also commercral banks S m1
larly process g steel P or refiners—need
much more than one market definition to define their business Of necessity
therr products go 1nto an infimty of markets serve a multitude of customers
and have to satisfy a great vanety of value concepts and value expectations

Yet even such businesses should start their attempt to ask  What 1s our
bustness? by first asking W ho are our customers? Where are they? What
do they consider value? A business—and for that matter 2ny institution
-—ts determmed by 1ts contnbution everything else 1s effort rather than

result What the customer pays is revenue everything else 1s cost The
approach from the outstde that 1s from the market 1s only one step But
1115 the step that comes before all others It alone can give understanding
and thereby replace opimions as the d: for the most fi

decision that faces every management

-
When to Ask  What Is Qur Business?

Most managements 1f they ask the question at afl ask What 1s our
busness? when the company 1s in trouble Ofcourse then it must be asked
And then asking the question may ndeed have spectacular results and
may even reverse what appears irreversible decline—as shown by the exam
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ple of Vail's work at Bell Telephone and of the reversal of the carpet
industry’s long-term downward trend

“The success of General Motors also resulted from askmg “What 15 our
business”” when the company was floundering When Alfred P Sloan, ir,
became prestdent 1 1920, GM was in deep trouble and barely viable
Sloan’s definition of the purpose and misston of GM, and his development
of both strategy and structure from this defimtion, gave GM leadership and
outstanding profitability within three years or less *

To wat until a business—or an industry—1s in trouble 1s playing Russian
roulette It 1 irresponsible management The question should be asked at
the snception of a business—and particularly for a business that has ambi-
tions to grow Such a business better start with a clear entreprencunal
concept

One successful eaample ts the Wall Street firm which in the sixties rose
to leadership in the Amenican securities market Donaldson, Lufkin, and
Jenrette (DLJ) way founded by three young men nght out of bustness
school They had little except an 1dea Yet the firm rose within five or six
years 10 seventh place among Wall Street houses DLJ then became the first
Wall Street firm to sell 1ts shares 1o the public and started the long-overdue
change of the New York Stock Exchange from a private club to a service
institution It was the first firm to do something about Wall Street’s need
to broaden 1ts caprtal base, which thoughtful people had seen for thirty
years *Our business ™ the founders of DLJ sad, *is to profide financial
services, financial advice, and { g to the new ‘capitalists,’
the mstitutional snvestors such as pension funds and mutual funds ™ In
retrospect, this definition was obvious right answers always are By 1960
1t had become quite clear that these new mstitutional investors were rapidly
becoming the dominant force in the American capttal market and the mamn
channel through which individuals were directing their savings into the
capital market Yet at the time at which this answer was given, 1t went
counter to everything the rest of Wall Street knew

The man who dectdes to become his own boss may not have to ask,
“Hiae 15 my Business ™™ I fie, for instance, nuxes up a new cleaning com-
pound 1n his garage and starts peddling 1t from door to door, he needs to
know only that hus mixture does a supenior job tn removing stains But when
the product catches on, when he has to hire people to mix 1t and to sell it,
when he has to decide whether to keep on selling directly or through retail
stores—department stores, supermatkets, hardware stores, or all three,
what additional products he needs for a full line—then he Ras to ask and

*On Sloan s work see his book My

Years with General Motors (Doubleday 1964) and
book  Managing for Results (1964) Y i
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telephone wires and because of the g posstbihity of ung
visual 1mages 1ogether with the voice Varl s sumple and elegant definttion
of the business of the Bell Telephone System was in need of reexamination

The brilhant answer which Alfred P Sloan, as the new president of
General Motors, gave in the early 1920s to the question “What 1s GM’s
business?" also held good for an amazingly long time, night through World
War I and the postwar recovery But by 1960 or so. while Sloan, though
retired, was himself stll alive, the answer had become nadequate and
mappropriate That GM has not rased the question again and apparently
has not seen the need to think 1t through again surely has a lot to do with
the evident vulnerability of the pany to cons dissattsfaction, public
pressures, and political attack, and with uts wpability to attan leadership
posttion sn the world automole market

Very few defimitions of the purpose and musston of a business have any-
thing like 2 hife expectancy of thirty, let alone fifty, years To be good for
ten years 1s probably all one can normally expect

In asking “What 1s our business?” management therefore also needs to
add, *And what will 1t be? What changes n the environment are already
discermble that are likely to have high impact on the charactenstics, mis-
ston, and purpose of our bustness? ' and “How do we now build these
anticipations 1o our theory of the business, 1010 1ts objectives, strategies,
and work assignments?"

The method and approach needed to tackle this question—and the next
question—“What should our business be? *—will be discussed 1n Chapter
10, “Strategic Planning ™ But what bacic questions to ash belongs here.

Again the market, 1ts potential and 1ts trends, 1s the starting point How
large a market can we project for our business 1n five or ten years—assuming
no basic changes in customers, n market structure, or