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INTRODUCTION TO THE
TRANSACTION EDITION

THERE were, of course, many books on “business” when
Concept of the Corporation was written in the last years of
World War II after I had finished eighteen months of re-
search and study of the General Motors Corporation which
had begun in January 1943. But Concept of the Corpora-
tion is not a book about “business.” It is a book about orga-
nization, management, and industrial society altogether. In
fact, it was the first book that looked upon a “business” as
an “organization™ that is, as a social structure that brings
together human beings in order to satisfy economic needs
and wants of a community. And it was altogether the very
first book that looked at “management” as a specific organ
doing a specific kind of work and having specific
responsibilities. And while by no means the first—that
honor clearly belongs to Democracy in America (1835-40)
by Alexis de Tocqueville—it is one of the very few books
in which an “outsider” takes a long and careful look from
the “inside.” In fact, no one, since I wrote this book almost
fifty years ago, has tried to do something similar—whether
with another big business enterprise or with any other of
the big organizations in and through which the social tasks
of modern society are being discharged, whether hospital,
school, university, or church.

Concept of the Corporation is credited with having es-
tablished management as a discipline and as a field of
study. I have always felt that it also did something even
more important: it established organization as a distinct
entity, and its study as a discipline. Traditional sociology
does not know of “organization”; it knows society and



X CONCEPT OF THE CORPORATION

community. Organization is neither, though it has elements
of both. The book of mine that preceded Concept of the
Corporation, The Future of Industrial Man (also to be reis-
sued by Transaction) concluded that industrial society
needed an organ that while distinct and sui generis gave
status and function, that is an organ that embodies the main
characteristics of traditional community and traditional so-
ciety. That book led to the invitation from General Motors
to study from the inside the company, its organization, its
management. And Concept of the Corporation thus became
the first attempt to show how an organization really works
and what its challenges, problems, principles are.

Few, if any, of the things the book discusses had ever
been discussed before. Of course we knew about labor re-
lations—after all the automobile industry had been union-
ized in 1937, only a few years before Concept of the Cor-
poration was written. And I spent a good deal of time dur-
ing my eighteen months of study with leaders of the United
Automobile Workers Union, and especially with their dy-
namic president Walter Reuther whose friendship I then
enjoyed until his untimely death in 1970—just as I enjoyed
the friendship of his General Motors counterpart, Charles
E. Wilson until his death in 1961. But labor relations were
then seen exclusively as relations between “Management
and Labor.” This book sees them as relations between the
individual worker and the organization, between the indi-
vidual worker and his or her work, between people working
together—and that was new and unprecedented. But it was
the way people inside General Motors, whether manage-
ment people or workers, saw labor relations; it was what
one perceived when looking as an outsider but from the in-
side. And the same holds true for all the other topics dis-
cussed in the book.
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Of course most of these topics are familiar today. But
the problems they raise, the questions they ask, the oppor-
tunities they offer, are still the same for the large organiza-
tion—whether business or nonprofit. In fact they are per-
haps most critical for the labor union itself—and no labor
union, at least not in the United States, has yet tackled them
either purposefully or successfully. And while General
Motors was and is a manufacturing company, these ques-
tions apply just as much to service businesses. They are the
questions that are characteristic of this new social phe-
nomenon, the organization. And so this book might best be
read today not as a book about General Motors, about man-
ufacturing business, or about business altogether, but as a
book about the large-scale organization. In the 1983 epi-
logue to this book—it is included in this reissue—I re-
counted the frosty, if not hostile, reaction the book received
from many General Motors people. And a main reason, |
now realize, was precisely that I treated General Motors as
a prototype, as an “organization,” and its problems there-
fore as problems of structure, if not of principle, rather than
as the way General Motors does things. Indeed, a percep-
tive and well-meaning friend within General Mo-
tors—himself one of the top executives—said to me when I
wondered why the book had run into such hostile criticism
within the company, “We, at GM, have to manage for sales
and profits; your priorities are different ones.”

Still, this is a book about General Motors. And the Gen-
eral Motors of 1993 looks very different from the General
Motors of 1946 or even from the General Motors of 1983
when last I wrote a foreword and an epilogue to a reissue of
this book. The 1983 epilogue already reported on a com-
pany in trouble—though the General Motors executives of
that time, ten years ago, did not yet perceive this, let alone
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admit it. But the 1983 epilogue has been proven right in its
prediction that, ten years later, that is in the 1990s General
Motors would still be on the defensive. But I also expressed
the hope that General Motors might by the nineties have
returned to profitability—and needless to say, that has not
happened. And the reasons for General Motors’s fumbling
and inability to pull itself out of the mire, are largely the
problems Concept of the Corporation pointed out fifty
years ago—for which act of high treason I then became a
“nonperson” for most of General Motors’s top manage-
ment. By now everybody at General Motors knows that
these are the crucial problems. And yet General Motors
does not seem able to resolve them. Instead General Motors
has tried to sidestep them by the old—and always unsuc-
cessful—attempt to “diversify.” Acting on the oldest delu-
sion of managements: “if you can’t run your own business
buy one of which you know nothing,” General Motors has
bought first Electronic Data Systems and then Hughes Air-
craft. Predictably this will not solve General Motors’s
problems. Only becoming again a truly effective automo-
bile manufacturer can do that. But General Motors shows
how hard it is to overcome fifty years of success, how hard
it is to break a monopoly mindset. The example of another
American industrial success story, the Bell Telephone
System, shows that only catastrophe (in the Bell case, the
breakup of the company through an antitrust judgment) will
do it. I am increasingly coming to ask whether anything
short of a General Motors breakup, either voluntarily or
through a hostile takeover, is likely to enable General Mo-
tors (or its successors) to make a successful turnaround.

Peter F. Drucker
Claremont, California
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Concept of the Corporation was first published in 1946,
almost forty years ago. But it has not become a
“classic”—that is, a book of which everybody knows but
which no one reads. It keeps on selling, and in such num-
bers that one or two new editions have had to be published
every decade—this latest one is the sixth edition. Clearly
the book has something important to say to today’s readers,
but surely it is something quite different from what it told
its first readers forty years ago.

When this book was being written, forty years ago, the
corporation had barely been discovered and was totally un-
explored—resembling somewhat the Africa of the me-
dieval mapmaker, a big white space across which was
written “Here elephants roam.” Books on the corporation
itself and on its management could have been counted on
the fingers of one hand. And “management” as a discipline
and as an object of study did not exist at all.

When this book first appeared reviewers did not know
what to make of it. It dealt with a business—and yet it
wasn’t “economics.” It dealt with structure, organization,
policy, constitutional principles, power relationships—and
yet it wasn’t “government.” A personal friend who wished
me well—a leading political scientist of the day—-
concluded his review of the book in a major political
science journal with the words, “It is to be hoped that this
promising young scholar will now devote his considerable
talents to a more respectable subject.” And another friend,

xiii
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the president of the college where I then taught, argued
strongly against my publishing the book at all. “You are
well launched on an academic career either in political sci-
ence or in economics,” he said. “Publishing a book like this
that must offend both the political scientists and the
economists can only ruin your professional chances.”

When this book was written, General Motors, the com-
pany I used as the exemplar of the modern corporation and
of modern organization altogether, was at the very pinnacle
of success. It had been the star performer in the American
production achievement of World War II and was getting
ready for an even more triumphant performance in the
postwar economy, in the course of which it more than dou-
bled its output and more than quadrupled its profits. The
automobile industry, of which General Motors was the
undisputed worldwide leader, was the outstanding “growth
industry” of those days, the epitome of “high technology,”
and the dynamic center of a “modern industrial economy.”

Today dozens of books on every aspect of the
corporation and its management are being published every
year. My old friend the college president was indeed right:
neither political scientists nor economists have yet accepted
the reality of modern organization of which Concept of the
Corporation was the first analysis. Instead this book
created a new discipline: we call it “Management”—the
organized, systematic study of the structure, the policies,
and the social and human concerns of modern organization.
Management has since become a popular field of
professional and graduate studies throughout the world.

Because it originated in a study of a business corpora-
tion—the one modern institution that had clearly emerged
forty years ago—“Management” is typically lodged in a
School of Business and most people still hear or read
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“business management” when they hear or read the word
“management.” But increasingly the study of
“management” embraces all institutions of today’s “society
of organizations.” Business schools—many of them re-
named “School of Management”—are absorbing schools of
public administration or schools of hospital management;
the Harvard Business School offers “management pro-
grams” for college presidents. Most of the “executive man-
agement programs” recruit and enroll mid-career execu-
tives from both businesses and non-business institutions,
from the Federal government to professional associations.
And the most popular course in a good many Schools of
Theology is a course in “Pastoral Management,” with Con-
cept of the Corporation often the basic text.

When General de Gaulle, to emulate Napoleon, decided
to create a new Grande Ecole that would outrank his great
predecessor’s creations and form France’s future rulers, he
founded an Ecole National d’Administration, a postgradu-
ate management school, with a curriculum modeled after
the American school of management. The first book as-
signed to the entering students was Concept of the Corpo-
ration.

In sharp contrast to forty years ago, the automobile in-
dustry is today in deep crisis worldwide—a crisis acceler-
ated by the energy crisis and OPEC but by no means
caused by them. For the last twenty years, automobile de-
mand in all Western countries has been growing less fast
than the gross national product or personal income. And
five years ago, in the late seventies, growth in automobile
demand stopped in Japan too. This means that the industry
is mature if not actually declining.

In the 1940’s, the assembly line was still the most ad-
vanced manufacturing process, even though this book al-
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ready was criticizing it as grossly inefficient and as a vio-
lation of basic engineering principles. Today the assembly
line is as obsolete as the dinosaur and an obstacle to gen-
uine automation. In its technology as well as in its distribu-
tion system the automobile industry has become an “old”
and largely an “old-fashioned” industry. Technological and
industrial leadership. as well as growth dynamics, have
shifted to industries that are based on knowledge or on in-
formation, such as the pharmaceutical, information pro-
cessing, or telecommunications industries.

And GM itself, while still the world’s largest manufac-
turing company (and until recently one of its most prof-
itable ones), has clearly been pushed onto the defensive
even in its own industry and in its own home country the
United States.

The greatest changes that have taken place since this
book was written, however, have been in society itself.

Above all, we in 1983 see society quite differently from
the way the generation of 1945 did. We see it very largely
the way Concept of the Corporation first saw it.

Today we take for granted modern organization. Indeed
we know that modern developed society is a society of or-
ganizations in which the major social tasks are all being
performed in and through institutions, whether they be
business corporations or government agencies, hospitals,
schools or universities, or the armed services. Forty years
ago the business corporation was seen as the new and the
exceptional, if it was seen at all. Today it is recognized as
one member of a species, with the resemblances among the
various members much greater than the differences. All of
them require reorganization and structure. All of them re-
quire the organ we call “management.” In all of them there
is a distinct kind of work, the work of management. All of
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them have policies and strategies. All of them within them-
selves face the problems of the status and the function of
the individual. All have to make resources productive,
above all the human resource. All of them have to handle
power relationships within and thus require principles of
constitutional order. These are the very issues which Con-
cept of the Corporation first identified and described.

But what all of the institutions of the modern society of
organizations also have in common is that they function
and perform within a larger society and community and
thus face what we now call “social responsibilities”—again
an issue first identified in Concept of the Corporation.

Today all this is commonplace. Forty years ago it was so
new as to be shocking. Then more than half of all young
Americans still ended their formal schooling short of a high
school diploma. Today more than half go on to college.
Then four fifths of the American labor force still worked in
“blue-collar” jobs on the farm, in the factory, in the mine,
on the railroad, or in a craftsman’s workshop. Today only
about two fifths of the labor force—half the proportion of
forty years ago—are blue-collar workers, and by the year
2000 or so the proportion will have shrunk even further, to
one quarter or less. Nearly half of all Americans at work in
1945 worked in manufacturing. Today the proportion is one
fifth, and by the year 2000 the manufacturing work force
will be down to one tenth of the total.

Forty years ago the term “knowledge worker” was un-
known (I coined it in my book The Landmarks of Tomor-
row in 1959). Today knowledge workers (that is, people
who get paid for putting to work what one learns in school
rather than for their physical strength or their manual skill)
constitute more than half of the American labor force.
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In all developed countries the society of 1983 has be-
come an employee society. The great majority of people in
developed countries today work as employees of organiza-
tions. This is in sharp contrast to the world which was still
taken for granted in the 1940’s, in which the social norm
was not employees but people who worked for themselves,
as did the farmers, the craftsmen, the lawyers, the physi-
cians, or the small shopkeepers.

And it was almost taken for granted forty years ago that
people with higher education would work for themselves.
No one, neither businesses nor government agencies, had
ever heard of college recruiting. Even top management
people in large companies rarely had a college degree.
General Motors in those days was a curiosity in that most
of its top management people had gone to college. But IBM
hired its first college-educated engineer only a year or two
before the outbreak of World War II.

Today nine out of every ten people with advanced
schooling go to work for an organization immediately upon
graduation and remain employees of an organization all
their working lives. Indeed without the modern organiza-
tion we would have no jobs for college-educated people.
The large organization is the only place where we can put
advanced education productively to work and pay for it.
Conversely the modern organization could not function
without people of substantial formal schooling in a wide
variety of knowledge areas and disciplines.

But also in this employee society, business, and espe-
cially big business, is increasingly run for the benefit of the
employees rather than, as law and political rhetoric still
have it, for the benefit of the shareholders. In the first place
the “wage fund”—that is, that part of the national income
that goes to employees—now amounts to some 85 percent
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of total national income (it runs even higher in Europe, to a
peak of 96.5 percent in Holland, for instance). By contrast
the wage fund a hundred years ago, when the first labor
unions issued their manifestos and programs, took less than
40 percent.

But also in the employee society, employees are rapidly
becoming the only true “owners.” In the United States this
has been accomplished through the mechanism of the pen-
sion fund. Of the available business profits—that is, of
whatever is left after expenses and taxes—pensions take
half or more in most large companies. And since the pen-
sion funds in the aggregate are now the owners of about
half the share capital of the “Fortune 500” and other large
companies, they receive an additional half of the remain-
der, whether in the form of dividends or in capital appreci-
ation. In other countries the same end has been reached by
different means. In Japan for instance the mechanism is
“lifetime employment,” which means that, except in
bankruptcy, employees have the first call on all income of a
business.

And in the employee society, access to livelihood, to so-
cial status, to recognition, to careers is through a job in an
organization. And so is access to property. For increasingly
the claim to the pension through the pension fund at the
place of employment is the largest single asset any but the
very few very rich can hope to amass—including even the
independent professionals such as lawyers or physicians.

Increasingly it is true that the individual has to have a
job to be able to exercise the rights of citizenship and to be
accepted as a full member of society.

But while we have created an employee society, it is not
a workers’ society. The political rhetoric still talks of man-
agement and labor, but the representative group in our so-
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ciety, and indeed the true majority, is neither. It is an edu-
cated, employed “middle class” doing “knowledge work.”
The members of this class are employed but not
“proletarians.” They are knowledge workers rather than
manual blue-collar workers. they are subordinates but in
many cases they are also bosses and have subordinates of
their own. They see themselves as part of management
even though they are fully aware of the tension between
their goals and aspirations and those of the employing or-
ganization, whether it be a business, a hospital, a univer-
sity, or a government agency. So far they have no clear
identity of their own and no clear political or social person-
ality.

This group will represent the true social question of the
developed society of organizations. What is its status? How
does it relate to the power structure?

When this book was originally written, no one even saw
this group. Concept of the Corporation realized that such a
group was emerging, but it did not see it as central. Like
everyone else then, it saw management and labor. But the
new group is of course neither.

The emergence of this group as a true majority explains
in large part the crisis of traditional politics in all developed
countries. This is a group that has no political home as yet.
It simply does not fit into any of the political traditions or
political conventions. It is in many ways a very conserva-
tive group and yet does not fit the conservative stereotypes,
whether that of the traditional “landed gentry” or that of the
traditional businessman. It is in many ways a very liberal
group and yet does not fit any of the liberal stereotypes
either, and certainly not those of the New Deal of the
1930’s or of European social democracy. It is a group that
is up for grabs politically. It distrusts leaders of the tradi-
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tional type. And yet it has not yet developed any leadership
types of its own. This explains why in all developed coun-
tries in the last ten years or so people have come to the top
in politics who in traditional terms would have to be con-
sidered “political adventurers”—a Jimmy Carter and a
Ronald Reagan in the U.S., a Margaret Thatcher in Great
Britain (could anything less likely be conceived than the
leaders of the British Conservatives being a woman, the
daughter of a small shopkeeper and an accountant?), or a
Suzuki in Japan (whose only claim to distinction is that he
comes from a long line of hereditary headmen of a fishing
village, and whose only qualification for being prime min-
ister was that he never had expressed an opinion on any-
thing save subsidies for the fishermen of his native town).

These changes are largely the effects of the emergence
of the corporation and of the other institutions that are
members of the same species, the modern organization. But
of course these developments in turn fundamentally change
the environment in which the modern corporation operates
both internally and externally.

The corporation itself has changed just as much as the
society in which it exists and performs.

General Motors, the prototype of the modern organiza-
tion of forty years ago, was —and still is—a single-product
company, a company doing business primarily within one
country, the U.S., and a manufacturing company. The typi-
cal modern corporation is highly diversified, and typically
includes among its operations not only manufacturing but
also non-manufacturing businesses such as financial and
service businesses. It is “multinational.” Finally it is not
primarily a “manufacturing” company and certainly not
one that is engaged in mechanical manufacturing as Gen-
eral Motors is.
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General Motors was—and is—the world’s biggest man-
ufacturing company. And forty years ago “bigger” was
clearly “better.” Most companies then were too small to use
modern organization, modem marketing, modern technol-
ogy. But the representative business of tomorrow may well
not be large. It will be a corporation; it will be profession-
ally managed; and it will have to have structure, organiza-
tion, policies, and strategies. In other words it will be a
member of the same species as GM. But it may well be
small rather than big. GM may, so to speak, represent the
elephant or the whale among mammals. Tomorrow’s busi-
ness may be man-sized. Elephant and whale derive their
performance capacity very largely from their mass. Man
derives it very largely from his brain. With information
technology and with manufacturing processes shifting in-
creasingly toward feedback control—that is, toward au-
tomation based on information and knowledge—the eco-
nomics of scale may shift drastically. The optimum size
may be the one that gives the greatest adaptability rather
than the one that gives the greatest mass.

And yet if one had to choose today a business to serve as
the model for an analysis of the modemn corporation one
would probable still choose General Motors. The very fea-
tures that make GM “old-fashioned” make it the right
model. Above all, GM is simple, precisely because it was
and is a one-product business, a one-country business, and
a manufacturing business in which there are managers and
workers but relatively few professionals and knowledge
workers. And only the simple can serve as a model, only
the simple can be analyzed, can be presented, can be made
comprehensible.

But also the modern corporation, for all the changes, is
very much a child of GM, or rather of the kind of business
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GM represented in its clearest, most carefully articulated,
most thoroughly structured form. GM is still very much a
prototype, however much the representative businesses of
today have grown beyond the GM model. Above all, the
basic patterns of structure and organization we have today
are all developments of the patterns GM pioneered and first
developed, the patterns first analyzed and described in
Concept of the Corporation.

The answers we give today to the questions Concept of
the Corporation first raised may be quite different. But the
questions are still very much the same. Indeed the only one
that was not raised in this study of GM done forty years
ago was that concerning the impact of the educated, em-
ployed middle class, the knowledge workers and their em-
ployee society. Otherwise there is practically no question
being discussed today—whether internal to the corporation,
such as structure, compensation, strategy and policy and so
on, or external to it, such as social responsibility—which
was not first identified, defined, and discussed in Concept
of the Corporation, and in much the same terms in which
we still discuss these questions today. Above all, this is
still, despite all the books on the corporation and its man-
agement which have appeared in the last forty years, the
only book that looks at a major business in its totality, and
looks at it from the inside.

Claremont, California
New Year’s Day, 1983
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ONCE upon a time a young man set out to write the definitive
book on China. He prepared himself by studying all that had
been written on the subject. He learned the language. And so
great became his reputation as an expert on China that a
publisher gave him a most advantageous contract and a big
advance. Thus prepared, he landed in Shanghai one fine
morning. He spent a pleasant day calling on some people
who had been recommended to him as wise in the ways of
the country and he was dined and wined wherever he went.
He returned to his hotel late at night, but could not go to
sleep. His head almost burst with ideas. Finally, in the false
dawn, he got out of bed again to jot down a few of these
thoughts. When he rose from his desk twelve hours later, he
had a most comprehensive, most beautiful outline; the book
was done except for the transcription of his mental shorthand.
He only needed a few minor statistics on some unimportant
point. “Well,” said the young man to himself as he read over
his outline, “one day’s delay won’t make much difference; I
might as well get those figures tomorrow so that I won’t have
to interrupt my writing later on.” That was forty-six years
ago; last heard of the young man—now a very old man—
was still looking up a few minor details and figures.

The subject of this book, the social and political problems
of industrial society, is fully as big as China and even less
known. My qualifications for writing it are vastly inferior to
those of the young man in our story. Hence this study cannot
and does not claim to be complete or conclusive. It touches

XXV
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upon far more topics than could be adequately treated within
the covers of a short book, or be mastered and understood even
by a man much better trained than the author. Yet it does not
discuss enough topics to cover the field; and the omissions
may well be serious enough to affect the conclusions. The sub-
ject is so ambitious as to make the author’s attempts to deal
with it appear journalistic; yet the book is not ambitious
enough to do justice to the subject. The only excuse the author
has is that the alternative to submitting to the public so
sketchy an essay would have been to follow the example of
our friend in China and postpone writing and publication if
not forever, at least for a lifetime. This may well have been
the preferable course. But it seems to me that we cannot af-
ford to postpone any further the discussion of the fundamen-
tals of our industrial society. There is no more urgent, no
more immediate topic for America—and none which is less
known and less discussed. This book does not attempt to give
the answers; it hopes only to raise questions. It does not pre-
tend to be the definitive book on the relationship between the
big-business corporation and a free industrial society; it is
an opening statement in what I hope will be a lively and
fruitful debate.
* * *

My interest in the social and political approach to the
problems of an industrial society—as distinct from economics
—goes back a considerable time. Nevertheless 1 would not
have been able to work out even this preliminary sketch but
for an invitation received in the Fall of 1943. The General
Motors Corporation asked me to study and to report on its
managerial policies and organization from the standpoint of
an outside consultant, in which capacity I served for eighteen
months. This invitation not only made possible this study
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financially; it also made available to me the records and the
plants of General Motors as well as the rich experience of its
executives. Needless to say the opinions expressed and the
conclusions reached in this book are exclusively mine, and do
not reflect the opinions and conclusions of General Motors
Corporation or of any of its officers. But it would be ungrate-
ful not to admit how much clarity and understanding this
book owes to members of General Motors’ management in the
central offices in New York and Detroit as well as in the
manufacturing divisions. That the end of my investigation
means necessarily the end of the close contact with this group
which it has been my privilege to enjoy for almost two years,
fills me with real regret.

I also want to record the great debt this book owes to many
other friends—in the government service, in trade unions, in
business, who abundantly gave of their knowledge and expe-
rience.

PETER F. DRUCKER.
Bennington, Vermont
January 1946



CHAPTER ONE
CAPITALISM IN ONE COUNTRY

1

THIS book on the central problems of American industrial
society rests on the one assumption that nothing could induce
the overwhelming majority of the American people to give up
the belief in a free-enterprise economic system except a major
catastrophe such as a new total war or a new total depression.
This does not mean that history will necessarily prove the
American people right or make their beliefs prevail. But it
means that there is only one course open to American politi-
cal and economic statesmanship: the attempt to make a free-
enterprise system work. For it is obvious that any attempt at
organizing our economic and social system on another than
the free-enterprise basis—either because the free-enterprise
system fails to work or because it is considered undesirable—
will introduce into American society a tension between politi-
cal belief and social reality, between the will of the people
and their actions, which would compromise our national unity
and paralyze our political and economic faculties. The central
questions of American statesmanship must thus be: how does
the free-enterprise system function and what are its problems;
what can it do, what can it not do; and what are the questions
yet to be answered?

On America’s ability to make the free-enterprise system
work depends not only her stability at home but world peace.

Peace in the postwar world will not rest, as it always has in
1
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the history of the modern West, upon the homogeneity of po-
litical, social and economic beliefs and institutions, transcend-
ing national boundaries, but upon the ability and willingness
of radically different political and economic systems to live
together peaceably. This—an unprecedented task—can only
be achieved if each of the major countries can prove her par-
ticular system to be stable and successful. We have gradually
learned that the ability of the Soviet Union to realize a stable
and successful “socialism in one country” is the prerequisite
for Russia’s collaboration in the maintenance of the peace.
Should she fail in this attempt she would have to resort to
isolationism, world revolution or imperialist aggression; for
every development anywhere except in the direction of a
communist dictatorship would have to appear to her as a
direct attack upon her national security. We will now have to
learn that similarly the ability of the United States to par-
ticipate in the maintenance of peace in a world of Great Pow-
ers based upon competing principles of political and social
order, depends on our ability to create a successful, stable
and confident “capitalism in one country.” Thus to make our
free-enterprise system function—as the basis of domestic
strength and unity and as a model for others—is the most
important and the most immediate contribution Americans
can make to international peace.

In accepting this approach this book does not intend to
become an apology for free enterprise. On the contrary, we
shall often be a great deal more critical of the existing order
than are its enemies. We shall demand of it not only the per-
formance of economic functions but the discharge of heavy
social and political tasks. But the purpose of this study is not
to prove that free enterprise is good or bad but to find out the
extent to which it does its job and the most promising line of
approach for the performance of those jobs that remain to be
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done. And if only because the American people do so, we
have to assume that free enterprise can function.

But what do the American people mean by “iree enter-
prise”? The term has become so loose that even the American
Communist Party in one of its giddy gyrations could declare
itself in favor of “free enterprise.” Yet, I think that it is quite
clear, on the whole, what the people have in mind when they
use the term. It does not exclude government regulation or
government limitation of business; but it sees the function of
government in setting the frame within which business is to be
conducted rather than in running business enterprises. It does
not, however, exclude government management or govern-
ment ownership of natural monopolies or of industries pro-
ducing exclusively for national use such as armament plants;
it is quite obvious that the American people do not regard the
Tennessee Valley Authority as incompatible with their beliei
in {ree enterprise, and that proposals for the nationalization
of public utilities, railroads and even of natural resources,
while not received too cordially, are not felt to violate a basic
principle.

But public enterprise is seen not as the rule but as an
exception that needs special justification and special safe-
guards. And outside of this limited sphere of public enter-
prise, business, according to the American tenet of free enter-
prise as popularly understood today, is to be in the hands of
men who are neither appointed by the political authorities nor
responsible to any political agency other than courts of law.
And the productive resources of the country are to be owned
privately.

The popular concept implies further the acceptance of
profit as motivating and controlling business actions. It im-
plies that the consumer decides what he wants to buy, and that
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prices are based on supply and demand in the market rather
than politically determined. Finally included in the concept
of free enterprise is the acceptance of the privately-owned,
independently-managed corporation producing for profit
goods to be sold on a competitive market. It is in this sense
that the term will be used throughout this study; and it is out
of this definition of free enterprise that the large corporation
emerges as the focus of any study of American industrial
society.*

* NOTE ON TERMINOLOGY. The phenomenon of an industrial society is
so recent—or rather our awareness of it is so recent—that we have no generally
accepted terms to describe its representative institutions. What we have to
describe and to anmalyze is (a) the large technically integrated unit which
our technology demands, and (b) the specific legal and economic institution
in which the technological unit is organized, and by means of which it becomes
effective socially and economically. The first of these is independent of the
specific social, political or economic system of a specific country—it is a
technological fact which is the same wherever and under whatever conditions
modern industry exists. The second is determined by a country’s specific politi-
cel and economic order. The terms available and in general use are vague,
misleading and full of emotional overtones. For the first concept we have the
choice between the clumsy “integrated unit of large-scale production” and the
emotionally charged “Big Business.” In spite of all it# obvious shortcomings this
book will use the term “Big Business” consistently to describe the phkysical and
technological unit of production, whether organized in a privately-owned cor-
poration under a competitive free-enterprise system or as a goverment-owned
trust as in Russia. I feel justified in this because the term, apart from being
short and in common usage, means originally and literally what I make it mean.
The emotional overtones are not in the term but were added by a half-century’s
struggle against abuses of modern industry.

Much more difficult was the decision on a term to describe the social and
economic institution in which Big Business is organized under the American
free-enterprise eystem. There is only one term in common usage: corporation.
Usually it is quite clear what it means as in the title of the book by Berle
and Means, The Modern Corporation and Privete Property. It is also clear,
however, that this use may be extremely confusing as the term has a very
different legal meaning which is by no means extinct or confined to the legal
profession. Berle and Means, for instance, do not intend to include the corner
cigar stores in their discussion even though in many cases they are corporations.
Nor do they mean to exclude a large business that—as may well happen—is
owned by an unlimited partnership. We have no separate word, however, for
the large-scale business enterprise—usually, if not always, owned in corporate
form. Hence I find myself constrained to follow common usage and to use the
term “large corporation” or “corporation” (wherever context permits the drop-
ping of the adjective) in spite of its obvious shortcomings.
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2

LESS than ten years ago it still seemed to be a vital issue of
American politics whether to have Big Business or not. To-
day the very question is meaningless if not frivolous. It has
become obvious that no modern society can maintain its
existence or independence except as an industrial society
using modern industrial technology; and it is as true as ever
that survival is the first law of any society. It has also become
obvious that modern industrial technology requires some form
of big-business organization—that is large, integrated plants
using mass-production methods—for its operation. Therefore
Big Business is something that must be accepted in any mod-
ern industrial country. It also has become clear that the large
industrial unit is not just a concomitant of modern industrial
technology but the very center of modern industrial society.
The large industrial unit has become our representative social
actuality; and its social organization, the large corporation in
this country, our representative social institution. In other
words, Big Business is the general condition of modern in-
dustrial society irrespective of the forms of social organiza-
tion or the political beliefs adopted in particular countries.
Even to raise the question whether Big Business is desirable
or not is therefore nothing but sentimental nostalgia. The
central problem of all modern society is not whether we want
Big Business but what we want of it, and what organization
of Big Business and of the society it serves is best equipped
to realize our wishes and demands.

The fact that the large corporation has become America’s
representative social institution is often obscured in our polit-
ical discussion today by that fallacy—so easily indulged in
by democracy and so dangerous to it—which identifies the
representative and determining with the numerical majority.
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Thus, statements are current which try to explain the dom-
inant position of the large corporations by asserting that they
employ a majority of our industrial workers, that they handle
the major part of our industrial production, control the bulk
of the country’s productive resources, etc. Of course every
single one of these assertions is refuted by the most elemen-
tary statistical evidence which makes it very easy and seem-
ingly plausible to assert that the large corporation cannot be
the representative institution of our society because of its
minority position.

But what determines the structure of a society is not the
majority but the leaders. It is not majority behavior that is
the typical behavior in a society but that behavior that comes
closest to the social ideal; and that, by definition, can only be
the behavior of a small minority. Only a minute fraction of
the inhabitants of Victorian England were “gentlemen” in the
social sense. What is more, the great majority of the people,
the lower middle and working classes, would not have wanted
to be “gentlemen.” They very definitely refused to regard
this social ideal as valid and as binding on them. Yet they
not only accepted the leadership of the “gentlemen”; they
expected members of their own class who had risen to posi-
tions of leadership, to become “gentlemen.” What made the
“gentleman” the representative type of Victorian England
was his acceptance as such and his actual role in setting
standards for the non-gentlemen, not his numerical weight.

What we look for in analyzing American society today is
therefore the institution which sets the standard for the way
of life and the mode of living of our citizens; which leads,
molds and directs; which determines our perspective on our
own society; around which crystallize our social problems
and to which we look for their solution. What is essential in
a society is, in other words, not the static mass but the
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dynamic element; not the multitude of facts but the symbol
through which the facts are organized in a social pattern;
not, in other words, the average but the representative. And
this, in our society today, is the large corporation.

This assertion should have been self-evident even before
the war; but the war has supplied proof beyond any doubt.
Some time ago a statement was given wide currency in which
a government official asserted that a handful of large corpo-
rations which, before the war, had controlled only a small
part of America’s production, had, during the war, managed
to increase their share to almost three-quarters of the total.
This statement was not only in flat contradiction to all the
known facts; it also tried to prove its point by a statistical
sleight of hand which came close to sheer demagogy.*

What was interesting was, however, not the statement but
the fact that it was generally accepted even though its logical
fallacy was so obvious as to be spotted normally at once by
any adult reader. For it showed the general awareness of the
fact that the war has brought out the large corporation as the
representative institution of American society today. The only
reason why the general public could be fooled by a statement
purporting to prove that the large corporation had become
first in quantity during the war was that the general public

* The statement itself ran as follows: “Before the war the largest American
corporations handled about 30% of the nation’s industrial production; the
same corporations held 70% of the war contracts. Therefore Big Business
doubled its share in the American economy during the war.” Obviously this is
on the level of the attempt of a grade school child to subtract three apples from
four cows. In the first place, war business, even at its peak, never amounted to
more than 50% of the national business; 70% of the war contracts thus
equaled only 35% of the total national production at the most; and nothing was
said about the development in the civilian sector of the economy in which,
according to all evidence, the share of small business increased considerably
during the war. Secondly, to hold a contract is not identical with production.
As is generally known, a very substantial part of the war contracts held by the
big corporations was subcontracted to medium-sized and small businesses; and
every large corporation reported that it subcontracted & much larger share of its
war-contracts to small and medium-sized firms than it used to do in peace times.
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had already realized as a result of the war that the large
corporation had become first in importance. The miracle of
conversion to war-production was clearly wrought by the
large corporation. The war showed that it is the large cor-
poration which determines the limits of productivity of an
economic system. It showed that it is the large corporation
to which we must look for the lead in technological research
and product improvement. In other words, the war made clear
that it is the large corporation which determines the eco-
nomic and technological conditions under which our economy
operates. The large corporations do not employ more than a
minority of industrial labor but their labor relations set the
standards for the nation, their wage scale determines the
national wage scale, their working conditions and working-
hours are the norm, etc. While the large corporations do not
control a majority of the nation’s business, their prosperity
determines the prosperity of the nation. If we talk about eco-
nomic opportunities in America we have in mind above all the
opportunities offered in the modern mass-production factory
and the modern large corporation. If we talk about the Amer-
ican technology, we do not think of the statistical average but
of the standard established by the leaders. If we look upon the
two other new social institutions of basic importance that
have emerged in our society during the last half-century, the
labor union and the administrative government agency, we
see that they are nothing but social responses to the phenom-
enon of modern Big Business and of the corporation. In fine,
it is the large corporation—the specific form in which Big
Business is organized in a free-enterprise economy—which
has emerged as the representative and determining socio-eco-
nomic institution which sets the pattern and determines the
behavior even of the owner of the corner cigar store who never
owned a share of stock, and of his errand boy who never set
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foot in a mill. And thus the character of our society is deter-
mined and patterned by the structural organization of Big
Business, the technology of the mass-production plant, and
the degree to which our social beliefs and promises are real-
ized in and by the large corporation.

The emergence of Big Business, i.e. the large integrated
industrial unit, as a social reality during the past fifty years
is the most important event in the recent social history of the
Western world. It is even possible that to future generations
the world wars of our time will seem to have been an incident
in the rise of big-business society just as to many historians
the Napoleonic wars have come to appear incidental to the
industrial revolution. Even today, there are observers who
mterpret the conflict between the ideologies of Western De-
mocracy, Russian Communism and Fascism as primarily a
conflict between different concepts of a big-business industrial
society; and unless misinterpreted so as to make it appear
a denial of the reality of the moral issues at stake (as does,
for instance, Mr. James Burnham in his The Managerial Rev-
olution, so widely read a few years back), this view makes
a good deal of sense.

Certainly, the problem of the political, social and economic
organization of Big Business is not unique to one country but
common to the entire Western world. And this means that
there is a wide area where it makes little difference whether
we discuss conditions in the United States or in Russia,
whether we assume a free-enterprise society, Communism or
Nazism. For the entire realm of social engineering is an
objective realm. Profit and profitability, for instance, fulfill
the same function under any system of economic organiza-
tion; they are respectively the risk premium and the yard-
stick without which economic life simply cannot go on. And
it is therefore an objective question—at least from the point
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of view of business organization—what is more efficient as
a basis for measuring profitability: a system based on a free
market or cost-accounting based on planned prices?

Yet, social engineering alone determines nothing—except
the limits of possibility. The question always remains to
what purpose the machinery is to be used. The social engineer
may, for instance, decide that profitability based on free-
market prices is the most reliable yardstick; and his society
may still decide to use the less reliable system of cost-account-
ing based on planned prices as the only one compatible with
its social beliefs and purposes—which is precisely what hap-
pened in Soviet Russia. It is indeed the first question of any
analysis of a social or political institution: what is necessary
to make it function efficiently, to make it survive, to provide
adequate leadership? For the first thing society demands of
an institution is that it function. But also and at the same
time we must ask what requirements must the institution ful-
fill in order to make society function and be stable? For
the first thing the individual demands of his society is that it
function. And both questions are only posed to enable us to
ask: what is the purpose for which we want to use this institu-
tion and how does it fulfill it?

In this book we will be vitally concerned with social engi-
neering; and that part of our discussion would be as appli-
cable to Sweden as to the United States, to a Nazi trust as to
a corporation in a free capitalist economy. But we shall focus
not on general principles applicable anywhere at any time,
but on the United States of today and tomorrow; not on busi-
ness organization in general but on the large American cor-
poration. Our problem is not just how Big Business functions
but how the large corporation functions in America’s free
society. This is a new problem—it hardly existed before 1929
and was totally unknown before 1914. Hence we cannot de-
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mand a final answer—we should actually be highly suspicious
of anything that pretends to be that. Promising approaches
are all we can reasonably expect to find.

Our study has to start with the principles involved. Yet a
discussion confined to the purely theoretical would be aimless
and useless unless its conclusions were checked by, and ap-
plied to, an analysis of the concrete conditions of American
social life. Therefore, this study of the corporation as our
representative social institution is focused on the analysis of
one specific corporation: General Motors.

There are several reasons why General Motors seems most
suitable to serve as a representative example of the Ameri-
can large corporation. In the first place, it is the biggest
industrial corporation in this country, employing in prewar
times about two hundred and fifty thousand people, and twice
that number during the peak of World War II. It is the larg-
est unit in the automobile industry, which is the pioneer of
modern mass-production industry and therefore most repre-
sentative of the conditions and problems of modern industrial
society. The main reason is, however, that General Motors—
to my knowledge, alone of all American corporations—has
for almost twenty-five years been consciously and deliberately
working at basic problems of policy and has consciously and
deliberately based its policy on the conception of the modern
corporation as a social institution. Hence, the policy decisions
of the General Motors Corporation, its successes, difficulties
and failures, have a general relevance for American industry.

It is not intended to claim that General Motors has gone
furthest in every single direction in the exploration of the
social issues of modern corporate life. On the contrary, the
management of the company itself would be the first to point
out that, for instance, in employee training the Bell Telephone
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system has done the outstanding job, that many of the finan-
cial principles of policy control which play such an important
part in General Motors derive from the experience of Du-
Pont’s, etc. But as the result of prolonged investigation, I
have come to the conclusion that while other companies may
have gone farther in specific directions, none has worked on
the problem as a whole as consistently and has been as con-
scious of the central issues as General Motors. Hence, General
Motors can be fairly considered as representative of the
achievement, possibilities, problems and perils of the large
corporation.

3

THE questions we shall deal with in this book are the tra-
ditional questions of politics and political analysis. What is
new in this book is their application to the large corporation.
Not that we do not have a tremendous literature dealing with
business and industry. We have more material than any man
can read—often of a high order—on economic problems
such as monopolies, business cycles, prices, etc. We have a
large and steadily growing literature on business management
which has been freely drawn upon in this study; and while
much of it deals with purely formal or with purely internal
questions, the writings of such men as Chester 1. Barnard,
James D. Mooney and Ordway Tead, or the work done at
the Harvard Business School have contributed greatly to our
knowledge of the corporation as an organization. But neither
the student of economic policy nor that of business manage-
ment analyzes the corporation politically, that is as a social
institution organizing human efforts to a common end. Our
study, however, sees the essence and the purpose of the cor-
poration not in its economic performance or in its formal
rules but in the human relationships both between the mem-



CAPITALISM IN ONE COUNTRY 13

bers of the corporation and between the corporation and the
citizens outside of it.

Any social and political analysis of an institution has to
proceed on three levels.

It has to look at the institution as autonomous—governed
by the rules of its own structure and determined by the desire
for survival—capable to be judged in terms of its own pur-
pose.

Every institution has to be analyzed in terms of the beliefs
and promises of the society which it serves. Does the institution
strengthen the citizen’s allegiance to his society by furthering
the realization of society’s ethical beliefs and promises? This
is particularly important if we deal with an institution which
is central to a society as by this very fact its performance in
the realization of the basic social beliefs and promises is
regarded as indicative of the performance of society itself.

It has to analyze the institution in its relationship to the
functional requirements of the society of which the institution
is a part; what organization of the institution is most condu-
cive to the survival and stability of organized society, and
what conflicts exist between the purpose of the corporation as
an autonomous body and the needs of the society in which
it lives.

There are three main problems on the first level, that of
the corporation as an autonomous institution. There is the
problem of policy: An institution must have a long-term pro-
gram and rules of behavior and operation. Yet its policies
must be flexible enough to allow for adaptation to new prob-
lems and to changes in conditions. There is a2 whole complex
of problems centering around the question of leadership: how
to insure an adequate supply of leaders; how to train and to
test them. Perhaps the most difficult and most pressing of
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these problems of leadership is that of the conversion of the
specialized technician needed in the day to day conduct of
business into the well-educated personality capable of judg-
ment who is needed for the policy-making positions. Finally,
the corporation needs an objective yardstick by which to
measure the success of its policies and of its leaders—a yard-
stick appropriate to its business, yet independent of short-
term business fluctuations and incapable of manipulation.

The second level of analysis is perhaps the most difficult
and most important. It too deals with relations within the
corporation but it projects internal relations against the broad
canvas of social beliefs and promises. The corporation as a
representative institution of American society must hold out
the promise of adequately fulfilling the aspirations and be-
liefs of the American people. A conflict between the require-
ments of corporate life and the basic beliefs and promises
of American society would ultimately destroy the allegiance
to our form of government and society. Hence, we must an-
alyze whether the corporation is satisfying these basic de-
mands: the promise that opportunities be equal and rewards
be commensurate to abilities and efforts; the promise that
each member of society, however humble, be a citizen with
the status, function and dignity of a member of society and
with a chance of individual fulfillment in his social life;
finally, the promise that big and small, rich and poor, power-
ful and weak be partners in a joint enterprise rather than
opponents benefitting by each other’s loss.

On the third level, finally, that of the relationship between
corporate purpose and social function, we analyze the corpor-
ation in society. The central problem lies in the relationship
between profit, which is the purpose of the corporation as an
autonomous unit, and the maximum production of cheap
goods, which is the purpose of the corporation from the point
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of view of society. Is there a clash between these two premises
of purpose, as has been asserted in the traditional theory of
monopoly or in the more recent juxtaposition of production
for use as against production for profit? Or can the self-
interest of the corporation be harmonized with the interest of
society in the corporation? Connected is the question of social
stability: is there anything in the rationale of the corporation
that makes necessary and even likely the recurrence of eco-
nomic crises?

The three levels on which we shall conduct our analysis of
the problems of an industrial society are co-ordinated and
equal in weight and importance. Neither of them has priority
over the others. But while equal, the three levels are not
independent. Failure to solve the problems on one level leads
automatically and inescapably to collapse of the entire struc-
ture however brilliant the achievement on the other levels
might be. In an industrial society in which the large corpo-
ration is the representative social institution, it is equally
important and equally essential that the corporation be or-
ganized in such a way as to be able itself to function and to
survive as an institution, as to enable society to realize its
basic promises and beliefs, and as to enable society to function
and to survive.

All too often this interdependence of the three levels on
which society and social institutions function simultaneously
is overlooked; and nothing is more common than the belief
that a solution confined to the problems on one level will
prove the social panacea. Indeed we would get around most
of the problems of politics could we thus proclaim one of the
fields of social life to be superior to the others. Nothing is
simpler than to find perfect solutions on one level only; and
nothing is more difficult than to establish a political “harmony
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of the spheres.” In this difficulty lies the endless challenge
and the endless adventure of true statesmanship.

The concept of harmony thus emerges as a basic concept
of political action. The problems of political order and or-
ganization presented on each level of politics are indeed
autonomous. But to have a functioning society they must
all equally be answered by the same basic principles and
policies. It would make social life impossible if the problems
of one level could only be solved by means which were inimi-
cal to the best solution of the problems existing on the other
levels. Such a society would be hopelessly torn and incapable
both of survival and of the fulfillment of its basic ideals. For
no society can give up the stability of its central institution,
its own stability, or its own beliefs.

It follows from this that we cannot base a successful eco-
nomic policy on the assumption that the interest of the cor-
poration and the interest of society are in conflict—at least
not as long as we have a society whose representative institu-
tion is the corporation. To justify the needs of corporate sur-
vival as “concessions” and as a “‘lesser evil” is really to
give up the claim for a free enterprise industrial society. If
the private profit system is necessary for the survival and
stability of the corporation, it is a contradiction for believers
in the free enterprise system to apologize for profits. And to
demand—as do a gcod many apologists for the large cor-
poration—of an industrial manager that he use, out of “social
consciousness,” policies which run counter to the interests of
his corporation is rather ludicrous. At the same time it is
impossible to look upon society’s needs, whether functional
or ethical, as “concessions” or as the “lesser evil”’—the man-
ner in which, for instance, social reforms and policies were
justified during the Hoover administration.

This does not mean that the corporation should be free
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from social obligations. On the contrary it should be so or-
ganized as to fulfill automatically its social obligations in
the very act of seeking its own best self-interest. An industrial
society based on the corporation can only function if the cor-
poration contributes to social stability and to the achievement
of the social aims independent of the good will or the social
consciousness of individual corporation managements. In the
ideal society even a Simon Legree, whatever the blackness of
his heart, cannot but help to promote social ends either be-
cause it is to his interest to do so or because he is so integrated
into society as to be able to act only in the interest of society.
At the same time the demand for harmony does not mean
that society should abandon its needs and aims and its right
to limit the exercise of economic power on the part of the
corporation. On the contrary, it is a vital function of ruler-
ship to set the frame within which institutions and individuals
act. But society must be organized so that there is no tempta-
tion to enact, in the name of social stability or social beliefs,
measures which are inimical to the survival and stability of
its representative institution. Failure to see this difference
between the necessary task of setting the frame—genuine
regulation—and violation of the functional requirements of
society which, for instance, underlay Herbert Spencer’s at-
tacks on popular education, professional fire brigades and
meat inspection as “socialism,” is responsible for much of
the confusion of our present day political thinking.
Harmony was the great discovery—or rather rediscovery
—of nineteenth century laissez-faire, enabling it to overcome
the sterility of both the eighteenth century political theory
of “pure reason” and the eighteenth century practice of pure
Machiavellism. It enabled the nineteenth century to develop
at the same time the new beliefs and aims of secular democ-
racy and the new institutions of the market system. But
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while laissez-faire proclaimed harmony as the basis of society,
it made the fatal mistake of considering harmony as estab-
lished automatically in nature instead of as the final end
and finest fruit of statesmanship. To its emphasis on harmony,
laissez-faire owed its tremendous vitality and attraction; even
its enemies had to measure themselves against the promise of
harmony which has remained, to this day, the conscience even
of the dissenters. But at the same time, the fallacy of looking
for harmony in nature instead of in organized society was
responsible for the refusal of practically all practicing states-
men and business leaders to act according to laissez-faire.
Above all this fallacy made it impossible to justify the laissez-
faire system against those critics who concluded from the
absence of harmony in nature the fallaciousness of making
harmony the foundation of society.

As a result of the crude and fallacious naturalism of the
laissez-faire doctrine, political thinking during the last 75
or 100 years has largely lost again the basic understanding
of the meaning and necessity of harmony. It is not my pur-
pose in this book to write a history of modern political
thought. But as an aside—and hence in the technical language
of political theory—I should like to mention that the two
rival schools which have dominated our political life since
1850 have both given up the insight that the three levels of
society are co-ordinated—all equally important, all autono-
mous and yet all dependent on each other. They have instead
raised one level to first rank and subordinated the others to
it. In Idealism the basic aims and beliefs of society became
the only level of politics in the name of which the autonomy
of individuals and of their institutions is denied. This leads
inescapably to the denial both of the functional autonomy of
institutions and of the ethical autonomy of the individual;
and it makes enslavement, destruction and annihilation of the
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individual for the sake of the idea not only permissible but
laudable. At the same time Pragmatism—and its European
twins such as Syndicalism—threw out all concern with the
aims and beliefs of society. Functional efficiency was raised
to the rank of an absolute. This leads straight to a concept of
society as permanently on the brink of civil war, to a concept
of politics as a ruthless game played only for the spoils—
Who Gets What, When, How, as a popular American text-
book of government is called—and ultimately to a glorifica-
tion of force as the legitimate ruler of society.

Today we know that neither concept is compatible with a
free society. Both lead to totalitarianism; and in the ideo-
logical fanaticism and pragmatic cynicism of the Nazis both
have found their final fulfillment. Today, therefore, it is the
first job of the leaders of a free society to go back to the con-
cept of harmony and to a philosophy of society which is
neither monolithic nor pluralist but which sees the one and
the many, the whole and its parts, as complementing each
other. And in this country this means that both our statesmen
and our business leaders have to find solutions to the prob-
lems of the industrial society which serve at the same time
equally the functional efficiency of the corporation, the func-
tional efficiency of society and our basic political beliefs and
promises.



CHAPTER TWO

THE CORPORATION AS HUMAN
EFFORT

1
ORGANIZATION FOR PRODUCTION

LIKE every institution the corporation can—and must—be
analyzed in terms of the society it serves and in its relation
to the individuals who constitute the society. But first it has
to be understood in its own terms; in order to work for
society and for the individual it must be able to function
according to its own rules. Survival as an organization is
the first law of the corporation as of any institution; and
ability to perform its own purpose, to produce goods with
the maximum economic return, is its first yardstick of achieve-
ment.

When we say that the corporation is an institution we say
that, like any institution, it is an instrument for the organiza-
tion of human efforts to a common end. This common end
is not just the sum of the individual ends of the human beings
organized in the corporation. It is a common but not a joint
end. Though we have largely abandoned it in legal and polit-
ical practice, the old crude fiction still lingers on which
regards the corporation as nothing but the sum of the property
rights of the individual shareholders. Thus, for instance, the
president of a company will report to the shareholders on

the state of “their” company. In this conventional formula
20
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the corporation is seen as transitory and as existing only by
virtue of a legal fiction while the shareholder is regarded as
permanent and actual. In the social reality of today, however,
shareholders are but one of several groups of people who
stand in a special relationship to the corporation. The corpo-
ration is permanent, the shareholder is transitory. It might
even be said without much exaggeration that the corporation
is really socially and politically a priori whereas the share-
holder’s position is derivative and exists only in contemplation
of law. This, for instance, is the position taken in our. bank-
ruptey laws which put the maintenance of corporate integrity
above the rights of the shareholders. We would not have
needed the experience of the Great Depression of 1929-39
to show us that society must insist on the maintenance of the
“going concern’ and must if necessary sacrifice to it the indi-
vidual rights of shareholders, creditors, workers, and, in the
last analysis, even of consumers.

It follows from this that the essence of the corporation is
social, that is human, organization. This might appear like
a redundant assertion. Actually for far too many people the
essential in modern industrial production is not the social
organization but raw materials or tools. In our popular con-
cept of industry we suffer from a rigid economic determinism
—the legacy of the early nineteenth century emphasis on nat-
ural resources as the determinant of the division of labor—
and from a blind admiration for gadgets. As a result, most of
us—including a good many people in industrial production
itself—fail to understand that modern production, and espe-
cially modern mass-production, is not based on raw materials
or gadgets but on principles of organization—organization
not of machines but of human beings, i.e. on social organiza-
tion.

This misunderstanding has very serious consequences. It is
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to a considerable extent responsible for the labor problems
of modern industry. And it hampers both the layman in an
industrial society and the industrial manager in the under-
standing of their responsibilities as citizens. This book is not
concerned with the principles of industrial production—only
with the social problems of the industrial enterprise; and the
author lays no claim whatsoever to competence in technical
matters. Nonetheless it is so important to realize that even
the technical problems of modern industry are not technical
in the sense of gadgeteering but are primarily problems of
human organization for a technical end, that a short explana-
tion may be in order.

The experience which directly shows the true nature of
modern mass-production was, of course, the American indus-
trial conversion to war in 1942 and 1943. It has by now be-
come clear that most of the experts in this country, including
the majority of industrial engineers and managers, under-
estimated our productive capacity so completely in 1940 and
1941 precisely because practically all of us failed to under-
stand the concept of human organization which underlies
mass production. We argued in terms of existing raw-material
supplies and existing plant capacity and failed to realize that
we are capable of producing new raw materials, of designing
new machines for new purposes and of building new plants
in practically no time provided the human organization is in
existence. Even today, when we have realized the potential-
ities of the mass-production principle we usually fail to see
that it is a principle of organization that achieved the pro-
duction miracle, and not a principle of gadgeteering.

Thus the popular story of a war production success usually
read as follows: immediately afier Pearl Harbor it became
apparent that the Navy would need huge quantities of a
particular weapon, say a carrier-based fighter plane. The
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Navy had a very good plane, but before Pearl Harbor it had
been produced more or less by hand, in batches of two or
three, and by skilled mechanics in a small shop. Now it
had to be turned out by the thousands. The XYZ Company
which never had produced anything resembling planes, ac-
cepted the job. It took half a dozen of its plants which up
to that time had been making lamp shades or buttons or
assembled automobile bodies, moved in with a wrecking crew,
cut its old machinery to pieces with blow torches, tore down
the old buildings, the foundations of which were not strong
enough, and built new ones, etc. In the meantime its engineers
had designed the machine for the new job-—here’s where the
gadgets come in. On May 20th the wrecking crews left, on
June 1st the new machines moved in, on June 15th the first
plane rolled off an assembly line geared to the production
of two hundred planes a month.

This story or something like it was told a thousand times
these last few years. It was even accepted as a fair description
by people in industry who took a leading part in the conver-
sion to war production. Yet it is a grotesque parody of the
truth. Every detail in the story is correct enough—but all
the important facts are left out. The wrecking of the old
machinery, the new buildings, even the designing of the new
machinery, were more or less incidental to the real problems
and the real achievements of conceptual and human organiza-
tion. First came the design—not of machines but of the plane
as an assembly of identical and interchangeable parts. Then
came the analysis of each part as a problem in mass produc-
tion, as something that is being produced in a sequence of
elementary and basic operations, performable fast and ac-
curately by an unskilled or semi-skilled worker. Next came
the task of merging the production of each part into a plant
producing the whole—a task involving three distinct problems
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of organization: one of people working as members of a team
to a common end, one of technical processes, one of materials-
flow. Finally came the job of training thousands of new work-
ers and hundreds of new supervisors many of whom had never
seen the inside of a plant before. On those four pillars, design
of the final product as a composite of interchangeable parts,
design of the production of each part as a series of simple,
repetitive operations, design of a plant to integrate human
labor, machines and materials into one whole, and training
in skills and in teamwork, rested every achievement of our
war production.

Wherever, because of ignorance or urgency, the attempt
was made to slight one of these four tasks of organization—
and the temptation to do so was great as each of them is
time-consuming and can be speeded only with difficulty—the
result was failure to produce. For instance, in the example
which I had in mind in describing the popular war-conversion
story, the management tried to get around the job of design-
ing step-for-step the production of every one of the many
thousands of parts which would have taken at least six to
eight months, which the Navy could ill afford to wait. Instead
one of the planes was borrowed from the Navy and each fore-
man was asked to make his own designs directly from the
actual part. This attempt was a complete failure; no plane
was produced until each and every little part had been de-
signed from the ground up and its production planned thor-
oughly. Once this was done, however, at a prodigious cost
in money and time, planes were produced in large quantity
and at a fraction of the cost of the old one-plane-at-a-time
method of production.

Outside of mass production too it is organization, that is,
the arrangement of human work on material resources ac-
cording to a concept, which determines the social structure
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and economic function of an economic enterprise. That the
machines and plants of a business are of very little value
separately—for instance if they have to be disposed of in a
bankruptcy sale—and that the real value-element is their ar-
rangement and combination into a whole, is known to every
accountant and every lawyer. That most modern inventions
are not the result of a “flash of genius” but of the organized
effort of a research organization working according to a plan
laid out carefully beforehand, is also well-known. Incidentally
the recent legal difficulties of squaring this reality of inven-
tion with the popular nineteenth century concept of invention
as gadgeteering underlying our patent laws, is a good illustra-
tion of the difficulties arising out of the failure to understand
that industry is based on organization. But while human or-
ganization is essential to all industry* and the characteristic
that distinguishes industry from the craftsman’s shop, it is the
very basis, the very meaning of modern industry, particularly
of mass-production industry. Mass production does not rest
on the assembly line, the conveyor belt or on any other gadget
or technique, but on a conscious, deliberate and planned order
of relations between man and man, and man and mechanical
process. The one thing in modern industry therefore that can-
not be improvised but must be worked out carefully and be-
forehand is the social structure of the corporation.

In this respect the large corporation is in no way different
from an army; it must have the equipment but also, as in the
army, equipment is of no avail without the functional organ-
ization of human effort. And like the army or like any other
social institution, the things that really count are not the indi-
vidual members but the relations of command and responsi-

* This point is made with great force and felicity by Mooney and Reiley
in their book Onward Industry (New York and London, 1931), to which I am
indebted.
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bility among them. To borrow a metaphor from modern
psychology, an institution is like a tune; it is not constituted
by individual sounds but by the relations between them.

It is this organization which the corporation must maintain
and the survival of which is its supreme law. Of course the
corporation is a human institution and thus incapable of
ultimate survival. To prevail for even as short a historical
period as fifty years or a century is so difficult for any man-
made institution that the Catholic Church with profound wis-
dom points to its own survival over the ages as a proof that
it has been instituted not by man but by God. But this only
makes the problem of survival all the more urgent for any
man-made institution such as the corporation, and makes sur-
vival all the more the measure of all its actions and decisions.
Unlike man, an institution has no natural end, no natural life
span, no “retirement age.” It is always engaged in a race
against time.

Leadership

As with every other institution, the survival and successful
functioning of the corporation depends on the solution of
three interdependent problems: the problem of leadership,
the problem of basic policy, and the problem of objective
criteria of conduct and decision. Of these problems the deci-
sive one, particularly in the corporation, is the problem of
leadership.

No institution can possibly survive if it needs geniuses or
supermen to manage it. It must be organized in such a way
as to be able to get along under a leadership composed of
average human beings. No institution can endure if it is under
one-man rule. Industrial dictatorship like any other dictator-
ship threatens the survival of the institution in the event—an
inevitable event—of the dictator’s death. It also leads inescap-
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ably to extreme factionalism within the institution as, in the
absence of accepted criteria of legitimate succession, senior
executives are forced to subordinate the welfare of the institu-
tion to the desire to be in the most advantageous position to
seize the throne when it falls vacant. Moreover under one-man
rule there will be nobody in the corporation who has had the
opportunity to be trained and tested in independent leader-
ship. The future of the institution is thus staked on the gamble
that the right man will emerge from a fight for power rather
than on the rational selection of a well-known and weli-tested
SuCCessor.

From these twin dangers, that of depending on the “indis-
pensable” leader, and the danger of depending on one-man
rule, follows first a demand for a constitution under which
there is legitimate rule and legitimate and quasi-automatic
succession to the rule. It must be clear who is in command
and on what his title rests. It must also be clear and settled
in advance from what group his successor is to come, on what
criterion he is to be selected and who is to select him.

The second prerequisite for a satisfactory solution of the
leadership problem is that the institution must be able to
arcuse the loyalty of its members. To produce leaders an
institution must have an esprit de corps which induces its
members to put the welfare of the institution above their own
and to model themselves upon an institutional idea of conduct.
No institution has solved the problem of leadership, no mat-
ter how good its formal constitution, unless it gives the leader
a sense of duty, of the importance of his trust and a sense of
mutual loyalty between him and his associates; for these
enable the average human being—and occasionally some-
body well below average—to function effectively in a position
of trust and leadership. In other words an institution must
be able to make useful the good and to neutralize or deflect
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the bad qualities in its members, to be able to dispense with
the superman or the genius, and to organize a systematic and
dependable supply of reliable leaders.

It is typical of the most successful and the most durable
institutions that they induce in their members an intellectual
and moral growth beyond a man’s original capacities. The
popular respect and reverence for the United States Supreme
Court rests on the fact that appointment to the Supreme Court
has time and again made model judges out of average politi-
cians rather than on the assertion that justices are supermen.
It is an old saying that the most astonishing feat of that most
successful organization, the Catholic Church, is that it obtains
the best leaders from the worst raw material. Whoever first
made this statement certainly did not consider it a criticism
but the highest praise. Similarly it was on this ability to bring
out more than was in a man on which rested the strength of
institutions such as the British House of Commons and of the
Prussian Army. The corporation, to fulfill its function as the
representative institution of industrial society—and it will
not survive otherwise—has to solve the same problem of
arousing loyalty to a code of conduct, of training and select-
ing not only men but their individual abilities. The efficiency
of an institution depends both on the efficiency with which it
organizes individuals for a community effort and on the
extent to which it organizes man for his moral victory over
himsel{.

Next, any institution has to be organized so as to bring out
talents and capacities within the organization; to encourage
men to take the initiative, give them a chance to show what
they can do, and a scope within which to grow; and finally,
to offer them rewards in the form of advancement and of
social and economic standing which put a definite premium
on the willingness and ability to assume responsibility.
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Further, the solution of the problems of institutional func-
tioning and survival depends on the ability of the institution
to develop independent leaders below the top who are capable
of taking top command themselves, and to devise a system
under which succession will be rational and by recognized
merit rather than the result of a civil war within the institu-
tion and of force, fraud or favoritism. This implies also—a
very important point—that the institution must be so organ-
ized as to be able to test a promising man in an independent
command while he is still young enough to learn and so sub-
ordinate that his failure will not endanger the welfare of
the whole enterprise. Nothing is more dangerous, and nothing
is more common than the appointment to the top command
of a brilliant lieutenant whose emotional and intellectual
capacities for an independent position have been neither
developed nor tested.

Finally the problem of leadership also demands an organ-
ization in which power and responsibility are divided in
balance between final authority and lieutenants, and between
central management and executives in the field. Without
strong central leadership no institution can itself be unified;
but without a strong and autonomous local leadership, willing
to assume responsibility on its own, no institution could
properly function. The division of power is thus a problem
which every institution has to solve.

In the modern corporation, the problem of leadership is
not only more important than in other institutions, it is far
more difficult. For the modern industrial enterprise needs
many more leaders than institutions normally do, and of high
quality. At the same time, it does not automatically produce
leaders either in sufficient numbers or of sufficient quality and
experience.
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It is not generally realized that modern industrial and
technological conditions have increased tremendously the
demand for leaders. It may be said without exaggeration that
there has never been an institution in which there is greater
need for abilities and greater opportunities for them than
modern mass-production industry. This follows from the very
concept of mass production. This last war has shown that
mass production is a method which can be applied to the most
complicated and most precise as well as to the simplest prod-
uct. It does not matter whether the producer has had any
experience with the particular product he is asked to turn out;
even if he has never heard of it before he can turn it out
faster, cheaper, and more reliably than the experts who have
worked in the field for years without, however, using mass-
production methods. In other words, mass production is not
a technique but a basic concept of industrial organization that
is generally applicable. Its essence—to repeat what has been
said before in different words—is the substitution of co-ordi-
nation and organization for individual skill. The skill of the
individual craftsman is replaced in mass production by the
understanding of a basic production-concept and the leader-
ship qualities of the supervisor. Sure, there are far fewer
supervisors than there used to be skilled workers; mass pro-
duction can employ a high proportion of unskilled labor. But
the ability and knowledge demanded of the individual super-
visor is infinitely greater than the skill formerly needed by
the individual craftsman. Intellectual energy like any other
form of energy cannot be eliminated; and what is saved at
the bottom must be added at the top. Moreover the ability
needed by the supervisor is of a different and higher order
than the skill of the individual craftsman. It requires a much
higher degree of abstraction: the skilled craftsman of yester-
day knew his tools, the foreman or superintendent of today
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has to know his principles. And he has to be able to apply
these principles to the organization of men as well as to that
of material, neither of which was expected of yesterday’s
master mechanic. At the same time, however, mass production
can be learned whereas skill can only be acquired through
years of experience.

Any statistical analysis of the development of American
industry over the last thirty years would show a tremendous
expansion in the number of managerial employees, especially
of the middle ranks, together with a considerable increase in
their individual incomes. And the process is by no means at
an end. On the contrary, the war again increased the oppor-
tunities for advancement to leadership in mass production;
and the postwar period should continue this trend. Indeed
it may be said that the rate of industrial expansion in this
country depends very largely upon our ability to recruit and
train a sufficient number of potential leaders in mass produc-
tion industry. The need for leadership has been growing
almost geometrically while the production of experienced and
tested leaders has shown a tendency to decrease with the ex-
pansion of modern mass-production industry.

It was perhaps the greatest asset of a small-business society
that it provided adequate proving grounds for leaders while
keeping the sphere of the individual manager so small as
not to endanger society in case of failure. Hence a good many
big businesses of today still look to small businesses rather
than to their own organization for the supply of top manage-
ment. This, however, is clearly not the solution; an institution
which cannot produce its own leadership cannot survive.
Hence it is the first problem of the large corporation to ar-
range intentionally for the leadership selection small business
made automatically. To quote one of the leading authorities
on this subject: “The most ‘natural’ opportunities (fo acquire
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experience in leadership) at present formally available seem
to me to be the small general business, political party work
in communities and perhaps to a less extent, labor union
leadership. These are insufficient sources for the supply of
general leaders. Hence we need to develop the artificial
methods of giving wide experience which are now attempted
to some extent in large organizations.” * This involves ob-
viously two things: the development of the maximum of in-
dependent command at the lowest possible level and the
development of an objective yardstick to measure perform-
ance in these commands.

The difficulties inherent in its nature which the large corpo-
ration has to overcome are fourfold. There is a tendency
towards one-man rule and towards a system under which only
one man—the President or the Chairman of the Board—is
not confined within departmental lines but sees and knows the
whole of the business. It is a situation not unlike that of a
cabinet in which every member has departmental duties while
only the Chairman—the President in the United States, the
Prime Minister in England—has a view of the whole and
responsibility for it. In England the dangers inherent in this
situation have been overcome by the more or less formalized
rule that a candidate for the Prime Ministership must have
proved his qualities of leadership as leader of his party in
Parliament, and his qualities as an administrator in the suc-
cessful management of several ministries. Contrary to the
intentions of the Founding Fathers no such requirements are
imposed on a candidate for the American Presidency. That
a President can be elected in this country without having
given any proof of his ability either as a leader of men or as
a maker of political and administrative decisions is probably

* Chester 1. Barnard, president of the New Jersey Bell Telephone Company,
in The Nature of Leadership,—p. 21 (Harvard University Press, 1940).
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the most serious weakness of our political system. Neverthe-
less we have an approximation to such a requirement in the
tendency to recruit Presidential candidates from the ranks of
U.S. Senators or state governors who both hold independent
commands though the first are usually without administrative
experience and the second often without experience in
national affairs.

In the modern large corporation, however, not even such
one-sided test in, and acquaintance with, an independent com-
mand as is given by the governorship of a state or by a U.S.
senatorship is necessarily available. Hence opportunities for
such a command in which a man’s abilities for leadership
are tested and in which he acquires a view of the whole, must
be created in the corporation.

In every large-scale organization there is a natural tendency
to discourage initiative and to put a premium on conformity.
Moreover, there is the danger in any large-scale organization
for the older men at the top to be afraid and suspicious of
talented or ambitious subordinates. Sometimes there is a fear
that the young man is out for his superior’s job; more often
the subordinate’s legitimate desire to do things his own way,
to introduce new methods, etc., appears as an attack upon the
older man’s authority or peace of mind. The corporation
therefore has to combat the danger of bureaucratic ossification
and bureaucratic timidity. It must make it attractive and
rewarding for the organization as a whole and for every one
of its subdivisions to develop men of ability and initiative.
It must encourage and reward leadership, offer chances for
experience and training. Above all, it must make it clear to
each supervisor and manager that the training and develop-
ment of subordinates is a part of his duties. It must be made
to be to the self-interest of executives to look upon their sub-
ordinates and potential successors as human assets whose
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maximum utilization is as important to the institution as is
the maximum utilization of natural resources. To have trained
a potential successor must become one of the achievements
which qualify a man himself for promotion, instead, as it far
too often is today, a stumbling block.*

Further, the big-business world does not, like a small
business society, have an automatic and objective yardstick
for a man’s performance and achievement. In the small busi-
ness society a leader was tested on a comparatively moderate
level of responsibility and command by the objective yard-
stick of success in the market which, while not just, is at least
beyond anybody’s manipulation and therefore impersonal
and objective. In the big-business corporation not one man,
save at the very top, can normally be judged in terms of
economic success in the market, as the contribution of the
individual is too small in terms of the whole to be measur-
able independently. At the same time, the nature of business
makes it both impossible and undesirable to have advance-
ment and success made dependent on professional exami-
nations or on seniority which in other institutions supply
impersonal criteria. Hence there is a real danger that a man’s
ability and achievements be judged exclusively by subjective
and personal impressions, which even with the best-intentioned
management must lead to favoritism and must demoralize the
organization. At the same time the fact that Big Business is
not automatically equipped with the objective yardsticks on

* An interesting discussion of this problem is to be found in a paper read
under the title “The Selection and Development of Executives in American
Industry,” by Edward R. Stettinius, Jr., then Chairman of the Finance Com-
mittee, United States Steel Corporation, at the Harvard Graduate School of
Business Administration on September 17, 1936, in connection with the Harvard
Tercentenary. While I feel that Mr. Stettinius’ attempt to reduce the art of
leadership and leadership-training to a manipulative technique would be likely
to do much more harm than good, his discussion of the problem itself—espe-
cially his insistence upon human assets as the most valuable possession of any
organization—is of fundamental importance,
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which the small business society relied, also means that it does
not automatically test a man in an independent command, ex-
cept at the very top, that is, in a position in which failure
might be disastrous. The large organization thus has the def-
inite task of finding objective yardsticks for the abilities and
achievements of junior executives and of finding means of
putting them in independent commands at subordinate levels.

The final and perhaps the most difficult problem of leader-
ship with which industrial society is faced, is that it does not
automatically give that balance between specialist and gen-
erally educated person which is the essence of leadership.
Management of the corporation requires a much greater de-
gree of general comprehension and understanding than man-
agement of a small business. This is simply another way of
saying that a corporation is an institution and no longer a
mere tool. At the same time Big Business not only requires
an enormous corps of highly specialized experts but puts a
tremendous premium on specialization during a man’s forma-
tive years. Moreover, the large corporation does not supply
the almost automatic antidote to extreme specialization which
the small business of yesterday gave. In a small firm or shop
even the apprentice was forced by his contacts with his fellow
employees and their work to see the business as a whole and
to understand the points of view and the problems of other
departments; also, the apprentice’s advance or promotion
would depend on his ability to work in some other place than
the one he had been trained in. In Big Business, however, the
organization is so vast that contacts outside of a man’s spe-
cialty are almost impossible. The business seems to be so
complicated as to stultify any attempt to see more than the
individual’s department. Finally, promotion is usually the
result of progressive specialization. Hence it is possible in
a large corporation to go up almost to the top without ever
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acquiring an understanding of the whole or an ability to
think in terms of the whole. Yet at the same time it is essential
for Big Business that its specialists be forced to become
“generalists” as early as possible.

A professional army has very much the same problems as
the large corporation. It toe cannot automatically test a man
in an independent command until he has reached such emi-
nence that his failure would endanger the whole. It too needs
a large body of specialists who at the same time must be ca-
pable of command, of general understanding and of decision.
Finally, it too suffers from the natural tendency of its mem-
bers to look upon an able subordinate as a threat to their own
jobs. An army solves these problems by subordinating its
entire peace-time organization to the one task of training and
selecting leaders through the alternation of periods of formal
schooling in a specialty with periods of commands, maneu-
vers, etc. But the corporation cannot subordinate its organiza-
tions to the needs for training. It must perform while it trains;
the very means by which it trains its leaders must in them-
selves further the general purpose of its institutional life, that
is, efficient production.

The Problem of Policy

Because the corporation is an institution it must have a
basic policy. For it must subordinate individual ambitions
and decisions to the needs of the corporation’s welfare and
survival. That means that it must have a set of principles and
a rule of conduct which limit and direct individual actions
and behavior. It must be possible for the individual who acts
as an organ of the corporation to ascertain without much
doubt whether his actions are in accord with the long-term
interests of the corporation he serves. It must be possible for
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all members of the organization to obtain a final and binding
decision on policies through a clearly defined procedure.
Finally, the corporation, like any institution must have a
constitution which clearly establishes authority and responsi-
bility, both for the making of policy and for its execution.

This raises the problem of the proper balance between
adherence to principles and adaptability to changing con-
ditions. This is a particularly pressing problem in the large
corporation which by definition not only operates in a medium
subject to continuous change but is itself the leader of this
change and without function except as the initiator of eco-
nomic and technological progress. On the one hand, there is
a real danger that rigid insistence on policy and precedent
will stifle the spirit of adventure and initiative on which all
business enterprise depends. On the other hand there is a
real danger that speculation be mistaken for initiative. This
applies especially as a profit arising from a vital improve-
ment in productive methods looks just the same on the books
as a profit resulting from a “flutter”” in the stock market. Yet,
one might be the making of the corporation, while the other
might lead to its collapse. The corporation needs thus in the
first place the means to distinguish between changes in eco-
nomic conditions which are fundamental and to which the
policy must adjust itself, and changes which are purely transi-
tory and have to be handled on the basis of expediency.
Secondly it needs a means to distinguish between apparent
and real profit.

Another problem of corporate policy arises out of the
necessary reliance on formal systems of accounting and or-
ganization which invites bureaucracy. The very fact that
economic life is so insecure and changing puts a premium
on the known and “safe.” The large corporation often does
not have the means to stop or even to discover the bureau-
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cratic dry rot after it has set in. There are no critical out-
siders such as, for instance, the cabinet ministers and par-
liamentary secretaries in England whose background and
approach are completely different from those of the Civil
Service. The top personnel of the corporation is recruited
from within the organization. If the organization has become
bureaucratic, the top people will have lost flexibility too—in
the same way in which bureaucratic dry rot extended through
the French Army of 1939. The premium on expert knowledge
contributes substantially to this danger because it puts empha-
sis on the “professional view” as does the isolated life which
the average managerial employee of the large corporation
often leads.

These problems can only be solved, if there is a policy
and somebody to make it. This implies first a definition of
the nature and function of policy as something that can be
isolated from the normal routine. Many corporations are like
the man who had never realized that he spoke prose; they
do not know that they have a policy. This ignorance is danger-
ous. It makes it difficult for them to know what they are doing
and why, and it also may lead them into making a sacred cow
out of a meaningless or obsolete rule by calling it “policy.”
The same applies for the policy-making organ: it must be
clear who makes policy, how and on what basis.

This leads to the question of the relation between policy
and production, between policy-makers and administrators.
It also leads to the problem of the relationship between the
two basic—and often conflicting—concerns of policy: the
concern with the survival of the corporation as a smoothly-
functioning administrative unit and the concern with the pur-
pose of the corporation as an efficient producer.

In every institution there is a latent conflict between the
long-term demands of policy and the day-to-day conduct of
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business. Cutting across these lines there is always a latent
conflict between the administrators who define efficiency in
terms of the perpetuation of the administrative machine and
the “doers” who define efficiency in terms of the aims and
purposes for which the institution exists. These conflicts are
not only inevitable, they are necessary; and no institution
could function unless all four trends were equally repre-
sented. Yet no institution could survive unless these inherently
conflicting forces are balanced. Hence, the corporation needs
a supreme policy-making organ through which these conflicts
are resolved.

The Yardstick

The purpose of the corporation is to be economically effi-
cient: it must therefore be measured by a yardstick of
efficiency, which means objectively, impersonally and inde-
pendently of emotions or desires. At the same time the modern
large corporation cannot rely without reservations on the
yardstick of success in the market as it was developed under
small business conditions. In the first place, this yardstick
measures total performance and does not measure the per-
formance of divisions and executives within the corporation;
it does not automatically apply a gauge to leadership.
Secondly, it does not automatically distinguish between
profits resulting from changes in the competitive position of
the corporation, and profits due to fortuitous circumstances.
In other words, it does not supply an immediate or reliable
gauge of efficiency and strength. What is needed, therefore,
for the corporation is a yardstick that will eliminate the
extraneous fluctuations from the evaluation of competitive
achievement, and that will make it possible for the corpo-
ration to gauge on an impersonal and objective basis the per-
formance of its executive personnel.
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The first rule of the corporation as an institution is survival
as an efficient organization of human efforts to the common
end of most economical production. To this end it must have
a policy which harmonizes the divergent claims of admin-
istrative and purposive rationality; which makes possible
adaptation to change and rejection of pure expediency; and
which makes possible individual local action by providing
a yardstick and a framework. The corporation must be capa-
ble of finding all the talents and abilities in its organization;
of developing them both as specialists, (that is as high-grade
human tools) and as “generalists” (that is as educated people
capable of judgment and decision) at the same time; of
bringing out their best while neutralizing their weaknesses;
and of testing their abilities for independent command at a
level low enough to make failure harmless. The distribution
of power and responsibility, the formulation of general and
objective criteria of policy and action, the selection and train-
ing of leaders—these are the central questions of corporate
organization.



2
DECENTRALIZATION

CAN the corporation satisfy these basic requirements of in-
stitutional life and by what means? This question we expect
to be able to answer by studying the organization and the
administrative policies of General Motors.

In this study General Motors is considered only as an
example of the social structure and of the institutional prob-
lems of the big-business corporation. No attempt will be made
to give a description of General Motors as such, or of its
history—Ilet alone of its products and results. However, an
elementary knowledge of the main outlines of the organiza-
tion and of its policies will be useful.

The domestic manufacturing properties of General Motors
can be classed in three groups according to their main peace-
time products. First in employment and volume of business
comes the automobile and truck group: Chevrolet, Buick,
Oldsmobile, Pontiac, Cadillac and General Motors Truck. To
this group belongs also the Fisher Body Division, which pro-
duces the bodies for all automobile divisions and which works
in closest contact with them. Most of the Fisher plants though
managed separately by the Body Division, are physically
combined with the assembly plants of the automobile pro-
ducers.

The second group consists of the manufacturers of automo-
bile accessories who produce most of the accessory needs
of the automobile plants. A good many of the accessory pro-
ducers sell also outside of General Motors. In addition to the

spare parts and replacement business which is very important
41
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for practically all accessory divisions, some of them, notably
the producers of spark plugs, roller bearings, ball bearings
and electrical motors, sell directly to other industrial pro-
ducers who in some cases account for more than fifty per cent
of total sales. To this group also belongs Frigidaire—both
historically and according to its manufacturing and engineer-
ing problems—which sells exclusively to the public.

The third group of manufacturing properties consists of
three Diesel engine producers in Cleveland, Detroit and La-
Grange, Illinois, whose products comprise small Diesel en-
gines for trucks, marine Diesel engines, and the huge Diesel-
electric locomotives which pull America’s stream-lined trains.
The Allison engine division producing aircraft engines also
belongs in this group of non-automotive engine producers.

During the war General Motors added to these three main
foci of activities a number of aircraft producing plants
located on the Eastern seaboard; these plants which were
under one management and organized in the Eastern Aircraft
Division presented a special reconversion problem.

These three groups of manufacturing properties are organ-
ized in about thirty divisions ranging in size from Chevrolet
and Fisher Body, which would be among the largest American
businesses by themselves, to small one-plant appliance divi-
sions, employing in peacetime less than a thousand men. Each
of these divisions has its own divisional manager who is served
by almost as complete a staff as if he were heading an inde-
pendent business: production manager, chief engineer, sales
manager, comptroller, personnel manager, etc.; in other
words, each division is organized as an autonomous unit. The
three largest of these divisions: Chevrolet, Fisher Body and
Buick, are represented in the top management by their own
divisional managers. The other divisions are organized in
groups according to their products, each under a group execu-
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tive who, as a vice-president of General Motors, acts as repre-
sentative of his group in the central management of the
corporation and as adviser and representative of central man-
agement for the divisional managers of his group.

Side by side with this organization according to products
there is, as a part of central management, a set of functional
service staffs: manufacturing, engineering, sales, research,
personnel, finance, public relations, law, etc., each under its
own vice-president. These staff organizations advise both cen-
tral management and the divisional managers, act as liaison
between the divisions and formulate corporation policies.

The “line organization”—the manufacturing divisions—
is headed by the President and his two Executive Vice-Presi-
dents; the “staff work” is headed by the Chairman of the
Board who is the Chief Executive Officer of General Motors,
and by the Vice-Chairman of the Board. These five officials
form a team. They work through and with two closely co-or-
dinated committees, one on policy, one on administration. In
addition to top management these committees contain the
senior administrative and staff officers of the company, for-
mer officers now on the Board of Directors, and represent-
atives of the major stockholders.

These two committees are the central organ of co-ordina-
tion, decision and control, and may well be called the govern-
ment of General Motors. They pass on all major decisions in
the fields of policy and administration. They hear periodic
reports on conditions, problems and achievements in all
branches of the business. And they are the court of last appeal
should there be serious disagreements on policy within the
organization. Hence all members of these committees—
whether departmental executives in charge of service staffs
or divisions, or members of top management—-are almost
automatically informed at all times about the work of all
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divisions, about all important problems and decisions in all
fields, and also about the great line and the over-all policies
of the company. These functions, integration of “staff” and
“line,” combination of a variety of experiences and special
backgrounds into one policy, presentation of the over-all
picture to all the senior men, may well be more important
in the normal course of affairs than the decision-making
power of the committees.

Each of these two top committees meets regularly to discuss
and to decide. The actual executive work is, however, done
by a number of specialized sub-committees, each in charge of
a field such as engineering, labor, finance, public relations,
distribution, etc. These sub-committees are very much smaller.
They are built around a number of men from the field in
question. The vice-president in charge of the appropriate serv-
ice staff usually acts as the chairman. The membership in-
cludes experts in the field both from central management and
from the divisions. But on each sub-committee there sit also
several members of the top-management team and senior
executives from other fields to balance the sectional viewpoint
of the experts, to bring in a broader background of exper-
ience, and to relate the work of the sub-committee to the
corporation as a whole. These sub-committees, in monthly
meetings, actually work out the recommendations and pres-
entations on which the two top committees act.*

*1 have not come across much evidence that theories of governmental
organization or historical examples had any considerable influence on the
development of General Motors’ managerial organization. The impetus seems
to have been supplied mainly by experience and needs. Yet, there is a remark-
ably close parallel between General Motors’ scheme of organization, and that
of the two institutions most renowned for administrative efficiency: that of the
Catholic Church and that of the modern zrmy as first developed by the Prussian
General Staff between 1800 and 1870 and later adopted everywhere. I tend to
think that this scheme represents one of the basic solutions to the problem of
institutional organization for survival and efficiency—the other one being the
system of checks and balances between organs consiructed upon contrasting
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Neither this sketch nor an organization chart can, of course,
show the outsider how the organization actually functions.
But it should give some impression of the administrative and
organizational problems that have to be solved in order to
make it run efficiently. There is the sheer size of the business
—250,000 workers in peacetime, twice that number during
the war. There is a problem of diversity: not only do the
finished products—over two hundred in peacetime—range
from a Diesel-electric locomotive costing $500,000 to a bolt
costing a fraction of a cent; the production units required
range from gigantic plants with 40,000 employees to machine
shops. There is a problem in autonomy: the five hundred men
of ability, experience and ambition who are needed in major
executive jobs in order to turn out all these different finished
products of General Motors could not possibly be organized
and managed from the top. There is a also a problem of
unity: with the bulk of the company’s products focused on one
final utility, the automobile, and therefore directed towards
the same market, the divisions could not be left to their own
devices but must be one in spirit and in policy. Divisional
management must be both autonomous and directed; central
management must at the same time give effective, unifying
leadership and be confined to regulation and advice.

General Motors could not function as a holding company
with the divisions organized like independent cempanies un-
der loose financial control. Central management not only has
to know even minor details of divisional management but the
top officials have to exercise the power, the prestige and the
influence of real bosses. On the other hand General Motors
could not function as a centralized organization in which all
decisions are made on the top, and in which the divisional

principles of rule, for instance the one-man executive, committee-judiciary and
many-men legislature of the American Constitution.
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managers are but little more than plant superintendents. Di-
visional managers too must have the authority and standing
of real bosses.

Hence General Motors has become an essay in federalism
—on the whole, an exceedingly successful one. It attempts
to combine the greatest corporate unity with the greatest
divisional autonomy and responsibility; and like every true
federation, it aims at realizing unity through local self-gov-
ernment and vice versa. This is the aim of General Motors’
policy of decentralization.

Decentralization, as the term is usually understood, means
division of labor and is nothing new. In fact, it is one of the
prerequisites of any management whether that of a business
or of an army. But in General Motors usage, decentralization
is much more than that. In over twenty years of work, first
from 1923 to 1937 as President, since then as Chairman of
the Corporation, Mr. Alfred P. Sloan, Jr., has developed the
concept of decentralization into a philosophy of industrial
management and into a system of local self-government. It
is not a mere technique of management but an outline of a
social order. Decentralization in General Motors is not con-
fined to the relations between divisional managers and central
management but is to extend in theory to all managerial
positions including that of foreman; it is not confined in its
operation within the company but extends to the relations to
its partners in business, particularly the automobile dealers;
and for Mr. Sloan and his associates the application and
further extension of decentralization are the answer to most
of the problems of modern industrial society.
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The Aims of Decentralization

Because General Motors considers decentralization a basic
and universally valid concept of order, I asked several Gen-
eral Motors executives—particularly men well below the top
—what in their opinion decentralization seeks to achieve.
The following is a summary of the views of a good many dif-
ferent people. One man gave an unusually full statement of
what he believed to be the aims and achievements of the
policy of decentralization that was of particular interest be-
cause he himself had joined General Motors only two years
earlier after a distinguished career in another big business
organized on radically different lines; his statement—com-
pletely unrehearsed as my question was sprung at him in the
course of an informal chat—has therefore been regarded as
particularly valuable.

We shall have occasion later to discuss the question how
much of its program decentralization actually realizes; here
are the advantages claimed for it:

(1) The speed with which a decision can be made, the lack
of any confusion as to who makes it and the knowledge of
the policies on which the decision is based by everybody con-
cerned.

(2) The absence of any conflict between the interests of the
divisions and those of General Motors.

(3) The sense of fairness in dealing among executives,
the certainty that a good job will be appreciated, the con-
fidence and feeling of security that comes when personality-
issues, intrigues and factionalism are kept under control.

(4) The democracy of management and its informality.
Nobody throws his weight around, yet there is never any
doubt where the real authority lies. Everybody is free to criti-
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cize, to talk and to suggest; yet once the decision is taken,
nobody tries to sabotage it.

(5) The absence of a gap in the executive group between
the “privileged few” and the “great many.” “Mr. Wilson
(the President) could not arrogate to himself any right he
does not accord to his associates.”

(6) There is a very large management group. Thus there
is always a supply of good and experienced leaders, able to
take top responsibility.

(7) Decentralization means that weak divisions and weak
managers cannot ride for any length of time on the coat tails
of successful divisions, or trade on their own past reputation.
“At the company I came from [this from the informant men-
tioned above] nobody ever knew whether the foundry was
run efficiently or not, whether our foundry manager was a
good or a bad manager; the foundry costs were centrally
merged in the general costs. In General Motors, this foundry
would be a division, so that the costs and the results of
foundry operations would at once be visible to everybody.”

(8) Decentralization means the absence of “edict manage-
ment” in which nobody quite knows why he does what he is
ordered to do. Its place is taken by discussion and by policies
which are public and which are arrived at as a result of the
experiences of all the people concerned. “Perhaps my great-
est surprise when [ joined General Motors [so again the
above-mentioned informant] came when I attended my first
‘Sloan meeting’ [see below] and saw the extent to which
even minor executives are informed of the reasons for com-
pany policies, and are encouraged to speak their mind freely
and to express their opinions, however much they disagree
with central management. In . . . . [the company where my
informant had spent twenty years and where he had risen
from apprentice io chief engineer] even senior executives
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were never told the reason for any central management
decision.”

It is obvious from this summary—as indeed it was obvi-
ous in my talks—that the executives of General Motors do
not only consider decentralization to be the correct concept
for the organization of a big business but that they feel that,
at least on the level of top management, the concept has been
realized and its aims achieved.

Central and Divisional Management

Decentralization, as said above, is not considered as con-
fined to top management but a principle for the organiza-
tion of all managerial relationships. It was developed, how-
ever, out of the problems of co-ordinating central and divi-
sional management into one whole. It has been tested most
thoroughly on the top level of General Motors; and it has
been most generally accepted and most successful on this
level. Hence we shall study the meaning and the effects of the
policy of decentralization by analyzing the relationships be-
tween central and divisional managements.

Central management has twofold functions under a system
of decentralization. It is at the same time the servant of the
divisional managers, helping them to be more efficient and
more successful in their autonomy, and the boss of the
corporation. And in this role it has to weld several hundred
aggressive, highly individual and very independent divisional
top executives into one team. These two jobs are apparently
contradictory but actually interdependent. Their solution is
attempted in various ways: (a) through the power of central
management to set the goals for each division and for the
whole corporation; {(b) through its power to define the limits
of authority of the divisional manager and through the power
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to appoint and remove divisional managers; (c) through its
constant check on divisional problems and progress; (d)
through relieving the divisional manager of all concern with
problems that are not strictly part of the process of produc-
tion and selling; (e) and finally through offering him the best
obtainable advice and help through the service staffs of cen-
tral management.

(a) The manufacturing program of the various divisions
has to be approved by central management, particularly as
far as the car divisions are concerned; central management
sets the price range within which Chevrolet, Buick, etc. oper-
ate. Beyond this range they cannot go without specific author-
ization. But no attempt is made to prevent Oldsmobile, for
instance, from trying to displace the low-priced Buick car. No
attempt is made to tell Chevrolet what prices to pay the Fisher
Body Division for its bodies. No attempt is made to force
any of the car divisions to buy its accessories, such as lamps,
from one of the General Motors divisions if the manager of
a car division can show that he can get better value elsewhere.

Similarly in respect to the Diesel divisions, it is central
management that will have to decide whether the overlapping
production programs of two of these divisions—the result of
historical developments antedating their acquisition by Gen-
eral Motors—are to be maintained or whether each division
is to specialize on one type of engine.

Central management not only delimits the divisions against
each other, it fits them into a general pattern as part of the
unified corporation. It establishes the general over-all aim and
allots to each division its role on the team. It establishes a
total production goal on the basis of an analysis of the eco-
nomic situation and assigns to each division its minimum
quota. It determines how much capital to allot to each di-
vision.
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Abuove all, comirs! mramagemen dhimlys aitesd for dhe witoks
Corporation. It is thus differentiated from divisional manage-
ment not only in power and function but in time. A good
divisional manager is fully as much concerned with the future
as with the present; indeed one way to distinguish a divisional
manager from divisional employees—some of whom, such as
the managers of a few large plants owned by the big divisions,
have many more people working for them than the manager
of a small division—is by the divisional manager’s responsi-
bility for the long-term future of the business he runs. But it
is not his responsibility to decide in what direction his di-
vision should develop; that is the responsibility of central
management however much it may rely on the advice of
divisional management. It is also the responsibility of central
management to foresee problems and to work out solutions in
advance. Central management furthermore works out major
policy decisions applicable to problems common to all di-
visions. Finally, it decides on expansion into new lines—for
instance on the expansion into the Diesel field, on the acquis-
ition of new properties and the establishment of new divisions.
Of all the functions of central management, this responsibility
to think ahead is perhaps the most important as it more than
anything else makes General Motors a unified institution with
but one purpose.

(b) Central management determines the limits within
which the divisional manager operates. Within General
Motors this is usually expressed by saying that central man-
agement makes policy decisions, while the divisional manager
is in charge of administration. This is, of course, a misunder-
standing. Every executive down to the lowliest assistant fore-
man makes policy decisions; and every executive, up to the
Chairman of the Board, has administrative duties. But central
management determines both the areas of decision for the
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divisional manager, and the general rules to which his deci-
sions have to adhere. To phrase it in terms of constitutional
law, policy decisions of a divisional manager must rest on
an explicit or implicit delegation of policy-making power
and must conform to implicit or explicit commands or be
ultra vires.

And behind this, as an ultimate recourse, there is the abso-
lute power of central management to remove a divisional
manager and to appoint a new man in his stead. Obviously
it is a rare and grave decision to dismiss the manager of a
division, and it is regarded as most important by central man-
agement that it should be taken not on the basis of a personal
impression regarding the man’s ability and achievement, but
on the basis of objective records. But this is voluntary self-
restraint on the part of central management which does not
affect its unquestioned final power of removal.

(¢) More in evidence in every day business conduct is the
control through contact which central management exercises
over divisional managers. Largely this is informal and a
question of advice, discussion or mutual respect built up over
years of collaboration. The vice-president in charge of a
group of divisions, for instance, has a very real power; but
it is rarely, if ever, exercised in the form of orders. Rather
it makes itself felt through suggestions made in discussing
problems or achievements of the division, in discussing
central-management decisions, or as a result of the respect
the divisional manager has for a man who, as is usually the
case, has successfully been a divisional manager himself.
The same kind of informal but very real control is exercised
by the sub-committees of the Policy and Administration Com-
mittees with whom managers discuss their problems, plans
and policies, and, as will be discussed later, by the service
staffs.
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However there is a formal safeguard of central-management
control, a formal veto power on all capital investments be-
yond a certain limit and on the hiring of executive personnel
beyond a certain salary. This veto power is rarely exercised
as a divisional manager is unlikely to make such a proposal
without the support of his group-executive and of the appro-
priate service-staff. But it has the important result that prac-
tically every major policy decision of the divisions has to be
discussed extensively with central management.

Equally important is central management’s role in helping
the divisional manager to be as efective as possible.

(d) To this end the divisional manager is relieved of all
worry over financial matters. As president of an independent
company, he would have to spend a great deal of his time in
obtaining the capital necessary for expansion. This worry is
taken off his shoulders completely. It is the job of central
management to obtain the capital for him for any program
that has been decided upon as desirable. The same holds for
legal matters. Also, General Motors has a uniform accounting
system supervised and managed centrally. Finally, most
union contracts and all negotiations in labor matters are
handled centrally by a staff of the Corporation under a vice-
president; this is, however, not the result of a decision to
relieve the divisional manager of a worry only incidental to
the business such as underlies the centralized handling of
financial, legal and accounting matters, but is the result of
the demand of the United Automobile Workers Union for
a uniform contract for the company; and the wisdom of such
a centralized labor policy is hotly debated within the Cor-
poration.

(e) Finally, the divisional managers are served through
the service staffs of central management. Their first function
is to advise the divisional manager whenever he feels in need
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of such advice. It is, for instance, quite customary for a newly
appointed divisional manager to come to the Detroit office to
obtain advice on the distribution of the bonus (see below)
within his division. During the war the manufacturing staff
at Central Office worked out the basic manufacturing proc-
esses for many war products upon the request of the divisions;
it is typical however of the way these staff agencies work that
the final details of production and improvements in working
methods were left entirely to the division.

Another important function of the staff agencies.is to act
as liaison between the various divisions, and particularly as
centers of information on new or improved methods. If, for
instance, one division has worked out a new way of treating
cast aluminum which cuts down costs by five per cent, the
other divisions interested in this or similar problems will at
once be informed by the service staff. In this way, the service
staffs attempt to make sure that all over General Motors the
most advanced methods are used. In the same way, informa-
tion about new problems that have arisen in one division and
about difficulties to be encountered with a new product, a
new method or a new labor policy is collected and trans-
mitted to all the other divisions to save time and avoid costly
errors. Similarly, the staff experts make available to the
divisions the most up-to-date methods developed outside of
General Motors, whether in research, in merchandising, in
the handling of public relations, etc. This service function
of central management alone probably is worth considerably
more to the divisions than the one-half of one per cent of turn-
over that is charged by General Motors for the upkeep of the
entire central management.

Tt should be empbasized that the staff agencies in their
relations with the divisions rely on suggestions and advice,
and that they have no direct authority whatsoever over the
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divisional manager and his policies. Of course they might
appeal to top management in a last attempt to force an
obstructionist divisional manager into line; this, however, is
a theoretical rather than a practical recourse. In the normal
course of events the service stafls have to “sell themselves”
to the divisional manager, and have to rely on their ability
to convince the divisional management and on their reputa-
tion and achievements. No divisional manager is under com-
pulsion to consult the service staff or to take their advice. Yet
the relationship between service staffs and divisional man-
agers is on the whole quite frictionless,

Just as the service staffs apprise the divisional management
of all important developments outside of his own division,
they inform central management of all important develop-
ments within the divisions. To the service staffs—though not
exclusively to them—central management owes its knowledge
of the details of production, engineering, distribution and
personnel management throughout the business, which is one
of the most important factors in the teamwork between the
policy-makers at the top and the administrators in the divi-
sion.

Finally, it is the job of the service staff to formulate future
policies in closest collaboration with both divisional man-
agers and central management. The staff agencies themselves
cannot lay down policies; they can only recommend. They
must convince both the central management dealing with
broad problems of corporation policy and the divisional man-
agers with their concrete tasks, before any of their recom-
mendations will be accepted as general Corporation policy.

Like any formal analysis of a functioning organization
this description fails to convey what is really the most im-
portant thing: the way in which the organs of central man-
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agement work. It gives only an outline of the frame within
which central management operates, and not the picture it-
self. When we turn to the divisional manager, we cannot give
even the frame. The nearest description of his status and
operations might be to say that within the limits of policy
and decision set for him by central management, he operates
on his own as the boss of his outfit. He is in complete charge
of production and sales. He hires, fires and promotes; and it
is up to him to decide how many men he needs, with what
qualifications and in what salary range—except for top
executives whose employment is subject to a central-
management veto. The divisional manager decides the factory
layout, the technical methods and equipment used. He works
out the capital requirements of his division and plans for
expansion and for new plants—though central management
must approve of major investments. The divisional manager
is in charge of advertising and public relations for his divi-
sion. He buys his supplies independently from suppliers of
his own choice. He determines the distribution of production
within the several plants under his jurisdiction, decides which
lines to push and decides on the methods of sale and distri-
bution. He makes contracts with dealers and gives or cancels
their franchises. In everything pertaining to operations he is
as much the real head as if his division were indeed an inde-
pendent business. According to the estimate of several divi-
sional managers—corroborated by members of the ceniral
management—ninety-five per cent of all decisions fall within
his jurisdiction.

But this description, while correct, fails to convey one in-
tangible though very significant fact: the atmosphere of a
team of which the divisional manager is a member. There is
no “General Motors atmosphere” and very definitely no
“General Motors type.” In fact [ am greatly struck by the
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difference of atmosphere between divisions, and by the vari-
ety of personality and background between individual di-
visional managers. This variety is not only permitted, it is
definitely encouraged by central management; for it is held
that every man will do his best job when he does it his own
way, and that each division will do its best job when it feels
a pride in its tradition, manners and social climate. Hence
central management refrains as much as possible from telling
a division how to do its job; it only lays down what to do. Yet
the divisional manager, though left alone as long as he does
a good job, is conscious of his place on a team.

This is largely the result of two broad policies which will
be discussed later in some detail: the system of impersonal
yardsticks by which the performance of divisional managers
is measured objectively in terms of their contribution to the
team, and the interchange of factual and personal knowledge
by which the divisional managers are kept informed of their
place in the team, and of the work of the team. But the dual
position of the divisional manager as being at one and the
same time the autonomous boss of his division and a member
of a unified team shows best in the administration of the Gen-
eral Motors Bonus Plan—which in itself is an important
reason why this dualism works without too much tension.

General Motors sets aside each year a considerable part
of its net profit for bonuses to executive employees, to be
paid in General Motors shares (during the last years a cash
alternative has been offered for part of the bonus to enable
the recipients to pay wartime income taxes on the bonus with-
out having to sell General Motors stock; this is, however, con-
sidered a temporary expedient). Top management decides
how much bonus each divisional manager is to receive as his
own personal compensation. It also decides the total to be
allotted to each division for distribution among the employees
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below the rank of divisional manager. While guided by a
formula expressing both the total results of the corporation
and an appraisal of the results of the division, central man-
agement is independent in these decisions. Who is eligible
for participation in the bonus is also decided centrally for
all divisions; participation is usually confined to men above
the income level of a general foreman. Finally there is a
definite and strongly recommended pattern of bonus distri-
bution. The more important a man’s position the greater
should be his stake in the profit; while bonuses in the lower
ranks of management should be a relatively unimportant
“extra,” bonuses of higher executives should be a major
source of income though very elastic.

But within these general rules and recommendations the
divisional manager decides how the bonus is to be distributed
among his subordinates. He may single out one department
for a special award or penalize another. He may reward or
penalize individuals. To safeguard against arbitrary or par-
tisan decisions he has to obtain the approval of central
management before he can make radical departures from
precedent, and has to explain his reasons. Once approved,
however, his decision is final.

For General Motors executives, particularly for the senior
men, the bonus is in normal years a very important part of
their income. Hence the power of the divisional manager to
decide on its distribution makes him the boss in a very real
sense though the general rules and the veto power of central
management over the plans of the divisional manager make it
difficult for him to be arbitrary or spiteful or to play
favorites. At the same time the stake the divisional manager
himself has in a bonus which represents both the results of
his own division and the results of the whole business, tends
to give him a strong incentive to do his best in running his
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division and to play a co-operative part on the team that is
General Motors.

The bonus enables the divisional manager to be both inde-
pendent and a member of the group. Under normal business
and tax conditions the divisional manager even of a small di-
vision should become in a few years a moderately wealthy
man, if he keeps his bonus stock as he is strongly urged to do.
Thus he will soon be financially independent. He need not hes-
itate to express his own opinion, to object to corporation
policy, or to run his own division his own way; for he does
not have to keep his job at all costs, nor does he regard him-
self as in any way inferior to the men in central management;
they may be much wealthier than he is but the difference is
one of degree rather than one of kind. At the same time his
prosperity is directly bound up with the prosperity of General
Motors, the shares of which are usually his major asset. It
is not a decisive factor in the working of the system of decen-
tralized management that the executives of the company are
the largest individual (that is non-corporate) shareholders
as a result of the bonus plan, and that General Motors shares
are the major assets of most of its executives; but it is im-
portant.

A Two-way Flow

Division of powers and of functions, unity in action—this
definition of a federal union would be a fairly accurate de-
scription of the aim of General Motors’ policy of decentral-
ization. Such a union cannot rest on blind obedience to orders,
It must be based on an understanding of each other’s prob-
lems, policies, approaches, mutually between central manage-
ment and divisional managers. Every one must not only know
what is expected of him but also how his neighbor will act and
why. It is a problem which all large organizations have to
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solve. Concretely, General Motors could not function if every
decision had to be approved by a few overworked men in
New York or Detroit. At the same time, it could not function
if these men at the helm did not know of every major move
within the business. Similarly, it could not function if the
divisional managers had to determine basic policy at every
step; and it could not function if they did not know and
understand policy decisions and the reasons behind them.
The first requirement of General Motors’ management is,
therefore, that as many of its executive employees as pos-
sible understand the policies, the problems and the program
of the company and of its divisions. Both information and
decision must flow continually in two directions: from central
management to the divisions, from the divisions to central
management.

We have already mentioned some of the devices used. The
vice-president in charge of a group of divisions acts as a con-
stant liaison on policy and performance between head office
and division. The service staffs provide liaison in the tech-
nical fields not only between central management and divi-
sions but between the divisions themselves. The sub-committees
through which top management works have members from
the divisions and call in divisional executives all the time te
advise and be advised. In addition, there are special meetings
to create common understanding, which are being held twice a
year in Detroit under the chairmanship of Mr. Sloan, and
at which important or acute problems are discussed. At
these meetings the results of the various divisions are also
shown and reasons for success and failure are discussed. Sug-
gestions from the divisions or from central management are
brought up for debate and unplanned but effective personal
contacts are established between central management and
divisional personnel. About two to three hundred people at-
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tend these meetings regularly; an equal number is invited in
rotation. Thus practically every senior employee-—beginning
perhaps at the level of plant superintendent—has an oppor-
tunity to see the business as a whole, to see his place in it and
to familiarize himself with the basic policies and the program
of the company.

These meetings have been held for more than ten years and
have been singularly successful. However, the group was felt
to be too large to establish the personal contact between cen-
tral office and divisional personnel that is necessary for the
general understanding of policies and problems on which
General Motors depends. Therefore the “Sloan meetings” in
Detroit are now being supplemented by smaller meetings in
the various centers of production in which members of the
central management meet for several days with local execu-
tives of the divisions. The attendants at these meetings include
all the people who are invited to the “Sloan meetings” and
a number of lesser employees from the local plants and offices.
Similar meetings are being held with dealers.

By these means managerial employees of the corporation
are kept informed on policies and problems: they are also
constantly brought into the determination of policies. No im-
portant policy decision is made without consulting the divi-
sional executives affected by it. It is the right as well as the
duty of every managerial employee to criticize a central man-
agement decision which he considers mistaken or ill-advised.
In fact, the one definition I could obtain who is considered
an executive in General Motors was: “A man who would be
expected to protest officially against a policy decision to
which he objects.” Such eriticism is not only not penalized;
it is encouraged as a sign of initiative and of an active interest

in the business. It is always taken seriously and given real
consideration.
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Central management does not of course base its decisions
on the votes of the divisional personnel. It may completely
disregard the opinions of divisional management. But in
turning down a divisional executive it will attempt to explain
to him its reasons. It is a standing rule that central manage-
ment is to rely on persuasion and on rational proof rather
than on an order. In debatable matters central management
often prefers to wait until the divisional managers have them-
selves come and requested a policy decision rather than dic-
tate from the top.

An example may illustrate the nature of this relationship.
Several years ago, it was laid down as a general policy that
all foremen should be on a salary basis rather than on hourly
pay, and should enjoy seniority in layoffs over all hourly
workers. During the war the number of foremen doubled. The
new foremen were given the same status as the old foremen,
lest they feel deprived of the relative security of seniority and
thus in a worse position than the hourly workers in the event
of a postwar depression. This decision was seriously attacked
by several divisional managers who felt that it demoralized
the old foremen who should be distinguished in some way as
the permanent supervisory force of the company. The di-
visional managers brought their argument before the central
management which at once agreed to reconsider the whole
matter.

On the other hand central management does not hesitate to
interfere directly and even ruthlessly whenever the interests
or policies of the business are at stake. There is perhaps no
greater contrast than that between the consideration shown
to a divisional manager in all matters pertaining to the man-
agement of his division, and the co-operation expected of him
in all matters where his conduct and policies directly affect
the company as a whole. It is precisely here that the General
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Motors concept of central management functions pays its
highest dividends. Because policy matters are usually dis-
cussed well in advance of the time when they become press-
ing, they can be handled leisurely and discussed freely and
carefully. This, it is claimed, makes it possible to give all
concerned a chance to think things through and to speak their
minds without causing dangerous delay. Above all it makes
it possible for central management to acquaint itself with the
views of divisional management and vice versa. As a result
when the time comes to put the policy into action everybody
should know what he is supposed to do and why; every divi-
sional manager should not only know where general policy
begins and his autonomy stops but he should also accept the
general policy as something he has helped formulate. Thus
the question whose responsibility a certain decision is, will
arise rarely, if ever.

Freedom and Order

The impression that emerges from an analysis of the aims
of General Motors’ policy of organization is one of great in-
dividual liberty in which every man—at least among the
three to five hundred first- and second-line executives—is to
be allowed as much responsibility as he is willing to assume.
There is little emphasis on title, rank or formal procedure.
Indeed, the one thing that is most stressed by all executives
is the “informality” that exists in the relationships among
the members of this group and in the division of their work.
This raises the question how General Motors avoids the
dangers which according to age-old experience threaten every
federal and especially every committee form of government:
the danger of a deadlock between co-ordinated organs, the
danger of a break-up of the organization in factionalism, in-
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trigues and fights for power. It has always been a basic axiom
of political theory that freedom such as General Motors ac-
cords to the members of its top management group, is only
possible within a clearly defined order with a strict division
of authority and responsibility. General Motors, however,
seems to lack largely what might be called a clear division of
powers. Yet decisions must obviously be arrived at without
too much delay or uncertainty as to who is entitled to make
them, so as to enable the corporation to function in a highly
competitive market. The question thus arises what it is that
makes this “informality” possible. Can it be based solely on
good will and on good intentions? Or does it require a strict
frame of objective policy as a condition of individual free-
dom? This, needless to say, is not a new but a very old ques-
tion of politics—known in this country perhaps best as it
appears in the conflict between Jeffersonian and Hamiltonian
ideas of politics.

There is a tendency within General Motors to explain its
functioning as owing to human individual good will rather
than to institutional structure. There is a good deal to back
up such an explanation. There can be no doubt that the in-
formality, the reliance on information and persuasion, and
the absence of “edict management” reflect accurately the per-
sonality of the man who developed General Motors to its pres-
ent position—Alfred P. Sloan, Jr., for more than twenty
years its active head. It is also certain that without Mr. Sloan’s
personality the system could never have grown up and estab-
lished itself. Yet the tendency which underlies this “person-
ality” explanation, to seek the basis of a political order in
the personality of the ruler or in the good will of the citizens,
is actually a very dangerous one. That it is current within
General Motors is a potential weakness as it implies a lack
of understanding by the organization of the factors from
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which it derives its strength. If it were true that the General
Motors’ system rested on individual good will, it could hardly
survive the life span of one man. It would also have validity
only for an organization headed by one particular type of
personality and could not be regarded as a general model of
industrial organization, which is precisely what General
Motors aspires to be. Finally—and this is probably the most
dangerous point for General Motors itself—such a belief
might lead to a false sentimentalism, which evaluates execu-
tives according to the lip-service they pay to humanitarian
principles, rather than according to their achievements.

Actually, General Motors’ decentralization does not rest on
the good will of the men in top management positions. It
could, if necessary, function without the personal qualities
which Mr. Sloan has shown in his long administration. In-
deed it has been functioning with senior executives whose
personalities were the very opposite of his, and who had
nothing of the informality and of the respect for their fellow
workers which would seem to be required. There must thus
be an objective, impersonal frame of reference to make pos-
sible if not mandatory the freedom of decentralized manage-
ment. This objective frame is given in the use of modern
methods of cost accounting and market analysis as an imper-
sonal yardstick to measure achievement of both policy-makers
and production men.

This objective yardstick is comprised of two sets of meas-
urements which apply equally to divisional management and
its subordinates and to central management and its policy
decisions: (1) Base pricing which gives an objective measure
of the efficiency of the Corporation and of its subdivisions as
a producer; (2) Competitive market standing which shows
automatically and immediately the efficiency of the Corpora-
tion as a seller. Together these two gauges are supposed to
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show over-all efficiency and supply an immediate and ob-
jective check on decisions and policies.

The function of the system of base pricing is to measure
the productive efficiency of all units of the business and also
to eliminate from the measurement of productive costs all
extraneous and transient factors, particularly those intro-
duced by the fluctuations of the business cycle. Its core is that
careful analysis of all the cost factors that enter into pro-
duction at various rates of capacity which is the basis of
modern accounting. This makes it possible to determine at
one glance whether a certain division—or a department with-
in a division—is producing with greater or lesser efficiency
than the norm, and why. It also shows whether a good result
is attributable to an increase in efficiency or to an improve-
ment in methods, or whether it is the result of purely acci-
dental factors for which management cannot claim credit.
Above all, it makes it impossible to be deceived by a high
profit in boom years if such profit is actually purchased at
the expense of productive efficiency, that is at the risk of a
permanent impairment of the company’s strength. Conversely,
it prevents a divisional manager from being blamed for the
disappointing returns of a depression year when actually
the result was caused by factors over which he had no
control. Thus, a divisional manager will be held accountable
for a deterioration of productive efficiency even when it is
concealed by an increase in total profits; and he will get the
credit for any strengthening of managerial efficiency, even
when as the result of bad business conditions, his division
operates at a loss. The cost analysis of base pricing thus gives
an objective standard of manufacturing efficiency.

The instrument of base pricing also furnishes a yardstick
for policy decisions—both before they are taken and after-
wards. It shows the factors of productive efficiency that are
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likely to be affected by a policy decision, thus substituting
facts for personal differences of opinion in policy arguments.
It shows how costs will be affected by policy decisions deemed
necessary or advisable not for reasons of productive efficiency
but for such reasons as labor policy, merchandising, public
relations, etc.

Base pricing also shows the use made of General Motors’
capital. It measures the rate of return on capital invested
and the factors: rate of capacity at which the plants operate,
lifetime of the productive equipment, etc., on which this rate
depends. The assumptions under which any given investment
is made can thus be isolated and checked against actual eco-
nomic developments all the time. It thus furnishes a basis for
policy decisions on expansion and measures the advisability
of proposed new capital investments.

It is indicative of the concept of management that is em-
bodied in General Motors organization that the cost analysis
underlying base pricing is made by the divisions—just as it
is customary in a good many divisions to have the department
heads such as superintendents and foremen make the cost
analysis for their jobs. The necessary check is supplied by
a comparison of the cost analysis of each division with those
of other divisions within the company making comparable
products or using comparable methods—one reason for the
company’s insistence on uniform accounting practices through-
out all divisions.

Efficient production is only one element in the success of
a business in a free-enterprise economy, and has to be com-
plemented by ability to sell one’s products in the market.
Hence, in General Motors an objective analysis of the market
and of the competitive standing of the products is used as
the second measurement. The consumer’s decisions and pref-
erences are combined with the facts of the engineer to give
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an impersonal basis for decisions and for the evaluation of
performance. Again the problem is how to eliminate purely
extraneous fluctuations in measuring performance. This is
done for the car-producing divisions by measuring their
achievement and competitive standing not in terms of total
sales but according to the ratio of their sales to total auto-
mobile sales in their price range. A car division which would
show a loss in percentage of its potential market would be
considered as losing ground even though—as a result of
prosperous business conditions—it might roll up high abso-
lute sales figures. On the other hand, it is generally under-
stood that the management of Cadillac has been doing an
outstanding job over the last fifteen years, even though the
dollar volume of sales has gone down sharply. The share of
the division in the total sales of high-priced cars has risen;
the fall in absolute sales volume is thus not chargeable to
Cadillac but to a shrinkage of the market for higher priced
cars over which the Cadillac management has had no control
and for which it can not be blamed.

Since the accessory divisions produce largely for use with-
in General Motors their efficiency could not be measured in
terms of their competitive standing on the consumer’s market.
Hence they are measured by a different—and perhaps even
a more severe—standard, their ability to supply the car divi-
sions at lower cost than any outsider. As mentioned above,
no car division is under compulsion to buy from the acces-
sory divisions, or under compulsion to pay the prices de-
manded by them. To obtain the custom of the car divisions,
each accessory division must be able to meet the lowest prices
of outside accessory manufacturers and to satisfy the quality
and styling requirements of the car divisions. Most of them
are therefore subjected to the test of competition as much as
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the car divisions. And while individual car buyers will often
decide on the basis of habit or advertising appeal, that is on
economically non-rational grounds, the accessory producers
have to satisfy a buyer who is interested only in tangible and
provable economic factors.

The yardstick of market performance is based on the as-
sumption that consumers’ buying preferences and even their
prejudices are as much objective facts for the producer as
are the facts and figures of engineering and accounting which
underlie base pricing. It is as necessary to analyze the con-
sumer’s preferences as it is to analyze cost factors. Without
knowledge of the elements which make up the consumer’s
decision, it would be impossible to find the causes of faulty
selling performance or 1o plan rationally for improvements
in the competitive position of a division, or of the business
as a whole. Hence, General Motors has built up a compre-
hensive consumer research organization.

The combination of these two elements of objective analy-
sis, base pricing and competitive market standing, has made
possible a considerable degree of production planning. An-
nually each division submits estimated schedules for the next
year in which it gives tentative figures for sales, costs and
expected capital requirements on the assumption of a good,
an average, and a bad year for the industry as a whole. It
also indicates which of these three estimates it considers most
likely on the basis of its knowledge of business conditions,
trends in the used-car market, etc. By correlating the esti-
mates of the various divisions, central management obtains
a fairly representative picture of conditions in the industry
as a whole. By closely checking this composite judgment of
the producing and selling personnel against the analysis of
the consumer research staff and of the company’s economists,
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a result is obtained which should not only be fairly reliable
but which also is comprehensible to the executives, thus set-
ting an objective frame for the work of the members both of
central and of divisional management.

Through measuring the efficiency and achievement of both
policy decision and administration against the objective
criteria of cost and efficiency, of return on the invested capi-
tal, and of competitive standing in the market, General
Motors aims at the elimination of personal and subjective
elements in the relationship between boss and subordinate,
central management and divisional management. The ques-
tions, how efficient is a man, how successful is he, and how
important is he to the company, do not have to be decided
on the basis of subjective preference. In fact, they should
not have to be decided at all; they should be answered clearly
by the objective yardstick that records efficiency and achieve-
ment immediately and automatically. The President of the
company does not have to tell a divisional manager that he is
not satisfied with him; the divisional manager knows it any-
how by looking at the figures based on his own cost and
market analysis. Similarly, the President does not have to
justify a promotion to the colleagues of the promoted man;
he has the man’s record which is known within the company.
Also the objective yardstick should limit the personal element
in policy decisions. If a man’s opinion or suggestion are
overruled it should be not because of the higher rank of the
boss, but because the facts are against him. That would make
it possible for superiors freely to admit mistakes to their sub-
ordinates—perhaps the most important thing in human re-
lations. In fine, this objective yardstick should not only make
possible informal and friendly personal relations, a spirit
of teamwork and a free and frank discussion. It should also
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—at least, that is what the people in General Motors claim—
make the organization of management as a team on a federal
basis natural and almost inevitable by erecting strong bar-

riers of fact against action based on nothing but seniority
and rank.



3
HOW WELL DOES IT WORK?

OUR analytical description of decentralization gives the im-
pression of a carefully worked-out system. This impression
is by and large correct—ifor the system as it is today. But
this analysis also seems to imply—as does every systematic
description—that today’s structure has been planned this way.
This implication is dangerously misleading. Indeed decentral-
ization would be worthless and unworkable, if not outright
destructive, had it been imposed as a theoretically-devised
plan of corporate organization. Not only would such a plan
have been rigid, doctrinaire and incapable of growth and
development, it would have antagonized the people who were
to work with it and under it as an artifact spun out of thin
air, unrelated to actual experience and actual problems, and
imposed on them by executive fiat. Decentralization, in other
words, would have been regarded as a form of “enlightened
despotism.” The important fact about “enlightened despot-
ism”—also the one fact “enlightened despots” always forget
—is that, while it appears as enlightenment to those in power,
it is despotism pure and simple to those under it. Another and
potentially even more serious result of a theoretical over-all
plan would have been that every practical problem demand-
ing a solution would have appeared as a challenge to the plan
and as an attack on its basic principles—simply because no
plan, however good, can foresee practical problems of the
future and can solve them in advance. Finally, a theoretical
system is always more concerned with the question whether

the solution to a concrete situation is in harmony with the
72
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principles of the plan, than whether it is appropriate to the
situation. A theoretical plan becomes an end in itself; and
concrete administrative action—the first job of any system of
government—becomes impossible.

This is not to say that decentralization has been evolved
“pragmatically,” that is, without reference to an underlying
concept. Certainly, when General Motors first began to be
organized as a unified body about thirty years ago, its leaders
had concepts of management and of corporate organization,
aims they were striving for, beliefs, particularly how things
ought not to be done. The general idea that a corporation
must have a policy seems to have been accepted by top man-
agement during the first World War or shortly thereafter.
The general concept of decentralization as applied to the rela-
tions between central management and divisional managers,
and the general idea of objective yardsticks, date probably
back to the early twenties. But these were general principles
of organization and procedure—principles how to do and not
to do things, rather than what to do or not to do. The cor-
porate organization itself, the concrete organs, the concrete
policies, the concrete decisions were developed gradually
and in dealing with concrete situations and concrete person-
alities.

Most of the demands for “planning” made today are based
on the false assertion that “muddling through” and aimless
floundering are the only alternatives to over-all, theoretical,
for-the-future planning. That General Motors owes its strength
precisely to that use of principles and concepts as guides for
concrete, unplanned and unforseseen action of which the
“planner” knows nothing, is thus of general importance. The
most successful attempt to provide a basis for the political
organization of the future, the American Constitution, used
the same method. The Constitution is not a “plan” of Govern-
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ment, laying down what ought to be done. Neither is it “prag-
matic.” It establishes a few, simple organs of Government
with enormous powers of which only the limits are given. It
establishes an objective yardstick in the law. It provides a
few, very simple principles of decision in broad language;
most of them, it is noteworthy, lay down how not to act, with
the significant exception of the provisions for the revision of
the Constitution which establish a positive procedure. But the
actual organization and system of Government were wisely
left to concrete experience—a wisdom on which the success
of the Constitution rests in large part.

Because General Motors’ system of organization was
evolved historically, the actual organizational reality neces-
sarily abounds with exceptions to the general organizational
concept. In the case of almost every division there are special
historical reasons why this or that general rule is not ob-
served: a special problem of production, a valuable but can-
tankerous sales manager, long since honorably retired, who
did things his own way, or a particularly good or particularly
bad atmosphere of labor relations, etc. Where the logician
and system-maker would expect logical consistency, there are
large gaps. This or that problem that theoretically should
have been answered one way or another, simply has never
come up and has not been answered at all. In other words,
General Motors is a functioning and moving organization of
human beings and not a static blueprint.

But it is not only impossible for the reality of General
Motors to be a reproduction of the decentralized federal union
of its concept, it would also be highly undesirable. The pur-
pose of such a concept is never to serve as a rigid rule.
Rather it is to be used like a compass bearing taken aeross
rugged mountains. The actual trail will follow the natural
contours of the terrain; but the bearing will give the deviation
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from the true course at every step and will thus ultimately
lead to the objective, however great the detour and however
much the objective has been lost sight of on the way.

This is true of all human organizations. Being human they
can never aspire to perfection and must thus make imperfec-
tion workable. Being human they also have to reckon with
the very considerable differences of temperament, ability and
rhythm between individuals. A system of organization that is
thirty per cent effective, will be more efficient and stronger
than one that pretends to ideal efficiency. In fact it can be
said that for a decentralized management to be efficient, it
must contain at least a sprinkling of executives who pay
very little attention to the rules of decentralization and are
inclined towards a rather autocratic, “do-this-or-be-damned”
attitude. For every institution will sooner or later run up
against a situation which cannot be solved on the basis of
factual analysis and policy, on which agreement cannot be
reached, and for which there are no precedents. Such Gor-
dian Knots can only be cut; and unless there is somebody
in the organization who would rather cut than unravel knots,
the decision will be avoided altogether in the name of reason-
ableness. High-handed, arbitrary, even dictatorial behavior
may thus be not only no contradiction to decentralization, but
a prerequisite for its functioning, provided only that such
behavior is seen and understood by everybody—including the
dictatorial executive himself—as an exception and as a devia-
tion from the norm.

What we are asking when we raise the question whether
General Motors has realized its own concept of management,
is not whether the company in its actual workings conforms
to a blueprint but whether it uses decentralization as its
over-all “true course,” as the norm for actual behavior—
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never realized entirely but always inferred—and as the
basis for the approach to, and the solution of, new problems.

The Conversion to War

To find out how much realization there is of the concept of
decentralized management, we shall study General Motors’
conversion from peace to war production. Here was a brand-
new problem of terrifying proportions. There were no pre-
cedents; indeed its successful solution depended upon the
ability of the company’s executives to disregard most of the
lessons they had spent a lifetime to learn. Was this success-
ful conversion based on the principles and organs of decen-
tralization? Or did General Motors in the pinch have to give
up its concepts?

In 1941 the automobile business had the biggest year in
its history and all divisions worked full time on satisfying
record consumer demands. Central management, however,
was no longer concerned with the problem of peacetime pro-
duction. As it is the function of central management to think
ahead, the two top committees of General Motors began early
in 1941 to worry about the peak armaments load which the
corporation might be expected to carry two or three years
later. First, central management decided that General Motors
as the largest and most experienced producer of mechanical
goods should go after the difficult and critical rather than
the routine jobs. Then the problems were narrowed down to
three: the determination of the speed with which war orders
would come and the probable date of their peak; shortages
of labor; and transportation bottlenecks.

A considerable time before Pearl Harbor central manage-
ment had decided that labor supplies would be the critical
and controlling factor in the war program, and that the extent
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to which General Motors could produce for the war effort
would depend on its ability to avoid labor shortages. Hence
in the spring of 1941 central management made case studies
of the future labor situation in each of the geographic areas
in which the company operates. The magnitude of this task
can be seen from the fact that General Motors operates impor-
tant plants in twenty industrial districts distributed over ten
states; in some of these areas its plants are the major em-
ployers, while in others General Motors is only one of a num-
ber of employers, so that the labor needs of other companies
had to be taken into account as well. By the fall of 1941
the employment limits had been worked out for each major
plant-city, and it was possible to plan to throw the maximum
expansion into the areas where industrial workers would be
obtainable most easily. On this basis alone the divisions were
allocated the maximum war business they could accept;
neither finance, plant equipment, available floor-space, nor
type of production usually handled by the plant were con-
sidered decisive wherever labor could be obtained. This
policy in all its details was completed three weeks after
Pearl Harbor, that is, even before the Government was ready
to give out armament orders. And though the armaments pro-
gram underwent great changes, actual experience proved
these forecasts of possible maximum production in each area
to be correct within a margin of ten per cent.

As a result of this planning, divisional managers knew
from the start precisely how far they could commit the com-
pany and how much work they could and should accept. From
the start, the divisional managers knew that they had to plan
on a war production job scheduled to average twice the annual
peacetime peak load. This made it possible for them to plan
for maximum expansion at a time when many other corpora-
tions were still thinking and working in terms of much lower
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goals. Therefore, much of the job of building plants, of de-
signing and buying new equipment, could be done at a time
when there were as yet no major shortages of building ma-
terials and machines. Finally, General Motors never had a
serious labor supply or housing problem, and never had to go
to the Government for housing or transportation. Nothing is
considered by General Motors management as much a proof
of the soundness of its organization as the fact that it suc-
ceeded in foreseeing and forestalling wartime labor and trans-
portation shortages.

Besides setting the maximum beyond which no divisional
manager could accept orders without special approval by the
Administration Committee, central management also set the
minimum by laying down that every manager had within
the shortest possible time to expand to the limits established
for him. Central management supervised the war job of the
divisions to the extent that any falling behind in delivery
schedule had to be reported and explained; in serious cases of
nonfulfillment of contractual obligations or promises, central
management would actually step in. Otherwise, the divisional
manager was entirely on his own. He alone decided what to
produce, where and how. He priced his products for the
Government, worked out delivery schedules, and was respon-
sible for the methods of production. He decided what new
plants and new equipment he would need and how the load
of war work should be distributed between the plants. To
help him in all this, he had the assistance of the service staffs
of the company which acted as a clearinghouse for new
methods of production, as agents in the search for scarce
supplies and in the discovery of subcontractors, etc. In ad-
dition, central management handled the legal side of all con-
tracts for the divisions, and all matters of finance. A new
service staff of central management was set up to assist the
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divisional managers in handling war orders. The divisional
manager reported to this war staff in Detroit all orders which
he had accepted as well as those which he did not feel capable
of handling himself. Thus, competition between the divisions
for the same order was eliminated as was also the danger
that an urgent war job would not be done because it was not
offered to the division best equipped to handle it.

In obtaining orders, however, the services of central man-
agement went far beyond advising and informing. In going
after war business and in the attempt to make the facilities
and experiences of General Motors most useful to the war
effort, General Motors management worked as one team
rather than on the basis of a nicely balanced division of
powers. It was here that the policy of keeping the largest
possible number of executives fully informed on corporation
policies and practices paid the highest dividends by enabling
both central management and divisional managers to act ac-
cording to the requirements of the situation, rather than ac-
cording to a formal organization chart.

A very large part of the war orders was accepted by the
divisional managers on their own, often without any consulta-
tion with central management. If they felt that their plants
were able to turn out a certain new product, they went ahead.
In a good many cases individual divisions were approached
directly by the armed forces. In other cases divisional man-
agers with their own staffs, worked out the lines of production
which they were best equipped to handle, and made the bids
for war orders on this basis. Others went to Washington to
find out which products would be most urgently needed or
which presented the mest difficulties in production; and they
accepted war orders on that basis.

The degree to which divisional managers were left alone
as long as they did a satisfactory job is shown by the fact
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that one of them agreed to the cancellation of the largest war
contract General Motors held at that time and to its replace-
ment by a contract for an entirely new product, without even
informing central management before he signed. Months of
preparation had been spent on the old contract; and in pre
liminary talks seme of the most powerful men in central
management had decided that the new product was one which
General Motors could not produce satisfactorily. Yet, when
the divisional manager decided to go against the almost
unanimous opinion of central management rather than turn
down the armed forces, his decision was final.

On the other hand, central management in many cases
would suggest to a divisional manager that he accept certain
work. At one stage, the Army urgently needed medium tanks.
Central management studied the production problem and
came to the conclusion that the one thing absolutely necessary
for tank production is adequate floor-space. The one division
with surplus floor-space did not, however, possess the equip-
ment and the engineers for such heavy work both of which
central management found in another division. The two divi-
sions were then brought together to work out a scheme under
which the floor-space of one and the experience and equip-
ment of the other were merged—under one divisional man-
agement, however.

In one case central management actually accepted an
order. This happened when the Navy asked General Motors
to go into the production of carrier-borne aircraft under con-
ditions of engineering and manufacturing so new and difhicult
as to make it impossible for any existing division to handle
the job. Central management therefore created a new divi-
sion by bringing together under one new management a num-
ber of plants on the Eastern seaboard that had previously
belonged to several divisions. However, once this new division
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was started it was left entirely to the new divisional manager
to do the job, to organize his plants, men and machines. It
was also left to him to work out modifications of the contract
and to accept new orders for new models.

Similar methods were applied to the planning for recon-
version to peacetime work. The division between policy-
making central management and executive divisional man-
agement made it possible for General Motors to plan for
peace without in any way neglecting full war production, just
as in 1941 it could prepare for war production without neg-
lecting a record peacetime business. As soon as the main job
of conversion to war had been done—around the middle of
1943——central management could begin to plan for peace-
time conversion. Central management decided that General
Motors should expand its capacity in the immediate postwar
years, even though the postwar buying boom in automobiles
might be short-lived. Central management also worked out
the forecasts for postwar automobile production on which
the over-all policies of the company were to be based. Finally
central management decided on an expansion program of five
hundred million dollars for the immediate postwar period.
After that decision which was taken in close consultation with
divisional executives but independently of them, divisional
managers were called in and were informed fully of the rea-
sons for the decision and of the arguments behind them. They
were also asked to voice whatever objections to the decisions
they might have, which were thrashed out in a series of
meetings. Divisions were then asked to prepare their own
plans for the actual job that had been set for them within
the frame of the total expansion pregram. And while their
plans in every single case were reviewed carefully by the
central committees of the company, it was left up to the
divisions to decide how to do the actual job.
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Nobody inside General Motors would pretend that the or-
ganization of the war effort corresponded in detail to the
systematic blueprint given in the last section. Instead of the
neat, functional division between central management and
divisional managers of the theory of decentralization we
have in practice a series of huddles and scrimmages in which
functions and tasks are divided according to the accidents
of the concrete situation, or the individual ability, aggressive-
ness and drive of the people concerned. There are obviously
areas in which the nature of the war job made impossible that
divisional autonomy which decentralization prescribes. If
there is only one customer, the Government, orders and dis-
tribution will tend to be centralized. When a strike becomes
a threat to national security, labor policy will tend to be
taken over more and more by central management if only
because the responsibility is too heavy for the divisional
manager. And since General Motors imposed on itself a
voluntary profit-limitation on war orders—similar to that
later made compulsory by law—pricing and its corollary,
re-negotiation of government contracts after their completion,
became largely central-management matters.

The nature of the war job also made it impossible to realize
that corporate unity on which decentralization rests. Instead
of the 250 closely related or complementary products of
peacetime, General Motors made more than 3000 largely un-
related war goods. There could be no production policy, no
“range” planned and imposed by central management. The
most that could be done was to prevent divisions from com-
peting against each other, and to promote subcontracting be-
tween them wherever possible. Otherwise physical and ac-
cidental factors—available labor, floor-space, army needs,
willingness of a particular manager to accept an order or
expiration of a contract just when facilities for the production
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of a new product were badly needed—largely determined
production policy.

And yet, it is also clear that underlying this apparent con-
fusion there was a strong pattern around which action tended
to organize. There was probably no one move in the conver-
sion from peace to war which followed exactly the theoretical
rules of decentralized management. But there were also very
few, as our sketch shows, which did not obtain their tenor,
their direction and their effectiveness from the principles of
decentralization. It was precisely because General Motors had
such a definite concept that it did not have to be pedantic
about its realization but could let each man work his own
best way, let each situation resolve itself according to its own
logic. In other words, while no one rule of decentralization
was fully or literally observed and realized, the pattern was
always there. And while the success of General Motors con-
version to war is not traceable to any one rule of decentraliza-
tion, the company could not have done what it did in the way
it did it, without the pattern, the concept, the principles of
decentralization.

It should be emphasized that, so far, we have been con-
cerned only with decentralization in its original and narrow-
est application as the basis for the relations between central
management and divisional managers; and our conclusions
apply exclusively to this one, rather special application. In
the next two sections as well as in a later chapter we shall
discuss the application of the principle of decentralization to
other spheres of industrial order: to the relations between the
producer and the distributors of his product, to the relations
between managerial personnel within the divisions, and to
labor relations; and we may well find a very different situ-
ation then. But within these limits, that is as a concept of
industrial order on the level of management, our conclusion
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would be that General Motors realizes its concept of decentral-
ization sufficiently to obtain from it an over-all pattern of
behavior and a basis for the successful solution of the most
difficult concrete problems of economic life.

Unsolved Problems

How successful decentralization is we have just seen. But
how wvalid is it? Does it actually give an answer to the prob-
lems of institutional order: the supply and development of
leaders; the orderly succession in top management without
dependence on geniuses or wars of succession; the formula-
tion of a policy flexible enough to cope with concrete prob-
lems, fixed enough to serve as a guide; the development of
objective, impersonal yardsticks of policy and performance?

Our analysis maintains that decentralization gives General
Motors a clear policy and a definite organ for policy de-
cisions. Yet the rules apparently never become an end in
themselves so that policy remains the servant of corporate
purpose instead of degenerating into its master. The policies
of General Motors aim at eliminating arbitrary whims and
dictatorial dicta in management relations and at substituting
instead a spirit of team work without, however, ever abandon-
ing order and authority. They tend to put all authority under
the objective control of an impersonal law—the objective
yardsticks—but thereby should make authority only stronger
and more legitimate. This should result in a genuine federa-
tion in which authority is based on function instead of on
rank, and in which decisions are based on the impersonal
criterion of a supreme law rather than on power. This also
should create the conditions under which a genuine esprit de
corps can develop which leads executives to accept the good
of the corporation as their own good and geal, and which
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works that change in a man that makes him bring more out
of himself than he really has.

Above all the General Motors policies successfully establish
a functioning corporate government. As the top management
of the corporation consists of five men of almost equal author-
ity, there should be a continuity; succession should be a
process of gradual co-option of the ranking executives rather
than an abrupi change of command and of policy. The same
holds true by and large of other managerial positions. There
are always enough people available who are familiar with
the work. Their records are clear enough and based on a
yardstick of achievement so that selection can be an imper-
sonal and rational process rather than a civil war. The team-
work organization of management, the assistance rendered
by the service staffs, and the constant check against base price,
market quota and consumer’s opinion, make it possible for
ordinary human beings to run this enormous machine.

Alil of this must be read with the reservation in mind that
actual performance is only an approximation to theoretical
potential. Yet even if decentralization were completely real-
ized, it still would fail to solve two big problems and to satisfy
two basic needs of the corporation as an institution: (a) the
conversion of the specialist needed at the lower levels into
the leader with a general outlook and education needed at
the top; (b) the breaking of the isolation in which the top
executives of any big organization live inevitably, and which
endangers the survival and efliciency of an institution which,
like the corporation, has to live and to function in society.
Both are problems of creating and training those rarest of
all human qualities, imagination and understanding. And
decentralization, being concerned with organization, cannot,

by its very nature, provide something as unorganizable as
imagination or understanding.
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As for the problem of leadership-education, there are ap-
parently a good many different ways in which it might be
attacked. In the first place—and that is the approach of
some of the senior men—it might be argued that people
should never be allowed to become specialists confined to
the knowledge of one field. At least, the man with leadership
ability should be separated at a very early stage from the
man with special skill and talent. While the latter should be
allowed and even encouraged to specialize in his skill or in
one type of research, the former should be systematically
trained to understand and comprehend the whole rather than
one particular part. Thus, right from the start—beginning
with the foreman—men of executive ability should be trans-
ferred systematically from manufacturing departments to
sales or personnel departments, from work as a draftsman
to work as a foreman, etc. They should not be given any
executive position, not even a junior one, until they have
worked in a good many departments of the business—a plan
actually followed in one of the major accessory divisions of
General Motors. That process of all-around training should
continue right through, partly by planning vacations so that
the substitutes of a man on leave would always be taken from
another department, partly by an intelligent system of pro-
motion under which a man would be advanced according to
the type of experience he needs rather than to the type of
experience he has had.

Following a similar line there are more ambitious pro-
posals to use certain staff services of the corporation espe-
cially for the general over-all education of promising young
men. There are several services which, by the very nature of
their work, always have to see the business as a whole, and
which must deal, at least in an elementary fashion, with all
its aspects. Thus even a subordinate in these staffs obtains
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a view of the whole and a general acquaintance with all its
main phases. This applies particularly to Public Relations,
Customer Research and Labor Relations, all of which, while
themselves special fields employing special techniques, focus
on Gensral Motors rather than on one division or one depart-
ment. Hence the proposul to use these—and perhaps similar
service staffs—as a training school; instead of recruiting
their own permanent personnel from the outside, those staffs
would accept able young men from the divisions for a few
years’ service in rotation.

A different approach is favored by other executives who
maintain that specialization in the beginning is not only neces-
sary but wholesome, and that the young and inexperienced
employee does not possess the maturity necessary for a gen-
eral education. What is needed according to this view is a
liberal education at a comparatively advanced level and
mature age. Representative of this approach is the suggestion
of one of the senior men in General Motors’ personnel man-
agement to run at General Motors Institute (a large engineer-
ing and adult-education school maintained by the company in
Flint, Michigan) a one- or two-year program for promising
junior executives between twenty-five and thirty-five years of
age, similar to the Niemann fellowships for journalists at Har-
vard University. During this fellowship-period the employee
would receive the same salary as in his last job. He would be
free to choose his subjects and he would be offered the chance
to work under the best men from major universities and from
industry, who would be invited for a year or two to join the
faculty of General Motors Institute as visiting professors.
This idea seems to be widely supported—though there is ap-
parently a split between those who, following the Niemann
plan, advocate that emphasis during this period should not be
on engineering, manufacturing or other technical subjects, but
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on government, history, economics, philosophy and perhaps
even on the arts, that is, on the basic subjects of a liberal edu-
cation, and those who favor a postgraduate course in business
management and production.

It should be clear from this list of some of the ideas which
are being discussed within General Motors that the question
of specialist versus generally educated person is not a prob-
lem that is unique to the big-business corporation. It is part
of the debate on vocational versus liberal education that has
been agitating the educational world for a long time. It may
well be easier to solve this basic problem of modern educa-
tion within an institution like General Motors than in formal
education.

The second problem, that of breaking the invisible isolation
of the corporation executive, is much more difhicult. The
executive of a big business affects society by every one of
his moves and is affected by it. Yet he inevitably lives in an
artificial environment and almost as isolated as if he were in
a monastery. This isolation is necessary. The executive of a
big corporation—like the executive of any big organization—
is too busy to see people except on business. Problems have
to be presented to him in a form which allows him to act,
that is, stripped of everything not pertaining to the business
of the moment. His contacts outside of business tend to be
limited to people of the same set, if not to people working
for the same organization. The demand that there be no com-
peting outside interest and loyalty applies to the corporation
executive as it does to the army officer. Hence executive life
not only breeds a parochialism of the imagination comparable
to the “military mind” but places a considerable premium
on it.

In our present-day society this isolation is emphasized far
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beyond the necessary. It is, for instance, made practically
impossible for the corporation executive to find out anything
about the ideas, concerns, approach and mentality of labor
in his frequent contacts with union leaders—or for union
leaders to find out anything about management and managers.
For those two never meet except as antagonists trying to defeat
each other: social and legal conventions—certain provisions
of the Wagner Act, for instance—decree that their contacts
be confined to the extraordinary: the conflict situation, rather
than to the normal day-to-day relationships. Similarly, social
convention has decreed a relationship between corporation
executives and government which makes it most difficult for
both to get to understand each other and to acquire the imag-
ination to see each other’s motives, approaches and actions.
Even though the great majority of businessmen working in
Washington for the war effort hated their government jobs
as much as most of the other “temporary bureaucrats,” they
seem to be almost unanimous in their conclusion that their
war service has given them a new understanding of govern-
ment and politics; and there seems to be substantial agree-
ment among these men that a period of work in and for the
government should be part of the regular education of the
young business executive. But while the isolation of the exec-
utive of the large corporation can be lessened, a certain—
and considerable—amount of mental parochialism is essen-
tial for the discharge of his duties.

Yet this parochialism of the executive imagination is also
very dangerous for the corporation. A corporation lives in
society. Yet, the isolated executive cannot know-—because he
cannot imagine—what the effect of his action will be. He can
know only the arguments that are relevant to his job and to his
environment. Nobody can see except from his own point of
view; and the executive’s angle of vision must be a narrow
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one for him to be effective. The fact that other people in
other positions have another point of view may not only
escape the corporation executive. It may even be incompre-
hensible to him. He may know that every action of the society
outside affects the corporation and its very survival as an
efficient producer: the action and reaction of consumers, of
labor, of voters, etc. But the isolated executive has no means
of understanding why the outside world acts nor of foretelling
how it will act.* Surveys, straw votes and other techniques
are not the answer; for what is needed is not “facts” but an
ability to see the facts as others see them.

The parochialism of the military imagination inspired
Clemenceau’s epigram that war is too important to be en-
trusted to the generals. Yet neither Clemenceau nor anybody
else has been able to fight a war without entrusting it to the
generals, that is to trained military executives. Industrial
production is also too important to be entrusted to men of
parochial imagination, and yet has to be entrusted to men
inevitably liable to it, namely the trained industrial executive.
It is idle to suggest, as does Clemenceau’s epigram, that the
question can be solved by a change of executives or of the
rules under which they are being selected. Whoever works
in a big organization, especially at or near the top, will in-
evitably be bounded by it wherever he comes from. Hence
the question is how can the corporation give its management
the imagination, the understanding of the outside point of
view, of the public’s (consumers, workers, voters, govern-
ment) imagination and of the limits thereof. **

* A very good example of this is the inability of most American industrial
executives to understand that Franklin D. Rcosevelt would be re-elected in
the presidential elections of 1936, 1940 and 1944 or why; another one, the
inability of Henry Ford to conceive that “his” workers could possibly vote
for a union.

s* Needless to say, all this applies to any large-scale organization. We have
mentioned the problem of the “military mind.” But when Congress in 1943
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This problem is not caused by bigness; it exists in every
organization. But in a large organization it has to be solved
by special means whereas it takes care of itself—by and large
—in a small business. Just as the specialist in a small busi-
ness can not help knowing what goes on in other departments,
the executive in a small business can not help knowing what
goes on outside his business. In addition the small, and even
the medium-sized, business has in the Board of Directors an
organ which, if properly organized, can supply the exec-
utive with an understanding of the reasoning, points of view
and reactions of outside groups particularly important to the
business, such as stockholders, bankers, community leaders
and major customers.

In the large corporation, the automatic contact with the
outside world is lacking almost entirely and by necessity.
The Board of Directors cannot function as it does in a small
business. The control of a large corporation is such a com-
plex job and requires such constant attention that the outside
Board member, who has his own affairs to look after, can
know very little about the business—too little on the whole
to be useful as an outsider. And the full-time Board member
is simply another executive of the corporation. There have
been many proposals of late to “restore” the lost function of
the Board of Directors by adding to it members representing
the government, the public, labor, and the consumer. In some
cases such moves would have merit; representatives of the
main shippers on the board of a railway, of the community
on that of a public utility, of the medical profession on that
of a pharmaceutical house, should have a good deal to con-
tribute. But on the whole the solution does not seem to lie

revolted against the “professors” in the government’s economic control agencies
such as the Office of Price Control, it really revolted against the predominance
of the “academic mind” and its inability to imagine and understand economic
problems as business and the public see them.
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in reforming the Board of Directors. In the first place, imag-
ination is needed far more constantly, far more systematically
and far more generally throughout the business than could
be supplied by a Board small enough to be workable. Sec-
ondly, the imagination has to be supplied in connection with
concrete problems and concrete situations to be usable; other-
wise it is just pious phrasemaking. And an outside director
in a large corporation cannot know enough to be specific; he
must remain a figurehead.* Hence General Motors’ decision
not to clutter up the Board of Directors with outside mem-
bers but to restrict it by and large to top executives of the
company, former top executives now retired and top exec-
utives of the Du Pont Company which owns a controlling in-
terest in General Motors, is probably wise. But, of course,
while this makes the Board of Directors usable as part of
the executive organization, it does nothing to break the isola-
tion of the executives.

To say that General Motors has worked out ways to solve
this problem would be a gross exaggeration. Even to say that
its management as a whole realizes the importance of finding
a solution would be to claim too much. Awareness of the
problem, even of its existence, is by no means general; and
it is, of course, least understood where the isolation is the
greatest, that is among the executives primarily engaged in
technical or production jobs. Yet, the corporation has found
workable solutions in specific areas where the danger of
isolation was particularly obvious and concrete. And it is
now engaged in evolving a long-term program of bringing

* The complete futility of the labor members which were appointed to the
Boards of Directors under the corporation law of Republican Germany shows
very clearly that in the modern large corporation, board membership by itself
is pretty useless both for the corporation and for the group represented unless
it is coupled with a detailed knowledge of the business which the outside board
member simply cannot possess.
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an understanding of the viewpoint, reaction and approach of
the outside world to the executives.

There are three fields in which General Motors has de-
veloped specific instruments to break the imaginative isolation
of the corporation executive: customer relations, dealer rela-
tions and—still very much in its infancy—community rela-
tions in its plant cities.

The oldest and most generally accepted of these is customer
relations as organized in the Customer Research Staff. What
makes it so effective is that the concrete importance of its
findings is clear to everybody. The customer’s reasons, re-
actions and viewpoints determine whether he will buy a
General Motors car. Normally it is very difficult to convince
people that things and factors are relevant to others when
they are irrelevant to them; and Customer Research has had
plenty of difficulties with its basic contention that the public’s
beliefs, habits, idiosyncracies or even fallacies are as much a
“fact” as the engineer’s figures. But because it is so obvious
that the engineer’s job and the prosperity of his business de-
pend fully as much on the public’s acceptance of the engi-
neer’s product as on the engineer’s being right, Customer
Research makes immediate sense—though its general accept-
ance today is due as much to the quality of its work as to the
soundness of the concept. Customer Research is an organ
which intentionally, systematically and continuously supplies
the customer’s point of view to management, and which en-
ables the designer, engineer, production man and salesman
to see himself and his work as others see it.

A similar end is aimed at with very different means in
the organization which tries to give the executive an under-
standing of the dealer’s point of view and concerns. This or-
ganization, which will be discussed in detail in the next sec-
tion, consists of two independent bodies: a Dealer Relations



94 CONCEPT OF THE CORPORATION

Council composed of representative dealers who meet regu-
larly with the company’s top executives; and the Motors Hold-
ing Division, a division of General Motors, which is actually
itself in the dealership business on a large scale, grubstaking
several hundred dealers all over the country. Through these
two bodies—the one working mainly with central manage-
ment, the other mainly with the sales executives of the divi-
sions—the company receives all the time, a knowledge, if
not an understanding, of the dealer’s position, concerns,
problems, points of view and prejudices.

The gains resulting from an understanding of the views
and reactions of the community in which a plant is situated
and in which its employees live, are in the long run as
important as the gains to be derived from understanding
either consumers or dealers. But they are not as immediate
and concrete. Also, community relations have to be organized
on a community basis, that is around divisional or plant
managers which always takes more time than setting up a
staff in the central office. Hence so far community relations
have been organized really successfully only in one of the
many major industrial centers in which General Motors oper-
ates—Dayton, Ohio. This is generally admitted to be but the
beginning of a determined attempt to give divisional and
plant managers an understanding of the community they
operate in—and at the same time to give the community an
understanding of the problems, approaches, concerns and
views of the division or plant.

The plant-city committee in Dayton represents all the im-
portant industries in the city. But in concept and organization,
it is a projection of the “Sloan meetings” in Detroit. In ad-
dition to the top men of the local plants, the Dayton plant-city
committee comprises local leaders from all walks of life: city
officials, religious and educational leaders, union officials,
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businessmen, newspaper editors, etc. It discusses industrial
problems and decisions which affect the life of the community
or community problems which affect the plants, such as hous-
ing, employment, traffic regulations, city planning, location
of industries, labor supply and wages.

Contrasted with these attempts to solve specific problems
of the imagination in specific areas by specific techniques,
there is the proposal for an over-all and general program of
public relations to supply an understanding of the outside
to the General Motors executives. This proposal is a logical
result of the evolution of General Motors® concept of public
relations.

To the general public “public relations” means publicity
—essentially an extension of advertising from advertising a
product to advertising its producer. And the term “public
relations” has thus acquired a rather unfavorable connotation
of ballyhoo, press agentry, propaganda and white-washing.
Undoubtedly General Motors also uses its public relations
department for these things; but it has been slowly realized
that the emphasis should be on acquainting the broad public
with the problems of General Motors rather than on convine-
ing it of the company’s virtues and achievements. This ap-
proach logically led to the realization that to reach the public
with its problems, General Motors must understand the pub-
lic’s problems first.

Every major decision of a great corporation affects the
public somehow, as workers, consumers, citizens; hence the
public will react consciously or subconsciously to every move
the company makes. On this reaction depends, however, the
effectiveness of the company’s decision to no small extent—
simply another way of saying that any corporation lives in
society. Hence the effectiveness of the executive’s decision de-
pends not only on his understanding the problems of his busi-
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ness and the mentality of his associates but on his understand-
ing the public attitude to his problems—both, what the public
believes, and why. He may disagree with the public; but he
must first understand why it holds views that seem so rad-
ically and foolishly wrong to him. Hence the program of
public relations is to give both central office and divisional
executives a knowledge of public attitudes and beliefs and an
understanding of the reasons behind them.

So far, plans are being made for work in the areas of
labor relations, plant-city relations and general public rela-
tions. The program is still in an early stage; and techniques
have yet to be worked out and organizations to be set up.
Also, it is perhaps not generally understood within General
Motors’ management that the main purpose of such a pro-
gram is not tell the public but to listen to it—just as Customer
Research did not start out to educate the public but to educate
the corporation. If successful, the program would go a long
way towards eliminating the dangers inherent in the inevitable
isolation of the executive in a large organization.

Our conclusion would thus be that in decentralization
General Motors possesses a concept adequate to the solation
of its own chief institutional problems—with the exception
of those problems of understanding and imagination which
require special solutions. We should, however, mention one
major reservation: it is highly questionable whether decen-
tralization could be used successfully even for relations such
as those between the divisional managers and central manage-
ment in General Motors, were the present trend towards gov-
ernmental centralization to continue. We have seen that the
insistence of the United Automobile Workers Union on one
labor contract for the whole of General Motors has made
necessary a centralization of labor relations. There may be
even further enforced centralization in this field with the
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labor contract negotiated on an industry-wide basis which
would make impossible whatever local autonomy in labor
matters there still is. We have mentioned that the inevitable
effects of the war: concentration of all orders in the hands of
the government, centralization of raw materials, price and
labor controls in Washington, severely limited the scope of
decentralization. Decentralization, which aims at the maximum
autonomy and self-government of the local producing unit,
could not operate were consumption, credit, raw materials and
labor organized on a centralized basis, whether the controls be
governmental, a cartel, or “one big union.”



4
THE SMALL BUSINESS PARTNER

IN MANY respects the automobile dealer is the prototype of
the independent small business man. His business is usually
large enough to lift him out of the “tradesman” class. Few
automobile dealers operate on a capital investment of less
than $15,000; and in many a small town the leading auto-
mobile dealer is the largest independent businessman. Yet
very few dealerships go beyond the range of small or medium-
sized business—at least in terms of capital investment if not
always in terms of profits.

The dealer’s functions cover a broad range. He sells one
commodity: new cars. He also sells another commodity,
partly competing with, partly complementary to, new cars:
used cars. In connection with these two interrelated mer-
chandising businesses he runs an agency for a finance com-
pany and one for an automobile insurance company. Finally,
he often—particularly in smaller places—combines his mer-
chandising business with a repair shop which offers mechan-
ical services to the public. There can thus hardly be any
phase or any problem of small-business operations which is
not encountered regularly in automobile dealerships.

At the same time the automobile dealer is a very unrepre-
sentative small businessman in one respect, the extent and
severity of the potential conflicts between his interests and
those of his big-business partner, the automobile manufac-
turer. The dealer is tied to the manufacturer. Unlike the
grocer he cannot sell competing brands of the same products

but is confined to one make. Yet he has absolutely no control
98
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over cost and very little over the price of the product or over
the manner in which it is offered for sale. The dealer invests
his own capital and stakes his own economic future on the
manufacturer’s product and on its ability to attract the public.

The dependence of the dealer is heightened by the fact that
to the dealer his right to sell a particular brand of cars is
necessarily his main business asset. He talks of the agreement
which gives him this right as his “franchise”—a term which
carries with it the implication of a vested right which can be
taken away only under “due process” and “just compen-
sation.” To the automobile company the agreement can, how-
ever, never be anything but a “selling agreement” (which is
what it is legally) that is, a grant of agency, freely made for
a limited period, revocable under conditions laid down by
the manufacturer, and renewable only at the manufacturer’s
pleasure. To the dealer, the “franchise” is capital, “his”
capital; but the manufacturer cannot admit that the dealer
has any right to the “selling agreement” nor can he allow the
dealer to sell or transfer this agreement as if it were his
property. In other words, to stay in business the dealer must
succeed in holding on to his “franchise” while the manufac-
turer in order to stay in business must be able to cancel his
“selling agreement.”

This situation in itself, while explosive, would not be un-
usual. What gives it its unique character is the fact that—
to put it sweepingly—the car manufacturer and the dealer,
while tied to each other, are not necessarily in the same busi-
ness and may occasionally even regard themselves as engaged
in competing businesses. The immediate interest of the car
manufacturer, his business and the source of his profits, are
new-car sales. But the dealer, however unwillingly, is pri-
marily a seller of used cars. In the last prewar years he had
to sell an average of two-and-a-half used cars in order to be
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able to sell one new car. Conditions are different now, in the
immediate postwar period, with the automotive reserves of the
nation exhausted. But after a transition period we can expect
the new-car market to become again predominantly a replace-
ment market as it had been from 1930 to 1941. A consider-
able expansion in total automobile ownership would result
only from major changes in highway construction and city
layout. Unless the total number of cars in use increases
sharply the automobile dealer’s business in new cars will
again depend on his success in selling used cars.

This may lead to a situation—by no means uncommon in
normal times—where, in order to sell a new car, the dealer
has to take a loss on the used car he receives in part payment;
he will allow for it more than he can sell it for. In order to
sell this used car he will again take a loss on the car traded
in against it and so forth. On that part of his business which
accounts for about seventy per cent of his turnover—the used-
car business—the dealer must take a loss in order to maintain
the quantitatively less important new-car business. This means
that the dealer’s profit depends on his ability to keep the
losses on seventy per cent of his sales below the profit he
makes on thirty per cent of his business in the form of a
commission on new car sales.¥ How slender this margin is,
is shown by the experience of General Motors dealers, who, in
a reasonably good prewar year, lost eighty-seven cents out
of every dollar received as gross profit on new-car sales in
selling used cars.

This way of drawing the picture presents the accounting

* This assumes that his overhead costs are carried by the income from his
service department, the commission he receives as financing and insurance
agent, etc. It also assumes that the dealer does not add a hidden charge to
the new-car price—the practice known as “packing.” But while in actual prac-

tice these assumptions are rarely completely realized, the necessary qualifica-
tions would not alter the basic picture.
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convention rather than the economic reality of the automobile
business. Yet it is true that the main factor in dealer profits
is the ratio of used-car losses to new-car profits. This in turn
means that the dealer’s main chance for higher profits lies
in lowering used-car losses, his main danger in an increase
in these losses. This applies particularly as the number of
used cars that had to be sold to sell a new car had been
steadily increasing right up to the war. The dealer will lose
if the number of new cars put on the market increases beyond
the capacity of the used-car market to absorb the proportion-
ate number of trade-ins; for that, at once, increases the loss
on used-car deals. He will gain if the number of new cars
available is just a little less than the corresponding used-car
market capacity; for that will push up the prices at which
he can sell a used car and keep down the price at which he
can buy it. In other words the dealer is much more interested
in the margin of profit or loss than in the absolute number
of new-car sales. This explains the paradoxical fact that many
dealers made more money than they ever made before dur-
ing the war years when there were no new cars, but also no
losses on used-car sales.

The profit of the manufacturer, however—at least the im-
mediate profit—depends exclusively upon new-car sales. The
more he sells the higher his profit. In terms of immediate
results—and this is the criterion by which sales managers
usually go and on which they themselves are usually judged
and paid—the dealer’s loss is the manufacturer’s gain. The
higher the allowance which the dealer makes for “trade-ins,”
the more new cars he will be able to sell. There is thus a
real conflict between the immediate interest of the dealer and
the immediate interest of the manufacturer. And it is in rela-
tion to this conflict that the franchise assumes importance.
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For it enables the manufacturer to impose his interest on the
dealer.

From the point of the dealer it is his right to sell new cars
which is the foundation of his business. Without it his capital
equipment is not of much value. Above all, the dealer’s work
and effort, the intangible but most important asset of the
“good will of the going concern,” is not embodied in some-
thing he can take with him, sell or bequeath, but in a better
market and a better reputation for his product, that is in
something that goes with the franchise. Loss of the franchise
is a severe loss; maintenance of the franchise a first consider-
ation. From the manufacturer’s point of view the franchise
is only a selling agreement which gives the dealer no title.
The franchises of the dealers of some of the largest-selling
cars can even today be canceled on short notice and without
stated cause.

The manufacturer’s view of the franchise is amply justified.
The right to sell one’s product exclusively is a unilateral
grant of privilege and must be revocable. But the ambiguity
in the economic meaning of the franchise puts the dealer into
the power of the manufacturer who possesses a strong ad-
vantage in the threat of canceling the franchise. In a situa-
tion where there is a latent conflict as there is in the dealer-
manufacturer relation, such a one-sided distribution of power
must, unless counterbalanced, lead to an abuse of power.
Even if the sales manager wants to be fair, he will find it
difficult to resist the temptation to use the threat of cancel-
lation to prod the dealer into that high-pressure selling of
new cars which leads immediately to higher losses on used-
car deals.

It will be said that this is a description of what might hap-
pen in extreme cases rather than one of actual conditions.
But not so many years ago—in the mid-thirties for instance
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—it happened only too often, at least in years of lagging new-
car sales.

Such a conflict is dangerous socially as is every conflict
between big and small business in the modern industrial
society. But it is also very bad business for the manufacturer.
A good and loyal dealer organization is as important for the
success of an automobile company as a good product; and
good dealers are hard to get. In its attempts to eliminate the
latent conflict between manufacturer and dealer General
Motors was certainly conscious of the broader, social implica-
tions of the situation. But above all the problem of fair and
satisfactory dealer-relations is a problem of the efficient func-
tioning, success and survival of the company itselfi—as much
as the problem of leadership-training for instance. The dealer-
policies of General Motors thus aim at making the company
a better organized, more successful and stabler producer.
They also aim at making General Motors a better citizen;
but that is a secondary rather than the primary purpose.

Dealer Policies

The dealer-policies of General Motors fall into three cat-
egories: (1) Strengthening of the dealer’s hold on the fran-
chise including the erection of safeguards against excessive
pressure on the dealer by the company’s sales staffs; (2)
Strengthening of the dealer’s economic position through
increasing his efficiency and helping him to keep down used-
car losses; (3) Finally—the arch stone of dealer-manufac-
turer relations—the resolution of the latent conflict over
immediate profits in the common long-term interest of dealer
and manufacturer in a healthy automobile market, The short-
term conflict still exists potentially; but wherever it threatens
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to become actual it can be settled in the best long-term interest
of both parties.

Into the first category fall the changes in the General
Motors dealer contract which eliminate arbitrary or sudden
cancellations of the franchise. During its duration—the cur-
rent contract is for two years from the delivery of the first
postwar cars—the franchise can be canceled only for cause
and at three month’s notice. The actions or omissions on the
dealer’s part which constitute cause for cancellation are
expressly enumerated in the agreement. Before the franchise
can be canceled, the manufacturer, in the person of his
regional or zone sales manager, will give the dealer a fair
warning. Cancellation is not left to the regional or zone sales
manager. However strong the case against the dealer, the
internal rules of the company provide that it must always
be submitted to the general sales manager of the division
for which the dealer works—both to insure uniformity and
to eliminate the influence of personal animosities. In addition
the company is bound to repurchase a dealer’s stock and to
share in the expenses of his lease in the event of a cancellation
of his franchise.

While the dealer is thus protected during the period of
his contract he has no legal claim to a renewal of his fran-
chise; nor can the manufacturer give him such a right without
losing control over the distribution of his products. This is
clearly understood by the dealer. Also, the question of re-
newal seems to be a much less pressing one than that of
cancellation—perhaps because renewal-negotiations can be
carried on in cool blood and over a longer period, whereas
cancellations used to be made under the nervous strain of
a selling campaign. But while most franchises will be renewed
as a matter of course, it is in the interest of both dealer and
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manufacturer to lay down definite rules and to exclude arbi-
trary and high-handed methods.

Thus another internal General Motors rule: every decision
not to renew a franchise must be passed on by the general
sales manager of the division. It must be based upon a rec-
ommendation of the regional or zone sales manager and upon
definite reasons. The regional or zone sales manager is ex-
pected to have served a formal warning on the dealer, and
to have given him a chance to mend his ways. In addition
General Motors in a case of nonrenewal has the same obliga-
tion to repurchase the stock and to share in the lease of the
dealer as if it had canceled the franchise.

These rules should take care of the routine. But there al-
ways remain a few cases where there is a genuine disagree-
ment on the interpretation of the rules, and others in which
they may be abused. Though numerically not important, such
cases might produce a great deal of friction and of bad will;
above all they might leave the dealer with the feeling that the
rules are hypocritical and that the manufacturer tacitly tol-
erates or even encourages practices which he officially forbids.

Hence, in 1938, General Motors provided an administra-
tive appeals board to which dealers can take recourse when
they feel that they have been wronged by the divisional sales
managers. This body—its official name is the Dealer Rela-
tions Board—consists of the four highest-ranking officers of
the company none of whom has any direct concern with, or
responsibility for, sales. Any dealer can appeal to it, though
the board may refuse to hear trivial disputes. The appeal is
decided without charge to the dealer, proceedings are in-
formal, and the verdict is given within thirty days—pro-
visions patterned after those of the quasi-judicial review
bodies of the Federal government. In its seven years of exist-
ence the board has been appealed to only sixty-seven times,
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mostly over the cancellation or nonrenewal of franchises. Its
real importance lies, however, not in the cases in which its
decision has been invoked but in the cases—number unknown
but believed considerable—in which the very fact of its exist-
ence has brought about agreement between dealer and sales
manager. It has led sales managers to adhere to the rules;
for no sales manager likes to be disavowed by the top officials
of the company. It has convinced the dealers, who apparently
were quite skeptical at first, that they are protected against
arbitrary decisions and against an abuse of the sales man-
ager’s power to cancel the franchise or to refuse its renewal.

These policies of General Motors have largely removed
the franchise as a source of friction from dealer-manufacturer
relations. One point remains that cannot be covered by gen-
eral rules—the safeguarding of the dealer’s interests in the
event of his death or retirement. A successful dealer un-
doubtedly feels rightly or wrongly that he has added greatly
to the value of the franchise—not by building up equipment
but by building up good-will. The value of his business will
be considerably greater than the value of his tangible assets;
of his profits only a small part will be attributable to his
tangible investment, the larger part will be a return on effort
expended and on reputation built up. Yet the dealer’s legal
title is confined to the tangible assets which alone he can sell
or bequeath. And no automobile manufacturer—whether a
private corporation or a state-owned automobile trust—could
recognize a vested or hereditary title to dealership.

The General Motors solution for the problem is to make
it part of the sales manager’s duty to safeguard the dealer’s
extralegal and extracontractual equity as much as possible.
If a dealer dies his son will be confirmed in the dealership
if he has the necessary qualifications; to make this possible
some of the divisions offer training courses for the sons of
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dealers. If the son does not want to carry on or is not quali-
fied—or if there is no son—the regional or zone sales man-
ager will try to find a qualified buyer for the business who,
in taking over the dealership, will pay a fair price for the
going business of his predecessor. The same applies if a
dealer wants to retire. General Motors is under no legal—
probably not even under a moral—obligation to recognize
the equity of the heirs or of the retiring dealer. The franchise
has lapsed with the death of the dealer; and as the dealer
does not own it he cannot sell it upon retirement. But in
actual practice the unquestioned right of the manufacturer
is subordinated to the interest of the dealer wherever possible.
General Motors is even willing to provide acceptable can-
didates for a dealership with the capital to buy out a dealer
who wants to retire or the heirs of a dead dealer.

I have heard it said by some General Motors officials that
this method of recognizing the undefinable stake of an old
and successful dealer in the value of the franchise, is pater-
nalistic, dependent on the company’s good-will and not, there-
fore, a permanent solution of a real problem. But the problem
of the invisible and intangible improvement made to the
property by a faithful lessee or tenant, though antedating
the automobile business by several thousand years, has never
been adequately solved. The only guarantee of an adequate
performance is the fact that of all the problems arising out of
the franchise, this is the one in which the dealer’s interest is
least likely to clash with that of the sales manager. The sales
manager risks nothing by recognizing the moral title of the
dealer, and he stands to gain a great deal in good-will, con-
fidence and loyalty.

The roots of the potential conflict between manufacturer
and dealer lie in the used-car losses. To build up the dealer’s
efficiency and his economic position General Motors concerns
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itself almost as much with the used-car market as with the
new-car market in which its own direct interests lie. Every
zone or regional sales manager has a used-car specialist on
his staff to advise and help the dealers. The sales manager
watches carefully the dealers’ inventories of used cars and
warns the dealers of any sign of congestion which might force
used-car prices down. The Chevrolet Division for example
has built up an entire used-car sales organization parallel
to its sales organization for new cars. It makes constant sur-
veys of the used-car market and research studies of con-
sumer preferences and aversions when buying used cars.
When at one time it became difficult to sell cars of its strong-
est competitor at second-hand, Chevrolet diagnosed the
trouble and found a way to overcome it. To the people within
his organization who complained that it was Chevrolet’s job
to sell its own cars, not those of the competitors, the sales
manager zimply answered that to sell used competitive makes
was one of the ways to sell new Chevrolets.

Finally, General Motors has made concern for the used-
car market one of the factors which decide its new-car pro-
duction and sales policy. The company draws up each year
a production program based on the best available analyses
and forecasts of market conditions. On the basis of this pro-
gram the sales managers of the car divisions allot new-car
sales quotas to individual dealers. One of the determining
factors in this program is the supply and price situation of
the used-car market and the outlook for the dealers. This
means that, instead of relying on pressure, the sales manager
can base his demands for sales on a set of data which, while
not infallible, are at least impersonal.
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Harmony Out of Conflict

General Motors has realized that the dealer’s interest, a
healthy used-car market, is as much an interest of the corpo-
ration as the sales manager’s interest in new-car sales. New-
car sales determine the company’s profit for the current year.
But the used-car market determines long-term prospects and
profits. To put it in a different way, General Motors has
realized that it has not earned its profit on the car it just sold
until the last in the chain of used-car buyers has paid his last
installment. This approach turns the policies described here
from concessions to equity and dealer pressure into necessities
of prosperity for the manufacturer. As soon as the sales man-
ager himself measures his performance by the twofeld scale
of current sales and used-car conditions, his interests parallel
those of the dealer instead of clashing with them.

Resolution of the potential conflict between dealer and
manufacturer finds expression in two organizations in Gen-
eral Motors through which the dealer and his interests are
represented in the company’s management: the Dealer Coun-
cil and the Motors Holding Division.

The Dealer Council is an advisory body which meets reg-
ularly with the senior officers of the company (meetings were
suspended during the war). Now in its tenth year the Council
has a membership of thirty-six or forty-eight members organ-
ized in three or four panels. The members, usually holding
office for two years, are selected to represent a geographic
cross-section of the country as well as a fair sample of typical
conditions. While not delegates in the sense of being elected
or nominated by the dealership, they tend to regard them-
selves as representatives of the General Motors dealers in
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their territory, call meetings of these dealers to report on
their work and to hear criticism, suggestions and ideas.

The Council brings before central management the views,
problems and complaints of the dealers. Its discussions have
ranged from technical questions of automobile design to
merchandising and advertising techniques. In addition it was
asked to review the whole problem of the franchise; the new
franchise has largely grown out of its discussions.

Compared to the Council which meets with considerable
fanfare in the Chairman’s office, the Motors Holding Division
seems rather inconspicuous at first sight. Whereas the Council
speaks on behalf of all 12,000 General Motors dealers with
a capital investment of about $300,000,000, Motors Holding
never has represented more than 300 dealers; and the capital
with which it operates has even in the busiest years remained
below the ten-million mark. Nevertheless, it is more novel
and more interesting an experiment than the Dealer Council.
It may also have directly and indirectly contributed more to
the solution of the dealer-manufacturer problem.

Motors Holding is an investment banker, advancing to
qualified candidates for a General Motors dealership up to
seventy-five per cent of total capital requirements. It is prob-
ably the only institution now operating in this country which
successfully makes ‘‘character loans” of equity capital to
small businesses. For this alone it deserves attention because
the provisions of risk-bearing capital for small businesses is
one of the greatest needs in our economy today.

The immediate aim of Motors Holding is to help dealers.
It advances capital to qualified purchasers of the business of
a dead or aging dealer. It grubstakes young men with drive
and ability but with insufficient capital. It also enables the
car divisions to give the franchise to the best qualified rather
than to the wealthiest candidate. In purpose and function it
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is comparable to other service staffs of General Motors. Its
value to the business does not lie in the profits it makes
directly but in the greater profitability and efficiency of the
units it serves. Motors Holding runs its business therefore
on a basis which tends to limit its returns to a moderate in-
terest and service charge. The lion’s share of all profits goes to
the dealer. In addition he alone benefits from any apprecia-
tion in the value of his business—usually the main source of
profit in capital financing. He is not only entitled but com-
pelled to buy Motors Holding’s share holdings in his business
at cost and as fast as profits permit. How well Motors Holding
has done its job can be seen from the fact that altogether 500
dealers have been set up in business by its capital loans.
At the time the war broke out about 300 dealers were carried
on the books with an average investment of $25,000 to
$30,000 per loan.

Motors Holding has the right to dissolve the partnership by
buying out an unsuccessful dealer. This has proved necessary
only in one case out of twenty—a rate of success which com-
pares very favorably with the experience of other forms of
investment, and which goes far to prove the contention of the
advocates of “character banking” that a man’s ability and
integrity are better security than real estate or shares. Motors
Holding thus proves two important points: that risk capital
can be supplied to small business—as against the assertion
that in the modern economy small business must choke for
want of capital; and that the capital needs of big and small
business do not conflict by necessity but may complement
each other.

Perhaps even more jmportant is the intangible result of
Motors Holding’s operations. The division is an organ of
General Motors. Its capital funds come out of the company’s
treasury. Its losses have to be borne by General Motors. Its
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offices are in the corporation’s central office. Yet its interests
are the interests of the dealers—and not of that abstract thing
“the average dealer” but of three hundred concrete, live
dealers selling General Motors cars under all kinds of con-
ditions all over the country. Motors Holding is thus not pri-
marily interested in the formulation of general policies, but
in concrete issues of dealer-manufacturer relations which are
likely to affect its investment. If a sales manager’s actions
and policies are prejudicial to the dealers’ interests and pros-
perity, Motors Holding will tackle the sales manager—not
as an outsider appealing to equity but as an organ of the
company protecting & General Motors investment. The sales
manager will be much more willing to accept Motors Hold-
ing as unbiased and as likely to be right than he would be
to accept a dealer. General Motors as a whole will also obtain
a better and more sympathetic knowledge of the dealers’
problems and point of view from Motors Holding than from
surveys or conferences. It is hard to say how great the in-
fluence of Motors Holding has been in the development of
the policies and practices through which the dealer-manufac-
turer conflict is being converted into a harmony of interests;
for it has been mainly exercised through informal talks on
specific issues. But that it has been a very considerable factor
in the solution of the dealer problem is certain.

The relations between producer and dealer thus built up,
represent an application of the principles of decentralization
to a problem that is very different indeed from those in con-
nection with which decentralization was first developed. The
original task of decentralization had been to establish divi-
sional autonomy within an institution. Applied to the dealers,
decentralization was used to establish unity between inde-
pendent businesses. This shows, or at least it indicates
strongly, that decentralization is a general concept of indus-
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trial order—a concept of federalism as we called it earlier
—rather than a mere administrative technique.

The experience of General Motors shows clearly the gen-
eral rules that apply to the resolution of any economic or
social conflict in harmony. The mere will to get along is not
enough; but it is neither possible nor desirable that one or
either party give up its self-interest. Harmony can always be
achieved if there is at least one area where the self-interest
of the one is identical with the self-interest of the other. Then
co-operation can be anchored in the joint pursuit of this
cominon interest, to which the other and divergent interests
can be subordinated. Starting with the agreement on the one
area—Tor instance the long-term interest that General Motors
and the dealer have in common-—the understanding of each
other’s position on those issues where the interests are in con-
flict can be organized. General Motors’ experience proves again
the old truth that a durable political structure is not one in
which self-interest is subordinated to altruism or vice versa,
but one in which the two become one or at least are made to
pull in parallel directions.

Finally the organization of General Motors’ dealer rela-
tions is of general importance as an example of relations
between big and small business. Nobody will deny that there
is potential or actual conflict between Big Business and the
small businesses connected with it as suppliers, dealers, etc.
The question is only whether harmony can be created. Hence
the importance of General Motors’ attempt to solve the prob-
lem.

No other industry will have precisely the same problem of
small business—big business relations as the automobile in-
dustry. To few other industries could these solutions be ap-
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plied directly. But the general principles on which General
Motors has solved the problem: federalism and the resolution
of conflicts in harmony might well provide a model for a job
that is still to be done in other branches of America’s

economy.



5
DECENTRALIZATION AS A MODEL?

OUR study seeks to examine General Motors primarily as a
test of the achievements, problems and solutions of a free-
enterprise system.

The leaders of General Motors themselves regard their eon-
cept of decentralization not as a technique of top management
but as a basic principle of the industrial order. Hence the
question arises whether their corporation below the level of
top management can be organized on the basis of decentral-
ization with its objective yardsticks. Secondly: even as a con-
cept confined to top management there is the question of the
general applicability of decentralization to American in-
dustry. This is particularly pertinent, as General Motors is
basically different in structure from most other American
corporations. It produces several hundred distinct finished
products which are the result of independent though closely
allied manufacturing processes. Also with a productive ma-
chine that is amazingly diversified in its products and proc-
esses, General Motors is integrated in actual operation, not
only technically and financially but through producing for
one market. Out of this juxtaposition of unity and diversity,
the General Motors policies doubtless have been developed;
but how much validity do they have beyond the specific prob-
lem with which they were originally designed to deal?

If decentralization is a valid concept of industrial order
then the individual divisions within General Motors must be
capable of being organized on and by it. If the concept can

be applied with fair success to organization within the divi-
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sions, it can be safely assumed to have universal applicability
to, and validity for, American business in general. For most
American corporations are more diversified in their products
and processes than the individual General Motors division—
hence, a priori, more readily organized on a decentralized
basis.

Obviously, conditions within a division are very different
from conditions on the top-management level. Instead of an
organization according to products, with each divisional man-
ager the head of an integrated unit, divisional organization
is on a functional basis with each executive the head of a
functional department—engineering, for instance, or selling
—which could not exist by itself at all. This difference is the
greater the farther down we proceed. It is not possible to
look upon the executives within a division as independent
and to give them that freedom which the divisional manager
enjoys. Above all, it is not possible to lay down a distinction
between general policy and administrative decision. Finally
—perhaps most important—the objective yardstick of com-
petitive market position cannot be applied directly to the
departments within a division. As far as they are manufactur-
ing departments they can be measured by the yardstick of
efficiency in terms of cost and of return on the investment;
but they do not have a distinct marketable product the per-
formance of which can be measured directly.

Still, in a considerable number of divisions, decentraliza-
tion and the complementary policy of objective yardsticks
have been made the basis for intradivisional organization.
One wartime division, producing airplanes, applied the pat-
tern of General Motors to the organization within the division.
Its five plants were run very much as if they had been five
divisions. This did not apply to the relations with the customer
—the government—which was necessarily centralized so that



THE CORPORATION AS HUMAN EFFORT 117

all orders were obtained by the divisional manager. This also,
of course, determined the production schedule of the five
plants. But the work was distributed in such a way as to
give each plant a complete and integrated job to do. Conse-
quently, each plant manager could be left to his own decision
how to perform his assignment. Methods and approach dif-
fered widely from plant to plant even though they were sit-
uated close to each other.

This particular division was built up in great haste in 1942
and 1943. It was necessary to train in the shortest possible
time more than forty thousand workers and close to two thou-
sand foremen. Many of the foremen had never before been
in an industrial plant, not even as unskilled workers. Yet not
only engineering and purchasing, but foremen and personnel
recruiting and training were left in the hands of the five plant
managers. As long as they did a good job and turned out
their production quotas, the divisional manager did not inter-
fere. At the same time, the divisional manager built up a
small central staff of a dozen key men—comparable to the
service staffs of General Motors—whose function it was to
advise the plants, to help the plant managers whenever they
felt in need of help, and to maintain unity in methods and
approach between the plants.

Decentralization in this division was carried beyond the
plant level and extended to superintendents and even to gen-
eral foremen. Whenever possible, the subordinate depart-
ments were organized so that they did an integrated and
complete job, which made it possible to give the man in
charge full responsibility. Following the example of General
Motors, all men of executive and supervisory rank were kept
informed of divisional policy and divisional problems by fre-
quent meetings with divisional management.

Other divisions achieve similar results by less novel



118 CONCEPT OF THE CORPORATION

methods. In one accessory division with a conspicuously good
record, both in war and in peace, decentralization is achieved
through the organization of a small group of senior executives
comprising chief engineer, production manager, works man-
ager, sales manager and personnel manager, who work closely
with the divisional manager. Each of these men has his own
particular job. Each, however, is assumed to be capable of
taking the divisional manager’s place at any time, and has
therefore to inform himself of all phases of the division’s
operations. The divisional manager thus gets a fairly good
impression of the abilities of each of his associates for inde-
pendent commands, and each of the men obtains a fairly
broad education for leadership and a general understanding
of business problems. This policy is supplemented by similar
organizations farther down the line, by frequent meetings of
supervisors and junior executives with divisional manage-
ment and with colleagues in other departments, and finally
by a policy of promotion which tries systematically to give
to promising men an all-round training and to acquaint them
at every stage of their career with all aspects of the business.
This is particularly noticeable in the way foremen are han-
dled in this division. They get comprehensive training when
first promoted; they are also steadily shifted—first within the
department, then within the business as a whole—so as to
bring out their abilities and to force them to see the business,
rather than their own specialized department.

In yet another division—one of the smaller car producers
—the essence of decentralization is conserved through utili-
zation of the tradition of craftsmanship which is particularly
strong in this division. Superintendents and even foremen are
frequently brought into the councils of management. They
are informed of major problems that come up—whether
they affect their own department or not. They are given op-
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portunities to study the problems of other departments of the
division, and their advice is sought on matters concerning
their department. This division, too, emphasizes all-round
training in its promotion and personnel policy; it is the only
division of the company as far as I know where as much
attention is paid in promoting a man to what he needs to
learn as to what he is able to do.

Every one of these divisions is a big business in itself. The
aircraft division with its 45,000 workers was very big busi-
ness indeed and a good deal larger than most of the units of
production found even in the biggest American corporations.
Very few big businesses are as concentrated on one final
product as was this division. Hence its experience proved both
that decentralization can be applied to management within
the productive unit of a large corporation, and that it can be
applied to businesses producing one or two rather than a
hundred final products. Not many American businesses could
simply copy the General Motors model; but all—or prac-
tically all—could apply the General Motors principle.

What Good Is Decentralization?

One question, however, remains still unanswered: What is
the advantage of decentralization? Would there be any point
for any other large corporation in adopting the principle of
decentralization? This question goes far beyond the problems
of business management and touches upon vital issues of
social organization.

Within General Motors itself, a minority of senior execu-
tives—small in number but of considerable experience and
influence—inclines towards the view that decentralization is
not necessarily the most efficient form of industrial organiza-
tion except under special conditions.
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The problem is best illustrated by the example of the Fisher
Body Division—one of the largest within General Motors.
Fisher Body decentralized its organization for war produc-
tion. It divided itself into five major sub-divisions corre-
sponding to its five major wartime products. The manager
of each sub-division was in pretty much the same position as
the manager of a General Motors division. He had his own
staff and handled his own problems directly. Even within the
sub-divisions there were decentralized units with their own
management. And the Fisher Body central management was
organized after the model of General Motors central manage-
ment. It was a policy-making and supervisory body rather
than in direct charge of production. It supplied the producing
units with advice, help and direction through divisional ser-
vice staffs. Before the war however Fisher Body was almost
completely centralized. Its plants were dispersed all over the
country; wherever there was a General Motors car assembly
plant there was a Fisher Body plant contiguous to it. Yet even
minor matters of local management usually had to be referred
to Detroit for decision. And while—for reasons of its peculiar
history—the division had the atmosphere of a large clan
rather than that of a modern army, government was most
decidedly exercised through orders from the top.

Within this division itself it is widely held that a central-
ized organization is the most efficient one for the Fisher Body
peacetime type of production: one highly complex finished
product of which only a few small parts—such as the hard-
ware used on automobile bodies—could be separated out
technically or economically. It was natural, efficient and al-
together necessary to decentralize in wartime when Fisher
undertook to turn out five distinct final products. It would,
however, have been unnecessary and contrary to the logic of
the productive process to decentralize Fisher’s peacetime
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organization. According to this opinion, decentralization,
while universally applicable, is not universally valid as the
most efficient form of industrial organization. To present the
argument in different words, Fisher Body is a conspicuously
efficient producer. Its efficiency and performance account in
large part for General Motors’ rise to first place in the auto-
mobile business. While the internal figures of the corpora-
tion are not available, there is little doubt that the rate of
return on which Fisher operates compares favorably with
that of decentralized divisions. What advantage in efficiency
could Fisher derive from being decentralized? What dis-
advantage is entailed in its centralization?

Very much the same question is posed by the experience
of another one of the very large divisions, Chevrolet, again
a conspicuously efficient producer—as responsible as Fisher
Body for General Motors’ growth. Yet Chevrolet also does
not apply the principle of decentralization, or rather it ap-
plies it in a form which changes its whole meaning. Instead
of using decentralization as a principle of industrial organi-
zation, it uses it—very successfully—as a mechanism to
speed up administrative work. Where General Motors sees in
decentralization an application of the concepts of constitu-
tional government and of the rule of law Chevrolet regards
it as a traffic rule. One might say that General Motors spells
“Decentralization” with a capital “D,” Chevrolet with a
small “d.” In spirit Chevrolet is probably even more central-
ized than Fisher Body was before the war. Yet no one can
question its productive efficiency.

In Chevrolet we do not even have the factor which deprives
the Fisher Body example of its representative character: that
there is one very large, expensive and complex final product
incapable of technical or economic subdivision. Chevrolet
manufactures a considerable variety of goods. All of them
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go into the final car. But a good many of them are distinct as
products as well as in the methods of their manufacture.
Apparently this is a clear case for the application of genuine
decentralization; yet the failure to decentralize beyond the
initial stage has not, it would seem, resulted in impaired
efficiency.

The importance of the question whether decentralization
is absolutely more efficient than centralization does not lie,
primarily, in its application to business management. It is
actually the question whether a socialist economy can be as
efficient economically as a free-enterprise economy. The issue
between free enterprise and what for want of a better name
may be called collectivism, should not be decided on grounds
of economic efficiency. It is first of all a question of the
organization of a free society and secondly one of full em-
ployment. Yet economic efficiency is an important aspect of
the problem.

The Market Check

The difference between the free-enterprise system and state
socialism or state capitalism is the dependence of the former
on the market as the determinant of prices, profitability and
production. The chief argument in favor of the greater eco-
nomic efficiency of the free-enterprise system has always been
the effect of the competitive market check. The main counter-
argument has always been that the market check can be re-
placed by cost accounting and by “socialist competition,” that
is by cost efficiency alone.

All divisions of General Motors, even the biggest, are
judged in the final analysis by their success in a highly
competitive market. Yet the individual department or unit
in one of the very big divisions is too far away from the
market for its performance to be related to market success.



THE CORPORATION AS HUMAN EFFORT 123

If it happens to manufacture a part or a sub-assembly which
could not be sold or appraised independently, it is subject
only to the yardstick of cost accounting. On the belief that
this yardstick is insufficient unless supplemented by the yard-
stick of the market, General Motors bases its advocacy of
decentralization which relates the individual producing unit
again directly to the market. The very large divisions of Gen-
eral Motors, however, have attained tremendous internal effi-
ciency without decentralization, that is, on the sole basis of
cost accounting.

It would not be much of an exaggeration to say that the
very large divisions of General Motors are run much like the
units in a planned economy. They resemble remarkably, in
their interior organization, the Russian “trusts” with their
“socialist competition’ regulated by base pricing as described
in the most authoritative book on Russian industrial manage-
ment.* Equally striking is the parallel between the approach
of the management of the biggest General Motors divisions to
problems of industrial organization and the reported ap-
proach of Soviet industrial managers. If a big business—and
few Russian units are as big as Chevrolet or Fisher Body—
can be as efficient a producer on a centralized as on a de-
centralized basis, free enterprise could hardly be maintained
to be the necessarily most efficient producer—though, of
course, efficiency of production is neither the only nor the
supreme test of a social system.

One answer to this question might be that the biggest Gen-
eral Motors divisions are efficient not because but in spite of
their centralized management. Their organization actually is
less efficient. But this relative inefficiency is prevented from

* Management in Russian Industry and Agriculture by Gregory Bienstock,

Solomon M. Schwarz and Aaron Yugow (Oxford University Press, New
York. 1944).
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making itself felt by the annual model change customary in
the automobile industry which forces each car manufacturer
to prove himself anew every year in a highly competitive
market. In consequence, even the units of a centralized large
division are under steady, though indirect, pressure from the
market. Their results cannot actually be measured in terms of
competitive market position since these units by themselves
do not produce a finished product, but the competitive pres-
sure is at work all the time throughout the division. Thus the
effects of decentralization are achieved to a considerable ex-
tent even though decentralization itself is absent.

This corresponds to the well-known argument of theoretical
economics that cost accounting is a sufficient yardstick of pro-
ductive efficiency only if there is a real market. Without such
a real market in the distance—a market that is “objective” in
that it cannot be manipulated by those who are measured by
it—cost accounting lacks a valid frame of reference. It ceases
to be reliable and to be incorruptible. “Socialist competition,”
that is, cost accounting without the ultimate reference to the
market, according to this argument, is like a game of poker
in which one player could always change the rules to suit his
hand. It cannot be as efficient as cost accounting subject to an
indirect market check. And the latter in turn can only be as
efficient as the direct market-check supplied by decentraliza-
tion if the market is unusually competitive as in the auto-
mobile industry. Indeed, the market situation of this industry
is so unusual-—for the annual model is something few indus-
tries could have—that we would be justified in concluding
from this argument that on the whole a centralized organiza-
tion, even if its cost accounting is anchored in a genuine
market, is inferior in productive efficiency to a decentralized
organization with its immediate double check of cost account-
ing and market.
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It is a good argument; and it shows both the function of
the market as an objective yardstick and the validity of
decentralization as a principle of industrial order. Yet it rests
essentially on negative proof, and even the best negative proof
always sounds a little specious. Another argument however
roundly asserts that the centralized large divisions of General
Motors are less efficient than they would be if decentralized.
While they can produce goods as cheaply and as efficiently as
any decentralized division, they fail to measure up to one of
the most important yardsticks of institutional and administra-
tive efficiency: they do not discover and develop industrial
leaders.

Developing Leaders

This does not mean that people in Chevrolet and Fisher
Body do not advance; perhaps there are greater opportunities
for promotion—and undoubtedly greater opportunities for
higher incomes—in the large divisions than there are in the
small ones. The managerial employees of the large divisions
may well enjoy a greater security than people in the smaller
divisions. Yet a senior executive of one of the large divisions
told me that he, himself, had advised one of his subordinates
to accept a less well-paid job in an accessory division. “If
he had stayed with us, he would undoubtedly have made
more money and he would have had very good chances here.
But he would not have received the training in an independ-
ent job and proper business experience. Above all, he would
have remained a more or less anonymous member of a large
organization. Now he will be forced to make himself famil-
iar with all aspects of management instead of with engi-
neering alone. He will be forced to learn to make decisions.
He will be judged on his performance, rather than on that
of a large organization. And if he has ability, as I think
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he has, he will have a good chance to become a divisional
manager and to graduate to top management.” In other words,
in the big divisions, because of their centralized organization,
men are likely to remain specialists with purely departmental
knowledge right up to the very end of their careers. They do
not receive a rounded experience which enables them to be
leaders, nor do they get the opportunity to show their abilities
in an independent command where they can be judged by
their own individual performance. In a large centralized divi-
sion there is thus a lack of that efficiency which alone holds
out the promise of economic efficiency tomorrow, ana without
which there is no proper solution of the problem of survival,
vital to any institution.

The assertion that the very big, centralized divisions are of
inferior efficiency in leadership training and development
could not be proved or disproved statistically. In fact while
this book was being written, several Chevrolet executives were
being promoted to top-management positions in General Mo-
tors. Yet, there is an impression throughout General Motors—
intangible but real—that top management has been recruited
to a proportionately greater extent from the smaller, de-
centralized divisions than from the centralized big ones.
Whenever people talked to me about the bright young men
who are likely to be on top ten or fifteen years hence there
was an emphasis on men in the smaller divisions. While the
very big divisions have undoubtedly done as good a war-
production job as anybody in this country, the examples used
by executives in their stories of managerial ingenuity and
technical achievement were predominantly taken from the
smaller divisions. When General Motors embarked upon its
most difficult war job in which a division had to be founded
to do an entirely new job that had never been done before—a
job on whose successful performance the Pacific war de-
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pended to no small degree—the new manager as well as his
chief assistants were taken from small divisions. By itself each
of these impressions—and I give only a sample—would be
meaningless. But while not adding up to proof, taken to-
gether they display too consistent a pattern to be mere co-
incidence.

Perhaps most telling is the fact that this conclusion seems
to be fairly generally accepted as valid within General Mo-
tors, and even within the big divisions themselves. A senior
executive of one of the big divisions after speaking at length
about the advantages of his centralized organization, con-
cluded by saying that they were attainable only because the
smaller decentralized divisions supplied the top leadership.
The efficiency of General Motors, he said, lies in its having a
small number of big businesses to make the money, and a
large number of small businesses to supply the leadership—
“very much in the manner in which a big baseball club will
get its talents from its small farms, but its revenue from the
big-timers.” Another very successful big-division man frankly
charged his own outfit with a tendency towards bureaucratic
rigidity that was stifling initiative and ability, and with cre-
ating discontent among the younger executives who had no
chance of development in leadership and independent com-
mand. One of the favorite stories with General Motors execu-
tives is that of the large division which, some fifteen years
ago, was split up into four or five new divisions. When the
divisional manager who had built up the business, protested
in the name of productive efficiency, he was told that the
problem was not one of productive efficiency at all but of
giving four or five times as many men a chance to develop,
to become leaders and to test themselves against the responsi-
bilities of an independent command.

Even more indicative is that Fisher Body has decided not
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to return to its prewar organization in its conversion to peace-
time production, but to attempt to maintain a decentralized
management. The need for trained and independent leaders
who cannot be obtained in sufficient quantity and quality in a
centralized organization no matter how efficient it may be as
a producer, was given as the main reason for this decision.

The importance of this conclusion for the controversy be-
tween free enterprise and controlled economy is very great.
It enables us to assert that a collectivist economy, even if it
should succeed in producing goods as cheaply as a free enter-
prise in a competitive market, would be of inferior efficiency
in developing and training leaders capable of decisions and
of assuming responsibility. The leadership of a socialized
economy would have to be developed outside of industry; or
recourse would have to be taken to emotional stimulants, such
as revolutionary fervor or the appeal of a war, to bring out
the full abilities of the individual. Furthermore, such an
economy could not depend on the automatic succession of
leaders on the basis of their performance, but would have to
use periodic “purges” to bring in new blood. I believe that
while by no means a complete explanation of the periodic
purges of Russian industrial management during the last
twenty years, the inability of a socialist economy to find, train
and develop leaders in the normal course of business might
have been an important component.

From the over-all point of view, the ability of an institution
to produce leaders is more important than its ability to
produce efficiently and cheaply. Efficient and cheap produc-
tion can always be reached, given the human abilities and the
human organization. But without an able, responsible and
enterprising leadership, willing and capable of taking the
initiative, the most efficient institution cannot maintain its
efficiency, let alone increase it. The inability of a socialist
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enterprise to produce leaders and the failure of “socialist
competition” to replace adequately the yardstick of the com-
petitive market are very severe weaknesses. It may be main-
tained that to let the consumer decide what should be pro-
duced is dangerous for the survival of organized society, and
that free enterprise pays too high a price for institutional
efficiency. That, however, would be a political judgment, not
one based on economic rationality; and if made, it should be
based on the full awareness that in a socialist economy the
major and automatic means for the steady supply, training
and developing of economic leadership is absent.

Market and market price do not only have the economic
role usually attributed to them but a social role as well. They
supply objective performance tests for managerial ability,
and thus furnish society with a principle of succession in the
economic sphere. The test of the market supplies a principle
of legitimacy to the economic sphere without which we may
well be reduced either to purely bureaucratic criteria, to
“purges” or to naked fights for power as a means of deciding
who should run our economic institutions.

Finally in order to have a free enterprise economy it is not
enough that its productive units be privately owned. They
must also be so organized as to be subject in their entirety to
the objective test of competitive market standing. To supply
this is one of the major objectives of decentralization. General
Motors has not worked out fully the organization of the large
corporation, as long as its largest divisions tend towards cen-
tralization. Even so, decentralization has been proved to be
a promising approach which seems capable of solving the
institutional problems of the large corporation.



CHAPTER THREE

THE CORPORATION AS A SOCIAL
INSTITUTION

1
THE AMERICAN BELIEFS

SO FAR we have dealt almost exclusively with questions of
social and economic engineering, questions which, though not
without their controversial features, by and large permit of
objectively provable solutions. Now, in the realm of political
beliefs, desires and values we enter a sphere in which the
controversies are not merely on methods and techniques but
on the goals of social life. Therefore we have to make clear,
at the outset, that our concern here is with the particular
beliefs, aims and purposes of American society with its roots
in the Christian tradition.

It is characteristic of the American tradition that its polit-
ical philosophy sees social institutions as a means to an end
which is beyond society. It has never accepted society as an
end in itself; nor has it ever seen social institutions as mere
expediency, unconnected with the ultimate ethical ends of
individual life. It has, at one and the same time, refused to
accept that deification of society which endows the state, the
nation or the race with absolute value, omnipotence and om-
niscience, and that degradation of society which makes the
law a mere traffic rule without any ethical significance or

reason.
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Americans rarely realize how completely their view of
society differs from that accepted in Europe where social
philosophy for the last three hundred years has fluctuated
between regarding society as God and regarding it merely
as an expression of brute force. The difference between the
American view of the nature and meaning of social organi-
zation and the views of modern Europe goes back to the six-
teenth and seventeenth centuries. During that period which
culminated in the Thirty Years’” War (1618-1648) the Con-
tinent (and to a lesser degree England) broke with the tradi-
ol cuncept of soclety as a means to an etfical end—the
concept that underlay the great medieval synthesis—and sub-
stituted for it either the deification or the degradation of
politics. Ever since, the only choice in Europe has been be-
tween Hegel and Machiavelli. This country (and that part of
English tradition which began with Hooker and led through
Locke to Burke) refused to break with the basically Christian
view of society as it was developed from the fifth to the
fifteenth century and built its society on the re-application of
the old principle to new social facts and new social needs.

To this social philosophy the United States owes that char-
acter of being at the same time both the most materialistic and
the most idealistic society, which has baffled so many ob-
servers. This country can be materialistic because it gives an
ethical meaning and an importance to the material institutions
of social life. This seems outrageous to the European idealist
who sees basic beliefs and ethical ends as existing in the
realm of pure spirit and as completely detached from the
sordid and humdrum human existence. It appears as danger-
ous nonsense to all those who maintain that society is its own
goal and who therefore see in the demand that it justify itself
in terms of individual fulfillment a demagogic appeal to the
baser instincts of the rabble. At the same time America ap-
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pears to be unbelievably, at times even childishly, idealistic
because to an American material institutions and material
gains are never an end in themselves but always a means for
the realization of some ideal goal. Hence analysts have fluc-
tuated between describing this country as completely obsessed
by the drive for the “almighty dollar” and as quixotically
engaged in reforming the world in the search for the mil-
lennium. Undoubtedly either characterization while grossly
exaggerated, is essentially correct; but the true picture only
emerges if we see the two as complementary. The American
who regards social institutions and material goods as ethically
valuable because they are the means to an ethical goal is
neither an idealist nor a naturalist, he is a dualist.

To this philosophy of society this country owes its great
political insight. The Federalist is a classic of politics pre-
cisely because it manages to be profoundly pragmatic and
deeply moral at the same time. But to this philosophy America
also owes its worst political blind spot: a refusal to see the
existence of an irrational, emotional or naturalistic basis
of allegiance. Thus the American people have repeatedly
failed to see great emotional forces within their own country
~—the years before the Civil War are a good example—as
they often fail to understand the behavior of foreign, espe-
cially of European, nations. It was almost impossible for an
American to comprehend that, for instance, a German soldier
would fight well even though bitterly opposed to Nazism. The
proposition—elementary to every European whether German,
French or Russian—that you owe allegiance to your country
and nation as the permanent facts of human life rather than
to the creed adopted by them for the time being, sounds like
blasphemy to American ears. To an American too his country
is the reality of his social life, but not because it exists but
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because it is the living embodiment of the American creed
which thus receives the emphasis.

It does not concern us here whether this philosophy is a
correct or a true statement of political reality.* What con-
cerns us is that it is the only concept on which to base a
meaningful analysis of American society. For Americans
themselves see it that way and judge their society by the
degree to which it realizes the basic purposes and beliefs of
the individual. Hence Americans can afford to neglect many
problems of social and political organization European na-
tions have to face. At the same time this country has to take
seriously any question relating to the relationship between
American creed and American social performance. It must
always ask whether its social institutions carry out the basic
promises of American life or not.

It may be said that any complex society must contain many
institutions which have nothing to do with the fulfillment of
society’s promises and the realization of society’s beliefs. To
have overlooked this and to have established the fiction of an
absolute unity of culture and of the social “ideal type” is
one of the weaknesses of cultural historians such as Spengler
or of the cultural anthropologists of the modern American
school. It can also be said that any society needs institutions
which by their very nature cannot be related to social goals.
This is, for instance, true of the family which finds its purpose
in the biological survival of man, and which is thus a con-
dition of society rather than conditioned by it; and the same
is true of a church whose kingdom is not of this world, and
which therefore transcends society. But if a social institution
operates in such a manner as to make difficult or impossible

* I believe both that it correctly describes society and that it alone pro-

vides the basis for a free society as discussed in detail in my The Future of
Industrial Man.
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the attainment of the basic ethical purposes of society it will
bring about a severe political crisis—and not only in Amer-
ica. A good example of this would be the conflict between the
rising state and the universal church at the end of the Middle
Ages; or—the reverse—the conflict between the religious pur-
poses of the Christian churches and the ethos of nineteenth
century society.

As far as the representative social institution of a society
is concerned, even more is demanded than compatibility. For
the representative institution must, in its very operations,
promise to realize society’s promises and society’s beliefs. It
is this promise which makes it the representative social in-
stitution. In other words, we not only have a political problem
of functional harmony between corporation and society, we
also have a political problem of ethical harmony. The very
means which strengthen the corporation and which render it
more efficient must also promise to bring about substantial
realization of the basic beliefs and basic promises of our
society. Otherwise we could not have a functioning industrial
society in America.

We are not however looking for perfection or for the ideal,
but for the possible. The strength and cohesion and ultimately
the survival of every society depend on its ability to realize
its basic promises and beliefs sufficiently to be acceptable to
its members as meaningful and rational. But no society can
ever realize its promises in full and for every one of its citi-
zens; perfection does not pertain to the kingdom of man. On
the other hand no society could survive if it failed completely
to carry out what it promises. Such a society would be worse
than a failure; it would be a threat. It would appear as irra-
tional and as a mockery of its own, proclaimed beliefs. But
how much ethical efficiency a society has to have in order to
be acceptable and to appear as rational and successful is not
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known and can probably not be ascertained except in a purely
pragmatic test. It is probable that the minimum ethical eff-
ciency needed to keep society going is fairly low. The in-
dividual citizen is willing to accept not only a fair degree of
chance but a fair degree of failure, provided that they appear
to him to be the exception rather than the general rule.

Refusal to accept the inevitable shortcomings of any society
is responsible for a good deal of what is best in political life.
The demand that society be made to live up fully to its
promises and beliefs underlies the activity of the reformer
and accounts for many social and political advances and im-
provements. And nothing is more contemptible than the smug
resignation to the inevitable imperfections of society which
in all ages has characterized the Philistine.

At the same time refusal to understand that society and
social institutions cannot be perfect, and that by the very
nature of human activity their efficiency is low (though no
lower than that of any other man-made thing such as, for
instance, a steam engine) accounts for some of the worst
mistakes in political analysis and political action. Time and
again and in every society there have been men who con-
sidered their own society and its institutions doomed and
ineffectual because they did not run at a hundred-per-cent
efficiency. As long as this leads to nothing worse than pre-
mature predictions that this or that institution (capitalism,
democracy, the British Empire or Russian communism) are
doomed, no real harm is done. But it very often leads to a
cynical willingness to give up what we have because it is not
perfect. It is, for instance, certainly true that the United States
will not be a perfect democracy as long as the American Negro
is treated as an outcast. But to conclude therefrom as did a sec-
tion of the Left that American democracy is nothing but a
sham and might as well be scrapped entirely is not only il-
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logical but dangerous. It is political smugness surely as con-
temptible as that of the Philistine and perhaps more destruc-
tive.

Analysis of the degree to which our society and its institu-
tions fulfill our basic beliefs and promises has to start with
the realization that without some considerable ethical effi-
ciency no society and no institution can survive. Yet it must
also be accepted that not more than partial success can be
expected or should be demanded. To paraphrase words of
Edmund Burke, it is not enough to prove a society to be less
than perfect to justify its overthrow; one must also prove that
a new society or new institution is likely to do better.

Fundamental Promises

It will never be possible to obtain anything resembling
unanimity on the concrete ways to realize the basic beliefs
and promises of American society. But on these beliefs and
promises themselves the American people agree apparently
with hardly a dissenting voice. Fundamentally, American
political philosophy stands on the Christian basis of the
uniqueness of the individual. From this follows (a) the prom-
ise of justice or, as we usually phrase it, of equal opportuni-
ties. From it also follows (b) the promise of individual
fulfillment, of the “good life,” or, in a perhaps more precise
formulation, the promise of status and function as an indi-
vidual.

While not confined to America, the dogma of the unique-
ness of the individual is nowhere else emphasized so strongly
or made so exclusively the focus of social promises and be-
liefs as in this country. This exclusive emphasis certainly sets
the United States apart from the rest of the Western Hemi-
sphere. It shares, however, with the modern West—at least



AS A SOCIAL INSTITUTION 137

with that part of it that is in the Protestant tradition—the
projection of its basic beliefs into the secular sphere. It is to
the social and economic sphere that this country looks for the
realization of its beliefs and the fulfillment of its promises.
Whether this is still true of Europe—as it was undoubtedly
true up to 1914 and probably up to 1929—is very doubtful
indeed; and here may well lie a major cause of future con-
flicts and collisions between this country and the Old World.*

Projected into the secular sphere, the concept of the unique-
ness of the individual becomes what in this country is usually
called “middle-class society.” This concept was undoubtedly
in the minds of the people who, in a public-opinion survey
conducted by Fortune Magazine a few years ago, defined
themselves in an overwhelming majority of more than ninety
per cent as belonging to the “middle class”—a declaration of
faith in the principles of American society as well as in the
reality of its fulfillment.

Like every other slogan, that of the “middle-class society”
makes no sense if taken literally. A middle class clearly re-
quires a class above and a class below; yet a “middle-class
society” clearly implies that all—or almost all—members
belong to and number themselves among the middle class.
This discrepancy between literal and actual meaning of the
term has not escaped attention. Indeed for a hundred and fifty
years it has served the extremists on both Right and Left as
an easy target at which to shoot their accusation that the con-
cept is a hollow sham, a delusion and ridiculous propaganda.

Probably very few of the people queried in Fortune’s
public-opinion poll knew the exact figures on income distri-
bution or had worked out the mathematical odds on their own

* This whole question has been discussed extensively in my book The End
of Economic Man (New York and London, 1939) ; but it does not concern us
in this study which focuses on the United States, and which, for reasons given
in Chapter I, assumes the basis of our social beliefs as given.
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social and economic advancement; but even fewer, if any, will
have labored under the delusion that in this country there
are no rich and no poor, no weak and no mighty. What they
meant by calling themselves almost unanimously “middle
class” was first that in this country there is only one mode of
life. The millionaire who wants to live in an “upper class”
home has to import a chiteau from France, and the worker
rides to the plant in a car of the same make as that of the
boss. This is what Americans usually mean when they talk of
“equality,” a specifically American phenomenon for which
no parallel could be found in Europe. It explains those fea-
tures of American society which have always struck visitors
from abroad: the friendliness and neighborliness, the absence
of envy, the genuine pleasure people take in somebody else’s
success, the absence of any special reverence or awe for the
man on the top—but also the preference so often shown for
“safe” mediocrity or the premium on conformity. There has
been a great deal of discussion whether this concept of equal-
ity is the product of the frontier or whether the frontier life
was based on it. Whatever its origin, it pervades all American
life. It shows in such small details as the general accessibility
of even the highest official and the absence of special elevators
for the bosses in office buildings, and in such major traits as
the deep resentment against anyone—man or nation—who
“throws his weight around.”

“Middle-class society” also means in our minds a chance
for each member to have a meaningful, a useful, a full life.
Indeed, the traditional argument in favor of a middle station
is that it alone allows a man to lead a dignified and meaning-
ful life~—a life in which he has status and function as an
individual.

Finally—and above all—implied in this concept of a
“middle-class society” is the demand that in this country
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position in society is, or should be, determined by nothing
but the individual’s contribution to society. In this sense there
is indeed no upper and no lower class because, strictly speak-
ing, there is no class. The “middle-class society” of the Amer-
ican dream is thus really a classless society but one based
not on equality of rewards as is the utopia of the Marxists,
but on equality of justice.

All this is familiar. But what is often overlooked is that
equality of opportunity and the human dignity of status and
function stand in a very peculiar relationship to each other.
On the one hand they are Siamese twins neither of which can
exist without the other. They must be realized at the same
time and through the same social instrumentalities to give us
a “middle-class society.” Yet they stand in a dialectical con-
tradiction to each other that makes them appear incompatible.
One principle demands that each individual have status and
function because of his uniqueness as an individual; the other
that his status and function depend exclusively on his contri-
bution to society. The first leads to the demand that each
member find individual meaning in society—that society be
seen as existing exclusively for him. The second leads to the
demand that social position be based on individual achieve-
ment and ability, that the individual be judged on his social
performance alone. The one seems to lead to a hierarchical
concept of society, the other to anarchy.

It is deceptively easy to resolve the conflict by throwing
out one of the concepts. This was the way of the decayed
feudal society of eighteenth century France or of the seven-
teenth century Levellers in England—to name only two at-
tempts. Yet every such attempt at a one-sided solution has
proven that the beliefs can only be realized together. It is
not possible within the Christian tradition to give status, func-
tion and meaning without giving a rational chance of equal
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opportunities. It is not possible within the Christian tradition
to give equal opportunities without giving individual dignity.
Those two concepts stand in the same relation to each other
as the North Pole and the South Pole: neither can be where
the other is, yet neither can be without the other. In the Amer-
ican concept of a middle-class society this is clearly recog-
nized; and from this recognition the concept derives much of
its strength and all of its appeal. But this recognition also
poses for American statesmanship a constant problem of
synthesizing and balancing.

If the big-business corporation is America’s representative
social institution it must realize these basic beliefs of Amer-
ican society—at least enough to satisfy minimum require-
ments. It must give status and function to the individual, and
it must give him the justice of equal opportunities. This does
not mean that the economic purpose of the corporation, ef-
ficient production, is to be subordinated to its social function,
or that the fulfillment of society’s basic belief is to be sub-
ordinated to the profit and survival-interest of the individual
business. The corporation can only function as the represent-
ative social institution of our society if it can fulfill its social
functions in a manner which strengthens it as an efficient
producer, and vice versa. But as the representative social
institution of our society the corporation in addition to being
an economic tool is a political and social body; its social
function as a community is as important as its economic
function as an efficient producer.

The demand for status and function as an individual means
that in the modern industrial society the citizen must obtain
both standing in his society and individual satisfaction
through his membership in the plant, that is, through being
an employee. Individual dignity and fulfillment in an indus-
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trial society can only be given in and through work. Hence
the painful futility of all the brave attempts to give the
modern citizen individual fulfillment in “cultural,” “recrea-
tional” or “leisure-hours” activities. The first demand thus
is that our citizens are citizens because they are engaged in
industry. This is the problem with which Social Security has
tried to grapple. For you are not a citizen if your status in
society depends on forces over which you have absolutely
no control such as the business cycle. Equally important is
that the individual must be able to realize through his work
in industry that satisfaction which comes from one’s own
meaningfulness for society and which expresses the basic
conviction of the uniqueness of the person. The industrial
society must give its members that sense of importance which
cannot be produced by propaganda or by other psychological
means, but can only come from the reality of having impor-
tance. This is not a demand for “industrial democracy” if by
that is meant a structure of industry in which everybody is
equal in rank, income or function. On the contrary it is basic-
ally a hierarchical concept in which positions of widely di-
vergent rank, power and income are each seen as equally
important to the success of the whole because of the subordin-
ation of one man under the other. To attack industrial society,
as would the sentimental equalitarian, because it is based
on subordination instead of on formal equality, is a mis-
understanding of the nature both of indusiry and of society.
Like every other institution which co-ordinates human efforts
to a social end, the corporation must be organized on hierar-
chical lines. But also everybody from the boss to the sweeper
must be seen as equally necessary to the success of the com-
mon enterprise.

At the same time the large corporation must offer equal
opportunities for advancement. This is simply the traditional
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demand for justice, a consequence of the Christian concept of
human dignity. What is new is only that we today look for
the realization of justice in this life and in and through the
industrial sphere. The demand for equal opportunities is not,
as is often mistakenly assumed, a demand for absolute equal-
ity of rewards. On the contrary equal opportunities automatic-
ally assume an inequality of rewards. For the very concept of
justice implies rewards graduated according to unequal per-
formance and unequal responsibilities.

Equal opportunity means obviously that advancement not
be based on external hereditary or other fortuitous factors.
But it also means that advancement be given according to
rational and reasonable criteria. This question of the criteria
for advancement constitutes the real problem the modern
corporation has to solve in this area.

There is nothing new in these beliefs and demands. But
never before have we looked to the industrial sphere for
their realization. In spite of a century of industrialization
the American, in common with all Westerners, has been pre-
industrial in his mentality and consciousness until the most
recent years. He has looked for the realization of his promises
and beliefs to farm and small town regardless of the reality
of big industrial plant and big city. Only now have we real-
ized that the large mass-production plant is our social reality,
our representative institution, which has to carry the burden
of our dreams. The survival of our basic beliefs and promises
—the survival of the very meaning of our society—depends
on the ability of the large corporation to give substantial
realization of the American creed in an industrial society.
The task which the corporation is asked to carry out is both
a very heavy and a very new one. No one in the world knows
yet the answers to the problems of this brand-new thing, the
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industrial society. We shall be very satisfied and happily sur-
prised if we find as much as promising beginnings.

Are Opportunities Shrinking?

A characteristic of an industrial society is that it should
be able to realize most easily what has traditionally been
regarded as the most difficult achievement of society. Justice
has always been something that could not be attained in this
world, at least not to any substantial extent. But in an indus-
trial society substantial equality of opportunity should be
obtainable, as it is inherent in the structure of the society.
The demand for managerial and technical ability in the mod-
ern industrial society with its mass-production technology
is so large as to be almost insatiable. One should therefore
expect to find that equality of opportunity in our industrial
society is taken for granted. Indeed whatever meager statis-
tics are available show uniformly that the ratio of foremen
to workers and of superintendents to foremen is much higher
today than it was thirty or fifty years ago and that it is still
rising.

Yet there is no doubt that popular opinion on the whole,
in this as in all other western countries, is convinced that
opportunities are shrinking under the modern industrial sys-
tem and that equality of opportunities is shrinking even faster
than opportunities themselves. One does not have to take a
formal poll to know that a great many—perhaps the majority
—of the people in our society would answer “Yes” to the
question: Do you think that the modern corporation offers
fewer opportunities than the small business of a generation
ago?

In such a clash between statistical fact and popular impres-
sion, the engineer or statistician is prone to dismiss the pop-
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ular belief as “pure prejudice” and worthless. But political
actions and reactions are based not on statistics but on politi-
cal belief. Facts and figures determine the effectiveness of
an action, but not the action itself. Moreover it is the first
rule of political analysis that a strong popular belief must
be held to have a rational basis, however irrational it might
appear at first glance. It is always the vague and inarticulate
but plausible answer to a very concrete and real question.
Hence it is all-important in politics to find the underlying
cause of a widely held belief.

The popular conviction that modern industrial society fails
to realize equality of opportunities and justice of economic
rewards to a substantial degree is therefore in politics con-
clusive evidence that the modern industrial corporation does
not perform adequately its social job. It may well give more
men more opportunities than the small business society which
it succeeded. But it certainly does not do it in a way and
through methods which appear rational and meaningful to
the individual in our society. This is true both for advance-
ment from worker to foremanship—advancement into the
industrial middle class—and for advancement from foreman
to superintendent, that is, the advancement of the middle class
itself.

Three reasons for the failure to provide a satisfactory
system of equal opportunities are readily apparent.

(1) However many opportunities there may be, they are
rarely anywhere in the modern industrial plant organized in
a rational and comprehensible system and according to ob-
jective criteria. From the point of view of the worker—and
increasingly from that of the foreman as well—selection for
promotion is irrational and bewilderingly haphazard. It seems
to be based on nothing but the arbitrary whims of a manage-
ment quite remote and personally almost unknown to the men
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in the ranks. Every manager will reply hotly that this belief
is nonsense, and that he and his staff give a very large part
of their time and very serious attention to the selection of
the right man for promotion. Needless to say, this is abso-
lutely true almost everywhere; but it is also irrelevant. What
matters is that the deliberations and decisions of personnel
management are not based on any clear policy and on any
impersonal criterion. In the absence of such a basis for de-
cision the worker and the foreman—who are not “in” on
managerial deliberations—cannot see any pattern; and in the
last analysis there isn’t any. Very few managers even realize
how irrational their procedure on promotion must appear to
the men in their plants. There is often a glaring contrast
between the sincere attempts of a plant management to do a
conscientious job of promotion and the almost unanimous
conviction of the workers in the plant that promotion is based
on rank favoritism, whims and accidents. This is inevitable
because there is no observable rational pattern of managerial
behavior visible to the worker—just as the most fantastic
rumors are inevitable and will be believed by sane people
if no facts are available.

The first task in the field of equal opportunities for workers
and foremen is thus to have a clear, comprehensible and
reasonably impersonal policy. Not as a strait jacket forbid-
ding any movement beyond its narrow limits but, like all
good policies, as a compass bearing by which decisions can
be organized in a pattern while still decided according to
their individual requirements. It will be anything but easy
to work out such a basis. The industrial plant by its very
nature does not permit the application of such routines as
graduated examinations. It demands a criterion of promotion
based on those most elusive factors, performance, ability
and character. Yet without a rational policy all plants may
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be forced to accept the most constricting and desiccating
principle conceivable—advancement by seniority alone. Gen-
eral and rigid application of the seniority rule would deprive
the industrial plant of its leadership supply from below, and
would thus endanger our industrial society the efficiency of
which depends on the maximum supply of leaders. It would
certainly limit severely the opportunities for promotion out
of the ranks. But the worker and the foreman will not only
be willing to take this loss of opportunity to better themselves
socially and economically; they will demand it if the alter-
native is a system of opportunities which seems to be devoid
of rationality and incapable of comprehension.

(2) Another reason why the actual performance of the
corporation is not accepted as a substantial fulfillment of
the promise of equal opportunities seems to lie in the increas-
ing emphasis on formal training and education as prerequisite
to supervisory or managerial jobs. It is not our business here
to discuss whether this emphasis is actually justified or
whether it represents an attempt on the part of management
to unload the job of judging a man’s abilities and attainments
on the professional educator. However great the advantage
which the character of modern industrial enterprise and of
modern technology gives to the formally trained man over
the man who has picked up his education in the shop or the
office, we certainly suffer from a tremendous overvaluation
of the formal education offered today and of the diploma as
a proof of attainment or ability. I hope that the trend towards
an ever-increasing formalization of educational requirements
will be reversed soon. But at present we have to accept as a
social reality that, while formal education is no guarantee
of advancement, the absence of a diploma constitutes a handi-
cap.

Even today it is the exception rather than the rule for an
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American plant to recruit its entire supervisory and man-
agerial force among the graduates of colleges and engineer-
ing schools, and to exclude the men in the shop from any
possibility of advancement. On the whole such a policy is
followed only by plants employing exclusively or mainly
women. But there is increasing justification for the wide-
spread charge that personnel managers pay more attention
to a man’s school record than to his ability and character.
To a certain extent this tendency is counteracted by the
steady increase in the number of people who finish high
school and college—especially notable in the Middle West
and Far West. Still the emphasis on formal education puts
a substantial premium on superior financial standing. For
while it is true by and large that an able, industrious child,
however poor, can always work his way through high school
and college if he wants to, it is also true that the child of
well-to-do parents doesn’t have to be particularly able to get
the same formal education. The quantitative importance of
this factor probably is not very great. But qualitatively it is
a real problem. For it puts into question the promise to youth
to be judged on its performance rather than on its origin
which is one of the most treasured traditions of this country.
Unwillingness to tolerate any breach of this promise accounts
for the almost ridiculous fierceness with which the Middle
West and Far West condemn the mild and innocuous nepotism
of Boston and Philadelphia. It accounts for the ruthlessness
with which the children of very rich parents are excluded
from political or business careers—to a point where it is
almost impossible for the son of a very rich man to lead a
useful life. The emphasis however slight on financial ability
which is implicit in the preference for people with a long
formal training is thus seen as a substantial weakness of the
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industrial system and as a substantial failure to fulfill the
promises of our society.

It is therefore imperative for the corporation to make it
possible for men of ability to gain preferment regardless of
the formal education they were able to acquire before going
to work in industry. Opportunities to acquire a formal educa-
tion must be provided for those willing and able to carry the
extra work involved but not able to carry the financial burden
of an education through the normal channels. Furthermore
it would seem advisable for every corporation to think over
the whole problem of educational prerequisites and to elimin-
ate them where they are nothing more than devices to enable
personnel managers to evade their duty of testing the ability
of the men under them.

(3) Finally, the popular impression that the corporation
fails to give substantial equality of opportunities can be
traced to a failure of the corporation to provide opportunities
in which a man can show his latent abilities. This is partly
the result of the tendency towards excessive specialization
which would be counteracted by the training of generally
educated men. But failure to provide an adequate proving
ground for ability is also inherent in the nature of modern
Big Business. In the mass-production plant there is a natural
tendency to keep a man on one job without attempting to find
out whether he is capable of doing more than unskilled work.
Also, in a big organization it is almost impossible to provide
that contact between the man at the bottom and the executive
which was natural in the small business; and thus the exec-
utive cannot pick out likely-looking youngsters. This is what
people mean when they say they would rather go to work
in a small business than in a large organization. Although
the opportunities are infinitely great in a big organization,
the chances of being overlooked and the danger of being mis-
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placed and forgotten in a corner are even greater. It is sympto-
matic that it is believed to be easier for young people to
advance from subordinate clerical jobs in the financial, ac-
counting, legal and sales departments than it is to advance
in the plant; for those nonproduction departments still retain
much of the flavor of small business organization.

Thus the corporation has to find ways of giving its workers,
especially its young workers, a chance to show what they can
do and a personal contact with somebody interested in what
they can do. Perhaps none of the lessons which the war has
taught industrial management is more important than that of
the extent to which talent and ability in the plants had been
allowed to go to waste in the years before the war. The success
of the various “suggestion plans” and the success of the mass-
upgrading should have taught us that the prewar corporation
had not learned how to give scope to the abilities of its em-
ployees.

Dignity and Status in Industrial Society

All these complaints are familiar to anyone who has ever
studied the social problems of American industry. But even
more familiar is the complaint that it is more difficult today
for the individual to become independent than it was fifty
years ago. Again it would probably be useless to try to prove
or disprove this assertion statistically. What is really meant
is that advancement in the modern corporation does not give
the same satisfaction as was given by advancement in the
small business society. The corporation of today undoubtedly
advances a great many more people than ever became inde-
pendent in the small business society of yesterday. It offers
much higher economic reward—and perhaps less economic
risk—to those it advances. But it seems to believe that eco-
nomic rewards are in themselves enough, whereas the essence
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of “independence” is a social and psychological satisfaction
which cannot be replaced by economic satisfaction alone.
Even a responsible executive in a big corporation is often not
“independent” but dependent. He has no sphere of authority
in which to fulfill himself as a responsible personality. And
he does not have the social standing which the independent
small businessman of yesterday had in his community; in
fact he has no standing in his community at all if he, as
often happens, works for a branch plant or a subsidiary of a
big corporation not domiciled in the community.

That this is one of the basic problems of the modern
corporation in America is proved by the recent attempts to
unionize foremen. It can be proved statistically that as many
foremen have a chance to advance into executive ranks as
ever before—they may even have a better chance than they
used to have. Certainly their economic remuneration is fully
as good as that of the independent small businessman, if not
better both absolutely and in relation to national income levels.
During the last depression foremen were discharged whole-
sale by panic-stricken managements, in deplorable contrast
to the sound traditional policy of keeping intact the super-
visory force. But they certainly fared no worse than the aver-
age small businessman. Yet a substantial number of foremen
seem to have come to the conclusion that theirs is not a mid-
dle-class position, and that foremanship is not, as it tradition-
ally has been in this country, the first rung on the management
ladder, but a dead end. Foremanship in short does not give
adequate individual satisfactions. To a considerable extent
this was the result of special wartime conditions and disloca-
tions. But a feeling as general and as widespread as the unrest
among foremen—which incidentally could be found in a good
many plants long before the war—can only be explained with
an inherent failure of the rewards of foremanship to measure
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up to the promises of a middle-class position. And what is true
of the foreman is to a much greater degree true of the worker.

This shows that the problem of dignity and fulfillment—
of status and function—is real. It also shows that the prob-
lem cannot be solved alone by more or better opportunities for
advancement or greater economic rewards. It is futile to argue
that there can be no question of a “proletarization” of the
middle class because its economic position or its economic
opportunities are improving. To maintain a middle class with
a middle-class mentality and a middle-class acceptance of
society as meaningful, industrial society must also offer psy-
chological and social satisfactions. It is even likely that the
lack of dignity and fulfillment which is so obviously the major
problem of industrial society, may only be aggravated by
emphasizing economic opportunities and rewards. It is an
oversimplification—but not altogether a falsification—that
dignity and individual fulfiliment are so difficult to achieve
in industrial society because of its exclusive concern with
economic advancement.

“Getting ahead” is seen as the exclusive criterion of suc-
cess. But inevitably only a minority can advance, only a
minority of workers can become foremen, only a minority
of foremen can become superintendents. If, as is the case in
our society, advancement is seen as the only social goal, if
every other satisfaction is regarded as subsidiary, the major-
ity must necessarily feel dissatisfied. It is very likely that
most of our present-day concern with “shrinking opportuni-
ties” has little or nothing to do with those opportunities for
advancement with which it professes to deal. It rather refers
to the shrinking of the opportunities for self-fulfillment except
in advancement. If this diagnosis is correct, it would explain
the prevalence of the conviction that opportunities are shrink-
ing. For total opportunities, opportunities for advancement
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plus opportunities for self-fulfillment, would indeed be shrink-
ing as the industrial system expands, even though this expan-
sion brings about an increase in the opportunities for advance-
ment. The realization of human dignity, the achievement of
status and function would thus emerge as the major un-
answered question of industrial society.

The modern corporation as a child of laissez-faire eco-
nomics and of the market society is based on a creed whose
greatest weakness is the inability to see the need for status
and function of the individual in society. In the philosophy
of the market society there is no other social criterion than
economic reward. Henry Maine’s famous epigram that the
course of modern history has been from status to contract
neatly summarizes the belief of the nineteenth century, that
social status and function should be exclusively the result of
economic advancement. This emphasis was the result of a
rebellion against a concept of society which defined human
position exclusively in terms of politically determined status,
and which thus denied equality of opportunity. But the rebel-
lion went too far. In order to establish justice it denied mean-
ing and fulfillment to those who cannot advance—that is, to
the majority—instead of realizing that the good society must
give both justice and status.

In its refusal to concern itself with the unsuccessful major-
ity, the market society was a true child of Calvinism with its
refusal to concern itself with the great majority that is not
elected to be saved. Following Herbert Spencer, this belief
is now expressed usually in the language of Darwinian “sur-
vival of the fittest” rather than in theological terms. But this
does not alter the fact that the philosophy of the market
society only makes sense if the unsuccessful are seen as “re-
jected by the Lord” with whom to have pity would be sinful
as questioning the decision of the Lord. We can only deny



AS A SOCIAL INSTITUTION 153

social status and function to the economically unsuccessful
if we are convinced that lack of economic success is (a)
always a man’s own fault, and (b) a reliable indication of
his worthlessness as a human personality and as a citizen.
But we have not been willing for a long time to accept Calvin-
ism, at least not in this respect. It appears to us an absurd
non sequitur that a man who does not make good in economic
life will therefore also be a drunkard and beat his wife and
children regularly—a proposition which, judging by their
popular novels, seemed perfectly logical to the early Victor-
ians. We either are not prepared to regard economic success
as conclusive evidence of a man’s worth, or we are not pre-
pared to cast the worthless, that is, the unsuccessful, into outer
darkness. We therefore have today the problem of giving
social status and function to the masses without at the same
time giving up the equality of opportunity for the sake of
which the eighteenth and nineteenth centuries destroyed the
politically-determined status of the ancien regime. It is per-
haps the biggest job of the modern corporation as the repre-
sentative institution of industrial society to find a synthesis
between justice and dignity, between equality of opportunities
and social status and function.

Assembly Line “Monotony”

What causes this lack of status and function, of individual
satisfaction and fulfillment in the industrial system? One
standard answer has been that work in the factory—partic-
ularly in the modern mass-production factory—is so monot-
onous as to deprive the worker of all satisfaction. Instead
of being a challenge to the worker’s creative faculties, work
becomes a job to be done for the pay check. Monotony in-
stead of creation, subordination to the machine instead of



154 CONCEPT OF THE CORPORATION

craftsmanship and workmanship—these are the traditional
terms in which the problem has been discussed from William
Blake’s bitter denunciation of the “Satanic Mill” to Charlie
Chaplin’s satire of “Modern Times.” And it is the one critical
statement about modern industry that even those industrial-
ists are willing to accept who otherwise believe their system
to be perfect. The labor-relations expert of a large corporation
who said that “nobody with an IQ above moron should be
allowed to work on the assembly line” was fairly represent-
ative.

There is a good deal to the traditional view. Charlie Chap-
lin’s movie was a gross parody, but a parody of something
that exists. Specifically the assembly-line system of industrial
production deprives the worker of satisfaction in his work
in two ways: by the rigid subordination of every worker to
the speed of the slowest man in the line, and by the confine-
ment of the worker to one manipulation repeated endlessly
which denies the satisfaction of finishing a job. An ex-auto-
mobile foreman turned garage mechanic said: “When I finish
a repair job here and the car rolls out, I have done a job;
back in Detroit the stack of sheet steel always remained the
same however many fenders we turned out.” Unfortunately,
these features of assembly-line work are encouraged by an
““assembly-line mentality”” among modern management which
believes that a worker is the more efficient the more machine-
like and the less human he is.

But it is also true that even in the highly mechanized mass-
production plants assembly-line operations employ only a
small part of the labor force. Above all it is true that the
assembly line as employed in the final stage of automobile
production and as caricatured by Charlie Chaplin, is neither
the only nor always the most efficient application of mass pro-
duction. The war has shown that the imposition of one work-
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ing rhythm and speed and the confinement of the worker to
one elementary manipulation are incidental rather than es-
sential features of efficient mass production.

Altogether it is probable that to blame “monotony™ is both
superficial and sentimental. Clearly, assembly-line work even
of the most unskilled kind, is less monotonous than the great
majority of agricultural pursuits such as weeding the corn
patch, picking potato bugs off plants or setting out tobacco
seedlings. Yet, the agrarian life is usually set up as the ideal
against the “monotony” of modern industry—only too often
by people who have spent all their life in the city. The slogans
of “monotony” and of the “lack of creative fulfillment in
industry” are based on the same totally false analysis of
human life and human work as the “artistic temperament,”
the “poet who writes with his heart’s blood” instead of with
ink, or the actor who “lives his part”; that is, they are adoles-
cent and dilettante romanticism. Only the dilettante can afford
to forego monotony and tolook for “creative fulfillment.” The
professional is always the man who does a routine job. If
there is anybody who, in the traditional explanation, stands
for all the modern industrial worker lacks, it is the artist. Yet
very few assembly-line jobs are as monotonous, as empty of
creative fulfillment, and as tedious as to practice scales.

The charge of “monotony” not only overlooks that monot-
ony is inevitable, it overlooks that a considerable amount of
it is necessary and certainly good for the great majority of
men. The opposite of monotony is insecurity. Monotony means
simply that we know what is going to happen next. Complete
monotony is certainly unbearable except for a moron. But
complete insecurity is just as unbearable except for a mad-
man. Any normal human being requires a fair amount of
routine to remain sane; “battle fatigue” or “shell shock™ are
but the mental strain that results from too little monotony and
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too much insecurity. The more creative ability a man has or
the more responsibility he is willing to shoulder, the less mo-
notony he needs.

But real creative ability—ability to live largely in a world
based on one’s own inner resources—is the rarest quality in
the world. And the willingness to shoulder responsibility,
while much more general, is still confined to a small minority.
The well-known reluctance of most workers to accept a fore-
manship is not entirely due to a fear of responsibility; reluc-
tance to break established social relations with one’s fellow-
workers is often a potent and a very understandable reason.
But the fear of responsibility certainly plays a large part and
leads to a desire for monotony, that is, for security.

There are much deeper causes for the lack of industrial
citizenship than monotony. To find them we must turn from
the emotional argument of “monotony” to the few facts we
have.

According to all reports, women in mass-production indus-
try do not suffer from “monotony” nearly as badly as men.
This has shown up strikingly during this war when millions
of women, mostly without any previous industrial experience,
came to work on assembly lines and conveyor belts. Is it likely
that there are such profound differences between the sexes as
to make a woman like the routine work which a man detests?
If that were true what about the tradition that it is Eve and
the daughters of Eve who always yearn for novelty? Is it
not more likely that the difference between the psychological
and physiological effects of routine work on men and women
is a consequence of the obvious fact that women do not look
on their work in a plant as permanent, as their life’s work,
as that which gives meaning and standing to their life? They
see in it usually an interlude between school and marriage
from which they expect no satisfaction but the pay—and per-
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haps the chance to find a husband. Expecting no satisfaction
in the work itself, they are not hurt by “monotony” and the
absence of “creative fulfillment.”

Such a line of thought is corroborated by the famous ex-
periments conducted in the late twenties by the Western
Electric Company at Hawthorne, Illinois. In some of these
experiments the conditions under which the worker operated
were intentionally worsened and his work was intentionally
made more monotonous. Yet his productivity increased, his
fatigue went down and his satisfaction rose steadily as long
as the attention and recognition he received were increased.
These experiments thus showed clearly that it is not the char-
acter of the work which determines satisfaction but the im-
portance attached to the worker. It is not routine and monot-
ony which produce dissatisfaction but the absence of recog-
nition, of meaning, of relation of one’s own work to society.

Wartime experience has gone even further in teaching us
the same lesson. In Great Britain, according to all observers,
the war brought the industrial worker a satisfaction, a feel-
ing of importance and achievement, a certainty of citizen-
ship, self-respect and pride which he had never known before.
Yet this went hand in hand with a tremendous increase in
mechanization. In this country there is the example of the air-
craft manufacturer on the West Coast who, in the early stages
of the war, was faced with what appeared to be an unsur-
mountable problem of bad morale among the workers: ab-
senteeism, “quickie” strikes, slowdowns and slipshod work.
Increases in wages brought no improvement; nor did better
hours, better transportation, good nurseries for the children
of employees, improved shopping facilities. Finally it was
found that the workers had never seen any of the planes they
were producing, had never found out where the part they
worked on fitted and had never been told how important this
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part was to the total functioning of the plane. A big bomber
was brought in and displayed on the factory grounds; the
workers were invited to inspect it, to sit in it and to bring
their wives and children along. When finally they were shown
the part they were making in the bomber, and its importance
was explained to them by a crew member, the bad morale
and unrest disappeared at once. What had happened was that
the worker was shown his status and function in the war effort
as a responsible and valuable member of society and of the
nation at war.

These facts show very clearly what the problem is. There
is a minor problem of “monotony.” In many unskilled jobs
in modern mass-production industry those workers who have
ability and who are willing to take initiative and responsi-
bility, have little or no opportunity to assert themselves. In
the assembly-line jobs proper there is a good deal of frustra-
tion—resulting from the imposition of a uniform working
rhythm and speed which are unnatural because they are not
developed according to the worker’s own co-ordination, but
are geared to the rhythm and speed of the slowest man on the
line and then speeded up. There is also the muscular and
nervous fatigue of unbalanced body motions and one-sided
concentration which results from the confinement of the
worker to one endlessly repeated manipulation.

The major problem, however, is not mechanical but social:
in mass-production industry the worker has not enough rela-
tion to his work to find satisfaction in it. He does not produce
a product. Often he has no idea what he is doing or why.
There is no meaning in his work, only a pay check. The
worker in his work does not obtain the satisfaction of citizen-
ship because he does not have citizenship. For as very old
wisdom has it, a man who works only for a living and not
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for the sake of the work and of its meaning, is not and cannot
be a citizen.

In the war we made tremendous efforts to establish this
relationship between the worker and his product, and in the
emotional tension of total war this was comparatively easy.
But how to attain it in peace when production again is for the
individual consumer rather than for national survival? Hitler
faced this problem; and his only answer was to make war the
only goal of society. American industry will have to find a
solution under which we can produce meaningfully for peace.

Can Unionism Do It?

Two attempts have been made so far to solve the problem
of industrial citizenship: industrial paternalism and indus-
trial unionism. Both have failed to solve the problem.

The failure of paternalism is obvious. Except for a few
survivals which are just barely kept alive by respect for the
“0ld Man” who built the business, paternalism has become
as good as extinct. The reasons for its failure are obvious too.
It has been proved not only a false answer but a false answer
to the wrong problem. It rests on the basic fallacy that people
will take propaganda for reality. Paternalism attempts to
give the individual in industrial society status and function
by telling him that he has status and function. The problem
of status and function in industrial society arises because in
the modern plant the worker does not have the dignity and
responsibility of an adult but is kept in the dependence of
a child. Paternalism tries to make him feel like an adult
by treating him like a good child. The result has been—at
least in this country—that paternalist management has often
led to greater dissatisfaction than the rule of a “tough boss.”

Management has large responsibilties for the worker
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which it cannot shirk. But the solution of the problem of
function and status in the industrial system cannot be found
in doing more for the worker, in giving him more social
security, more welfare and recreational agencies, in looking
after him better. It can only lie in giving him the responsi-
bility and dignity of an adult.

To say that unionism has failed in any of its objects may
seem a joke—and one in questionable taste—now that collec-
tive bargaining is the law of the land and the union shop all
but compulsory. At the outset it has therefore to be made
clear that the statement is not meant to deny obvious facts
or to question the permanency of unions as the general and
virtually compulsory organizations of industrial labor. It is
most improbable that, even with the sharpest imaginable anti-
union reaction in this country, the fact of unionization or its
extent will be seriously questioned. The only major question
will be whether the unions are to be, as today, independent,
self-governing associations or bureaucratically run organs of
the national government. Nationalization of the organizations
of labor would certainly not lead to a relaxation of labor
laws and restrictions on management. On the contrary it
would lead to extreme government control over business
exercised in the name of the rights of labor—and it is thus
surely in the interest of corporation management to make it
possible for the present unions to remain autonomous.

But nevertheless the unions we have today in the mass-
production industries do not succeed in giving the worker
citizenship in industrial society and are not capable of giv-
ing such citizenship. The efectiveness of these unions lies
largely in their concentration on economic issues. They can
add security measures—an annual wage, or seniority—to
their demands for higher wage rates and shorter hours. They
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can attempt to seize a share of managerial power, power over
prices, policies or profits. But they are quite unable ever to
subordinate demands for economic advantages or political
power to the demands of society even though the members
themselves seek in the union above all social integration in a
community.

A second point is that unions are in inception and basic
nature negative; they are anti-bodies. They were designed to
protect the worker against management, against society. What
is needed however 1s an integration of the worker as a partner
in the industrial system and as a citizen ir society. The most
powerful union leaders are unable to get their own unions to
drop practices which are clearly anti-social, and which, unless
discontinued, will make government control of unions a cer-
tainty: jurisdictional strikes—clear blackmail against society;
the initiation fee racket—a clear denial of equal opportunities;
the penalizing of efficiency and progress through “feather bed-
ding” which in levying a private toll on the nation comes
close to highway robbery. I do not think that a single one of
the major union leaders of this country—with the possible
exception of John L. Lewis—considers these practices justi-
fiable or as in the interest of labor. Yet their combined efforts
have been completely unavailing, simply because these prac-
tices are an essential manifestation of the basically negative
tradition of unionism.

Altogether the union, like the corporation, is a basic insti-
tution of an industrial society. It has therefore to be in such
harmony with society that the achievement of its own ends
furthers the realization of society’s basic beliefs and prom-
ises. But there is a deep conflict between the negative—anti-
industry, anti-society—Ileitmotif of American unionism and
the demand of society that the unions, as institutions, con-
tribute positively to the welfare and fulfillment of society.
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This should not be an irresolvable conflict. It may not be
grounded in necessities of unionism—though unions every-
where have been afflicted with it;* it may be only the result
of historical circumstances which no longer apply. And it
is to be hoped that the unions can eventually become institu-
tions of society rather than institutions against society, and
can participate in the great and difficult job of integrating
the worker as a citizen into industrial society. So far, how-
ever, they have hardly even tackled the job.

*An extremely interesting study of this problem from the pro-labor side is
Adolph Sturmthal’s “The Tragedy of European Labor” (1943) which con-
vincingly argues that the impotence and collapse of the apparently so power-

ful labor unions on the continent of Europe was the result of their inability
to be anything else but the representative of a special interest against society.



2
THE FOREMAN: THE INDUSTRIAL MIDDLE CLASS *

IN a theoretical analysis of industrial society such as is
given in the preceding section, the problems tend to crystal-
lize around the two conceptual foci, equal opportunities and
status and function. As we project this analysis into the con-
crete reality we see that the problems to be solved are quite
different in the case of the industrial middle class, the fore-
man, and in that of the hourly worker. The foreman’s un-
solved problem is almost exclusively that of middle-class
status and function. The worker lacks equal opportunities
as well as status and function.

Only two generations ago, there were a few plants in this
country where the foreman was a semi-independent contractor
who had undertaken to supply a certain product or to do a
certain process at a stipulated rate. If he could do the job
more cheaply, the difference was his profit—in some cases
his only compensation; if he lost out on the transaction the
loss was his. In other words, the foreman was close to being
an independent businessman, except that he did not own his
capital equipment.

It is clearly impossible to run foremanship in modern mass
production industry along similar lines. But traditionally,
foremanship is still regarded very much as being the highest
position within the ranks of the working class and the first
rung on the management ladder. This concept of foremanship

* This chapter was written several months before the American Manage-

ment Association published its report on the foreman situation in May of
1945; there is considerable agreement between that report and my conclusions.
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distinguishes the American industrial system sharply from
the European. In this country, the foreman group is tradition-
ally a middle class into which any able member of the lower
class can graduate and from which any able man can graduate
into the upper classes. Even in those countries in Europe
which, like the Scandinavian countries, developed furthest
towards a middle-class society, the industrial sphere has never
been included in the middle-class concept. Foremanship has
indeed been the highest position within the European working
class. But in no country in Europe has it ever been the first
position within management. Management was not recruited
from among the foremen, but from the outside—the college-
trained engineers, the clerical, accounting, and selling depart-
ments. Foremanship in Europe has been a dead end—not a
middle-class position, but in the working class. It may be said
that in Europe the foreman has been very much like the long-
serving, non-commissioned officer who will never get a com-
mission. The American foreman too can be compared to a
platoon sergeant; but traditionally he is at the same time a
second lieutenant, and a member of the same social group as
the commanding general.

On this unique position of the foreman depends to a very
large extent American middle-class mentality and social
structure in an industrial age. If we want to maintain this
middle-class society, we must maintain the traditional posi-
tion of the foreman. That means, as far as the foreman is
concerned, that we must maintain the opportunities to rise into
management and the middle-class function and status of
foremanship.
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The Foreman’s Opportunities

The foreman of the 1870’s who ran his own department at
his own risk was in most cases unable to advance any further.
Sixty years ago the only means of advance for a foreman was
to obtain enough capital to start his own business with his own
capital equipment. It is still only a minority of foremen who
can expect to be promoted. But today there are scores of jobs
as superintendent, or plant manager, which have to be filled,
and which are filled largely by promoting foremen. Capital ac-
cumulation was undoubtedly much easier two generations ago
when there were no income taxes. Personal loans of capital
credit could be obtained under the banking methods of those
days. Yet the opportunities were still so limited as to be
almost beyond comparison with the opportunities for advance-
ment in Big Business today where the capital is already sup-
plied and where a foreman can advance exclusively on his
merits as an executive.

The question is, therefore, not whether there are enough
opportunities, but whether the opportunities are ‘“‘equal”;
that is, whether selection for promotion is according to a
rational and comprehensible scheme which the foreman can
understand, and which makes sense to him.

This is one of the problems to which the concept of decen-
tralization is supposed to supply the solution. We can there-
fore legitimately ask how a corporation which, like General
Motors, is organized on the basis of decentralization, tackles
the foreman problem.

There are three lines of attack. (1) In the first place there
is considerable emphasis throughout General Motors on ap-
plying to the foreman the objective yardstick of base pricing
and cost analysis. Each year the foremen make an efficiency
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budget of costs and output for their departments which focuses
on three main criteria of productive efficiency: output per
man-hour or (where labor with different skills is used to-
gether) output per dollar of wages; output per dollar in-
vested in machines; rate of wastage of material and of tools
through breakage, faulty work, etc. The budget, and the extent
to which a foreman lives up to it, express the foreman’s
abilities both as a leader of men and as a mechanic; for
shortcomings in either capacity will at once become manifest
in lower efficiency. In drawing up these budgets the foreman
works with the division’s efficiency experts but theirs is pri-
marily a service function—to render help and advice to the
foreman. There is a close parallel to the service staffs main-
tained by central management for the use of the divisional
manager. The necessary check on the foreman’s efficiency is
supplied, as in the case of a divisional manager, more by
the competition with other foremen and their performance
than by dictation from above. This way it is not only possible
for each foreman to know precisely how he is doing, but
management is given an objective, though incomplete, yard-
stick for the determination of a foreman’s abilities as an
executive.

(2) Equally important, though far less general, are at-
tempts to train the foreman for executive positions, and to
test promising foremen in more responsible jobs. The first
is done in a number of divisions in special foreman courses.
The aim of these courses is not only to teach the foreman the
rudiments of personnel management but also to give him an
understanding of the whole business and of the function of
his department in it. At least as much time is spent on dis-
cussing the problems of other departments and of the business
in general as on the specific training of the foreman for his
immediate job. In some few divisions an attempt is made to
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rotate a foreman within the plant—usually by calling on him
to substitute for a colleague on vacation or sickness leave.
Occasionally, foremen are in similar ways tried out in bigger
jobs, such as assistant to a general foreman.

In a good many divisions, especially those in which the
tradition of craftsmanship is still strong, the top executives
themselves take active part in the foreman training programs
and thus come to know the men and their individual abilities.
In a few others which are particularly personnel-minded, it
is made very clear through words and deeds that the divi-
sional management is on the lookout for promising men and
that it is in the interest of superintendents and plant managers
to give their foremen all the opportunities possible.

(3) Finally, in half a dozen divisions definite attempts
are being made to bring the foreman into the councils of
management, if only in an advisory capacity. Management
problems which concern either all foremen or the business
as a whole are brought before informal meetings. The fore-
men are encouraged to speak their minds, and to ask for
information; and an attempt is being made to make the fore-
men see the problems of business and the reasons for policy
decisions and rulings. These meetings, seldom formal, seem
to afford a particularly good opportunity for management
to find out who is a good man, and seem also to be regarded
by the foremen as the best means, next to the yardstick of
cost analysis, to arrive at a fair basis for selection and pro-
motion.

But all this, even if developed to the fullest extent, would
not achieve very much. Hence the question what could be done
1s very actively discussed in General Motors both from the
point of obtaining an adequate supply of executives and from
that of creating adequately equal opportunities for the fore-
man. Of the many suggestions for improvement mentioned
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to me by General Motors executives, the following sound both
promising and practical:

A foreman, before being selected for promotion to a bigger
job, should get some experience outside of his own field, if
not outside of production altogether. This would avoid over-
specialization and would also give a broader basis for a ra-
tional judgment on promotion. The assembly-line foreman,
for instance, should be asked to work as a foreman in a ma-
chine shop, if not in a clerical department or a service de-
partment. It was frankly admiited that in the short run this
might be an expensive procedure as a good assembly-line
foreman could hardly be expected to make a very valuable
contribution to the accounting department. But the belief was
also expressed that, whatever the short-term cost, it would be
repaid many times in increased efficiency and understanding
on the part of the foreman when returned to his old field, and
in increased understanding and knowledge on the part of
management of the quality of each foreman.

Along the same line was a suggestion to work out a definite
policy of trying out foremen in bigger jobs, such as that of
assistant to a superintendent. It was felt that thereby manage-
ment would not only learn a great deal about the real abilities
of its junior executives; above all, the foreman would learn
himself whether he is really able and willing to assume the
added responsibility. To give the foreman a chance to find out
for himself what a bigger job is like should result not only in
a better and more satisfying selection, but also in much more
contentment on the part of those not selected for promotion.

It was suggested several times that promising foremen who
had given proof of their fitness for bigger jobs should be
given an opportunity for some intensive training—either in
courses for senior foremen or through some other form of
“post graduate” training for promotion. This would eliminate
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what was considered a particularly unsatisfactory feature of
the present system: that a number of men who are promoted
from foremanship to a higher position, fail to do a good job
because of lack of training, and have to return to their old
job as foreman which makes them feel disgraced and dis-
contented.

None of these ideas is put forward as a panacea. They
illustrate however the fact that the problem of equal oppor-
tunities for the industrial middle class is mainly one of tech-
nical imagination and organization; for the opportunities
themselves exist. They also show that, while still far from a
completely satisfying solution, the problem is a soluble one.

The Foreman’s Job

Far less favorable than the foreman’s equal opportunities
are his status and function as the industrial middle class. It
is actually doubtful whether there is a place for such a middle
class in the industrial system. Certainly, during the last fifty
years—and especially during the last fifteen—the foreman
has lost rapidly in status, in function, and in the chance for
individual fulfillment in his job. He has become, or at least
tends to become, the “forgotten man” of American industry.

It is ironical that perhaps the gravest threat to the func-
tion and status of the foreman group has come from the in-
crease in his opportunities. The foreman of seventy years ago
was directly under the owner or the chief executive of the
business. This severely limited his chances to become more
than a foreman without accumulating capital; it is the de-
velopment of the hierarchy of executives between the foreman
in the plant and the president of the corporation which has
given the foreman group the chances for advancement which
it has today. But the absence of this hierarchy also gave the
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foreman an autonomous status and a vital function, compara-
ble to that of the divisional manager of today.

Seventy years ago, the foreman, ever. if not a semi-
independent contractor, was a partner in managerial de-
cisions and in policy making, and the undisputed boss of the
workers under him. Today, with a large group of executives
above him, most of this function and authority of the fore-
man has been taken away. Managerial decisions are made on
a level so far above his that it takes a determined effort on
the part of management to keep the foreman in contact with
these decisions. To make him a partner in them is practically
impossible. Production methods have become largely a mat-
ter of specialized technical training instead of being based on
the foreman’s lifelong experience; the work is thus necessarily
almost completely in the hands of process engineers, time-
motion-study experts and trained production men. At the
same time the growth of the industrial unit has made it
necessary for the business to have a labor policy binding on
the foreman. This means that he no longer can hire and fire
as he sees fit, that the decisions how to use the men under
him is largely in the hands of a trained personnel manager
with aptitude tests and time-motion studies, and that there is
very little scope for the foreman’s traditional job of training
skilled workers. The growth of Big Business has tended to de-
prive the foreman of all managerial function and to make of
him a gang boss, whose job it is to see that executive orders
are carried out.

Even this function has largely disappeared, as a result of
the unionization of the workers, which has substituted the
impersonal authority of a contract for the personal authority
of the foreman. Also unionization means that questions of
labor policy—whether raised by employer or employee—
have to be handled on a level of management far above that
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of foreman since they are likely to involve the entire plant.
The insistence of most unions on carrying grievances and
other questions of labor policy and treatment directly to
plant management instead of to the foreman, on a centralized
agency for hiring and firing, and on pushing aside the fore-
man in practically all such matters, is usually regarded by
management as a sinister attempt to undermine discipline
and managerial authority in the plant. But even if union
leadership were most desirous to collaborate with manage-
ment, it would still tend to go over the head of the foreman
simply because, from the point of view of the union, it is a
waste of time to negotiate with someone who lacks the power
to make a decision, and who cannot commit the company to
a definite policy. The foreman, caught between a strong union
and a strong management, will normally try to shirk an issue
in which he might have to decide between two so powerful
groups.

That the foreman himself regards his position as threatened
shows clearly in the success of the recent drive to unionize
foremen. True, this drive was caused as much by special
and transitory wartime dislocations as by long-term dis-
turbances. True also that a group can unionize without losing
its middle-class character. The Newspaper Guild has not made
“proletarians” out of reporters; nor has the American Teach-
ers’ Union made school teachers any less middle-class
minded. Altogether a good case can be made out in favor of a
professional association of a large middle-class group work-
ing under similar conditions and beset by the same problems.
All this, however, misses the point. Foreman unionization is
only a symptom. It is not the cause but only one expression
of a pretty general change in the foreman’s outlook. This
change in outlook is itself only the result of a change in basic
conditions under which the foreman has become less of a
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second lieutenant and increasingly a long-serving sergeant.

This shows very clearly in the twofold way in which the
terms “executive” and “management” are used. So far in
this book, I have used both terms so as to include the fore-
man. This is, indeed, the usage of General Motors top officials
and of some of the divisional managers. This usage is how-
ever opposed by some of their associates who feel that the
foreman is not a part of management, cannot be organized
on the basis of decentralization, and does not have any share
in managerial decisions.

This split terminology reflects a split in the actual position
of the foreman in the company. As a deliberate policy the
foreman is put on a basis essentially different from that of
the hourly worker under him. He is on a straight salary which
has to be at least one-third higher than the average of the five
highest paid men working under him. He enjoys seniority
rights in layoffs over the hourly workers. In regard to vaca-
tion with pay, retirement pension, and severance pay, he is
treated as a salaried junior executive. In addition, several
divisions have tried to set the foreman apart by providing
special cafeterias for him, exempting him from time-clock
punching, etc.

Beyond these formal provisions, there is however no unity
in the position of foreman. Some divisions try to make the
foreman actually a member of management. In some of the
smaller car manufacturers or accessory divisions the fore-
men not only feel themselves a part of management but are
a part of management actively and responsibly participating
in managerial decisions, production planning and labor
policy.

But there are also divisions, among them some very large
ones, where the foreman is at best a gang boss. In one he is
hardly even that. A special department of divisional manage-



AS A SOCIAL INSTITUTION 173

ment handles all hiring and firing, and also determines where
each worker is to work and how. For each worker and each
job, this department works out the best procedure through
time-motion-studies, aptitude tests and discussions with the
worker. The foreman is hardly even consulted. His only job
is to see that the production method arrived at in collaboration
with the individual worker is observed. He has no right to
change it, though he may ask for a revision; the only thing he
can do is to ask for the transfer of a worker with whom he
cannot get along.

In spite of these disparities of thought and practice, Gen-
eral Motors experience is clear enough on two points. The
first is that the foreman himself does not want to give up his
middle-class position, and that he will support managerial
attempts to preserve it. This shows for instance in the fact
that so far there has been comparatively little pressure for
foreman unionization within General Motors. Yet the Detroit
area is otherwise one of the strongholds of the foremen’s
union; and the wartime dislocations usually held responsible
for the unionization drive were particularly noticeable in Gen-
eral Motors with its tremendous wartime expansion. Even
men within the foremen’s union itself told me “off the record”
of the conviction of General Motors foremen that there is a
genuine desire on the part of their top management to give
them real authority, status and function.

The second conclusion is that the extent to which the
foreman can retain his middle-class status in modern mass-
production industry depends on the extent to which decentral-
ization functions. Wherever decentralization—at least in part
—has been made to reach the foreman, he is a junior exec-
utive; wherever it has failed to integrate him into manage-
ment he is no better than a gang boss.

We can now answer the question whether foremanship in
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modern mass-production industry is a middle-class position
or not. It is not correct that the foreman is a member of man-
agement and that he has status and function as such as the
employers’ organizations maintain in their fight against the
unionization of foremen. It is equally incorrect that the fore-
man in modern mass-production industry is not a member of
management as is asserted by the foremen’s union. What is
correct is that the position of the foreman in modern mass-
production industry is marginal. He can be made a member
of management at the cost of serious effort and hard work.
Yet he can never be quite secure in his middle-class position;
decentralization cannot be pushed all the way to the fore-
man’s level because of modern technology as well as because
of modern labor relations.

American industry in general not only has to work out
systematic policies on foreman training; it will also have to
make it a general practice to bring the foreman everywhere
into the councils of management. These attempts will be well
worth.the cost—not only from the point of view of society
but from that of the corporation as well. Without the active
support of a consciously middle-class foreman group, man-
agement would be unable to maintain itself within the plant;
and without the active support of the industrial middle-class
free enterprise would soon cease to enjoy popular support.
Yet even if much more is being done to strengthen the status,
function and authority of the foreman than appears possible
at present, the social position of the industrial middle class
is likely to be ambiguous. It is an in-between position between
worker and management pertaining of the nature of both. If
the working class is proletarized, the foreman will be pro-
letarized too.

If our industrial society splits inio the civil war of the
class-war concept, the foreman who lives between the two
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camps cannot but be deprived of the autonomy and dignity
of his traditional middle-class position. The foreman problem
can never be solved by attempts on the managerial level alone.
His position depends as much on the position of the worker
under him as on his relation to the manager above him. If
the worker too is integrated into the middle-class concept of
American life—if in other words the worker too has status
and function in industrial society—the foreman’s position in
our society will be secure as a middle-class position. Other-
wise it will at best be very precarious. In the last analysis the
key to the solution of the foreman problem lies in the solution
of the problem of the worker.



3
THE WORKER

THE analysis of the foreman’s opportunities and middle-
class position has made it clear that decentralization as a
principle of industrial order can be applied only where there
is at least a rudiment of genuine executive functions. It can-
not possibly be the basis for an integration of the worker into
industrial society; for it is almost the definition of the in-
dustrial worker that he does not direct but is directed.
Nowhere can the problem of the worker’s industrial citizen-
ship be seen in purer form, and nowhere is the absence of a
solution as grave a matter as in the American automobile
industry. The automobile industry stands for modern industry
all over the globe. It is to the twentieth century what the
Lancashire cotton mills were to the early nineteenth century:
the industry of industries. The performance of all industry is
likely to be judged by it. Any solution it might find to give
the worker citizenship in industrial society would become the
general solution. No solution found elsewhere would have
much meaning unless it could successfully be applied in the
automobile industry. Detroit is the industrial city per se;
and, for better or worse, as Detroit goes, so goes industry.
The automobile industry is also the industry with about
the worst relations between labor and management—sur-
passed by none in mutual bitterness, and matched only by
such traditional sources of industrial infection as coal mining
and rubber. The main cause of this industrial antagonism
which belies the very foundation of American beliefs and

promises is the absence of a workable solution of the twin
176
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problems of equal opportunities and of status and function
of the worker.

There are a good many other contributory causes of the
bitterness, distrust and hostility with which the labor situation
in the automobile industry is charged. There is, first, the
legacy of the 1937 sit-down strikes, which more than any-
thing else prevents either side from approaching a common
problem in a spirit of understanding and sympathy. Because
of 1937, far too many people in management prefer even
today to escape into the belief that workers are a race apart
and almost subhuman, and that all labor leaders are crooks
and gangsters, rather than face a difficult and dangerous
problem. Because of 1937, there are also far too many work-
ers who avoid thinking by convincing themselves that all
bosses are fiends. The years of sniping and backbiting of
which the sit-down strikes were the climax have warped the
perspective even of the sanest men on both sides.

An additional cause of conflict in the automobile industry
is its concentration in a few counties of southeast Michigan,
which isolates it from the rest of the country. There is further-
more a latent antagonism between the managerial group with
its roots largely in the “old stock™ of the mid-western small
town, and the workers who are very largely first or second
generation immigrants from eastern or southern Europe, re-
cent arrivals from the West Virginia and Tennessee hill-
country or Negroes. Thus, there is a tendency, especially
among the lower ranks of management, to feel superior to
the worker, or at least to see him as an alien.

All these disturbing factors are effective only because of
the absence of an integration of the automobile worker into
industrial society through equal opportunities and through
status and function. The memory of the labor troubles of the
thirties, the lack of homogeneity between management and
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labor, supply only the sparks; the dynamite lies in the fact
that the automobile industry, as our youngest and most repre-
sentative mass-production industry, exhibits the unsolved
basic problem in its clearest form. In other fields this problem
is still obscured by the traditions of the small shop, or by the
rich lore of an old craft as in printing and steel making. In
the automobile industry the problem is in the open. Detroit
and its smaller satellites in the automobile country are the
industrial centers which most clearly pose the vital problems
of industrial society. From one point of view this means that
conditions in the automobile industry, in spite of all appear-
ances to the contrary, are comparatively healthy; at least the
wound is a clean one. Seen from another angle, however, this
makes conditions in the industry most difficult and their solu-
tion most urgent.

The extent to which the worker lacks equal opportunities
to advance shows clearly in the way in which both manage-
ment and labor look upon the worker’s chances. There is
an ever-growing tendency among plant managers to depend
on outside sources rather than on the men in the plant for
their supply of foremen and other junior executives. The de-
gree of an engineering school or a college, or work in the
clerical, accounting or sales departments, today constitute the
preferred qualifications for foreman and junior executive in
many mass-production plants. This is particularly pronounced
in all assembly-line processes; even where an assembly-line
foreman comes out of the ranks of the workers, he has rarely
been an assembly-line worker.

The worker shows his estimate of his opportunities in the
demand for seniority as the basis for promotion instead of
achievement. Even more revealing is the common belief of
mass-production workers that the only chance for a smart
man to advance today lies in work in the union and not in
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work in the plant. Finally, there is the fact that the mass-
production worker, on the whole, does not want his children
to follow in his footsteps; he is convinced that their best
chance for social and economic advancement lies in avoiding
work in a plant by going to college—a glaring contrast to
the pride of the old craftsman in his traditional and often
inherited profession.

Even so, the opportunities for the hourly worker in the
mass-production plant are much better than his status and
function. The modern mass-production plant needs so many
executives that, even with a growing reliance on sources out-
side the plant, a comparatively large number of workers
achieve promotion eventually. But there is little chance for
anybody below the executive level to find satisfaction in a
job whose relation to reality is very obscure. For the great
majority of automobile workers, the only meaning of the job
is in the pay check, not in anything connected with the work
or the product. Work appears as something unnatural, a dis-
agreeable, meaningless and stultifying condition of getting
the pay check, devoid of dignity as well as of importance. No
wonder that this puts a premium on slovenly work, on slow-
downs, and on other tricks to get the same pay check with less
work. No wonder that this results in an unhappy and dis-
contented worker—because a pay check is not enough to base
one’s self-respect on. Perhaps the best way to sum up is by
quoting a craftsman of the old school whom I met years ago.
He bad just decided to leave a well-paid job in the automobile
industry. When I asked him why he was unhappy in Detroit,
he said, “The whole place is on relief; even if they have jobs,
they still behave and act as if they were unemployed.”

There are two standard reactions to these facts. The one is
to pretend that things are as they should be. This is the atti-
tude both of the confirmed stand-patter and of the confirmed
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Marxist; for both conditions are precisely as they have to be
under the capitalist system. That the one uncritically endorses,
while the other uncritically condemns, everything connected
with this system, makes little difference in their basic nega-
tivism. Even less constructive is the second reaction: that of
the agrarian romanticist who considers industry the great
betrayal, and who knows no answer except to make undone
all that has happened during the last two hundred years.

I am well aware that we have no workable solution to the
problem; and nothing would appear to me to be more danger-
ous than the attempt to conceal this by rhetoric or—the most
dangerous deception of all—by advertising some “infallible”
nostrum. But it also seems to me that the failure to find solu-
tions so far does not prove that they cannot be found through
hard work and hard thinking. We could not possibly have
found lasting solutions in the very short time—not much
more than fifty years—since we first became aware that such
a problem exists; and it was much later, probably not before
the Great Depression, that this country first realized the cen-
tral importance of the problem of the worker’s citizenship in
industrial society.

Equalizing Opportunities

The first and most obvious step to give the worker equal
opportunities is to offer him a training that will put him on
an equal competitive level with people who have had a chance
to go to engineering school or to college. In General Motors
this is being attempted by the General Motors Institute which
offers many courses on basic as well as on special subjects,
ranging from mechanical engineering to such lesser skills
as operating a comptometer.

One division on its own goes considerably further and has
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an elaborate system of apprenticeship schools supplemented
by special work offered at a near-by engineering college for
employees of the division. These courses are devised in such
a manner as to make anyone who successfully finishes them
eligible for promotion to a supervisory position. They are
partly given on company time though, in addition, six to
eight hours of the worker’s own time are required each week.
It is the policy of this division to try to have every new worker
in the plant enroll in the program. The program has the full
support of the foremen, who in many cases are themselves
graduates of this apprentice training scheme and who also
furnish most of the teachers for it. Yet just enough men have
the energy and drive to go through the program to fill the
division’s need for junior executives—a good indication that
there is little to the fear voiced sometimes that offering train-
ing facilities to employees will lead to an unusable surplus of
overtrained people.

A second line of approach is to give men the opportunity
to show latent talent and to acquire knowledge and training
within the plant. This is done in some divisions by rotating
workers periodically from job to job which shows what kind
of a job the man is most fitted for. In some of these divisions
an effort is made to give workers with ability a chance of
proving themselves in responsible positions by trying them
out in such jobs as that of jobsetter or instructor for new
employees.

Less promising in my opinion are several attempts to
“screen out” capable workers for jobs requiring greater skill
or greater independence through formal psychological or ap-
titude tests, as is advocated by some of General Motors’ per-
sonnel experts. Such tests never measure the important thing,
the integration of specific traits and skills into a personality.
While they can say with a fair degree of reliability that a man
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is unfit for a particular line of work requiring definite quali-
ties of the mind or of the hand, they can never tell what a man
is fit for, let alone whether he is fit for a position of leader-
ship. But even if an infallible test could be devised, its use as
a basis for promotions would be ill-advised, for it would lack
precisely that element of rational comprehensibility which a
scheme of promotions must have to fulfill the promise of
equal opportunities. However, in deciding where a new man
should start, there is probably a field for tests, particularly
if used as a complement to experienced judgement rather than
as a substitute for it; perhaps as suggested by one executive,
we could thus direct the least able and least ambitious work-
ers into the most mechanical jobs.

Finally, some divisions use methods of stimulating the
worker’s interest in his work. These include not only informa-
tion about his job but also definite rewards for inventiveness
and for an analytical attitude on the part of the worker. These
methods, while definitely designed to provide tests of indi-
vidual abilities as a yardstick for advancement, find their
widest application in respect to the problem of status and
function.

The Plant Community

As for the worker’s status and function the war showed us
how much there is to be done and a few things that can be
done. The war brought into the plants hordes of people who
had never before been inside a factory, and who did not
just accept industrial conditions as a matter of course but
wanted to know why they were doing what they were expected
to do. The difficulties in using these new employees in the
traditional fashion forced a good many plant managers to
develop new methods. In addition, the war supplied an
emotional factor which made production meaningful—in
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marked contrast to peacetimes. This, too, showed what should
be done as well as a few things that could be done. While the
emotional stimulus of war production was ephemeral, some
of the lessons of war should—and perhaps will-—be remem-
bered now that the war is over.

The first great lesson which might be applied te peacetime
industrial society is the flexibility of the concept of modern
mass production. Prior to the war, mass-production techniques
were on the whole applied with a rigidity which saw in the
automobile assembly line the only valid use of the concept
of mass production. The war showed that this type of as-
sembly line is neither the only application of the concept, nor
in all circumstances the best. It showed further that the con-
cept of the human contribution to production as a minor
appurtenance to the machine that was inherent in the orthodox
assembly line, is neither the only possible concept, nor always
the best. We learned that mass production is much more
than a technique. It is a broad concept based on the combi-
nation of three factors: standardization and interchangeability
of parts; a principle of production which sees each process
as a composite of elementary and unskilled manipulations;
and a principle of materials control which aims at bringing
all pieces needed for any given step of the operation to the
operator at the same time.

The new understanding has tremendously expanded the
field to which mass-production methods can be applied. We
have learned that any operation can be handled by modern
mass-production methods if the volume is only large enough.
Neither the difficulty of the operation nor the precision re-
quired make much difference. This is perhaps the greatest
single technological advance made in this generation. At the
same time we have learned that it is neither necessary nor
always efficient to organize all mass production in such a
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manner as to have the majority of workers confine themselves
to doing one and only one of the elementary manipulations.
We have learned that we can, though not always, organize
mass production in such a manner that the individual worker
is not tied to the speed and rhythm of an assembly line, that
is to the speed and rhythm of the slowest and most uneven
member of the chain. And it is the subordination of the indi-
vidual speed and rhythm to that of a line that is responsible
for most of the fatigue and nervous disturbance caused by
assembly-line work. We have also learned that it is not neces-
sary, in all operations, to confine the worker to one endless
operation which is never finished, and which never finishes
anything—the factor most responsible for the lack of satis-
faction in assembly-line work.

There are countless examples of our new freedom in using
mass-production methods. Again and again during the war,
unskilled workers had to be used for a new and highly skilled
job, simply because skilled men were not available. It was
impossible to “lay out” the job in the usual assembly-line
fashion in which one unskilled operation done by one un-
skilled man is followed by the next unskilled operation done
by the next unskilled man. The way out of this dilemma was
to reconstruct—as in a jigsaw puzzle—a skilled job out of
its unskilled components. The operation was broken down into
its unskilled components like any assembly-line job. But then
the unskilled components were put together again with the
result that an unskilled worker, doing a series of unskilled
operations, actually performed the job of a highly skilled me-
chanic—and did it as reliably and as efficiently as had been
done by skilled men. Yet each man turned out a complete part
at the speed and with the rhythm best suited for him. Each
new employee worked through the analysis of his job. “We
take him into our confidence” was the way one personnel
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manager put it. He was then given a chart which showed the
operation, step by step; for every step it gave a list of the
things the worker had to look out for—temperature, speed,
etc. Finally the chart gave for every step the reason why it
was being done and what it achieved.

An even more radical departure from the layman’s picture
of the assembly line as something based on gadgets could be
found in a General Motors accessory division in Michigan
which was making bomb sights for the Royal Air Force. Here
the main problem was not one of speed and precision but one
of balancing several dozens of extremely delicate instruments
against each other in the final assembly, something like the
well-known children’s game in which several little beads in a
closed case have to be coaxed into holes. This required not
only infinite patience but a complete absence of tension which
was finally achieved by standing the assembly-line technique
on its head. The most advanced methods of materials-flow
were used and every worker on the final assembly line re-
ceived at the same time all the parts needed for his job. But
the object of this was not, as on the traditional conveyor belt,
to impose speed on the worker but to slow him down to a
leisurely and relaxed pace. Each assembly-line worker did
the entire assembly job. The parts for the next job did not
arrive until he signaled for them. On the final job of balanc-
ing there was no time limit at all—in some cases the parts
“clicked” in a few minutes, in others it took days. If the
balance was not achieved on the first few tries, the worker had
to take out some time, cither resting or working on another
purely mechanical job.

This was admittedly a freak. Yet it contained important les-
sons. The job had been tackled by several first-rate engineer-
ing firms in this country and in Britain. They all had tried to
use the orthodox assembly line and had {failed to get any pro-
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duction. They concluded that the bomb sights could not be
made by modern production methods at all; and that was un-
doubtedly a correct conclusion as far as traditional assembly-
line techniques were concerned. The final solution, however,
not only showed that modern methods could be used. It also
showed that properly, that is imaginatively, applied, these
methods would produce bomb sights many times faster than
the skilled craftsman could, and at a fraction of the cost. And
though they have no data to prove it, the executives responsi-
ble are convinced that these methods, developed to cope with
an emergency, would prove faster and cheaper if applied to
several products normally turned out on the orthodox as-
sembly line.

Equally illuminating is the experience of another division
producing electrical accessories. This division was suddenly
called upon to increase the production of an item badly
needed by the Navy. It had been producing this item all
along; moreover it was a product closely resembling one of
its main peacetime products. There should have been no
problem of design or production methods. But the manpower
shortage in its own area forced the division to move the job
to another city with a surplus of labor, though of completely
unskilled and inexperienced labor. Hence the job—originally
semiskilled—had to be redesigned for unskilled men. The
solution, apparently developed independently, was the same
as in our first example. The skilled job was reconstructed as
a series of unskilled operations to be performed in sequence
by the same worker. Each worker was taken individually
through the process of designing the whole series of opera-
tions. He was shown the finished product and its functions and
led back, step by step, to the first manipulation. Several thou-
sand new workers, practically all without previous industrial
experience, produced a precision product withina few months,
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plant to instruct and to lead them. This new and improvised
plant apparently produced as fast and as cheaply as the old
methods used in peacetime. Exact comparison is not pos-
sible, but as far as the available data go, they seem to show
that the new technique which replaced the assembly-line-in-
space by an assembly-line-in-concept, and which thus enabled
one man to turn out a finished product all by himself, was as
efficient technically as the old methods. And of course it was
many times more efficient in terms of human satisfaction,
identification of the worker with his work and understanding
of product and process by the worker.

The second great lesson of the war was that it is really not
true that the worker is happy and contented if he gets nothing
out of his work except the pay check, or that he is not inter-
ested in his work and in his product. On the contrary, he
yearns for a chance to know and to understand as much as
possible about his work, his product, his plant, and his job.
Plant management was forced to use its imagination to estab-
lish a relation between the war-worker and his product, not
out of humanitarian reasons but for the sake of greater effi-
ciency. The result of such attempts was everywhere an increase
in efficiency and productivity, as well as in worker morale and
satisfaction.

One of the smaller divisions of General Motors in northern
Michigan converted from the production of steering gears to
army carbines. This made necessary a considerable expansion
of production and employment with most of the new workers
entirely alien to industrial processes; at the same time, the
job required great care and precision. The management
worked out a plan under which a special department of skilled
men was entrusted with the training of new employees. The
new worker was first put on a machine and left there working
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for a few days to become familiar with the “feel” of industrial
work, the atmosphere, noise and smell of a big plant. Then a
man from the special department took him—or her; most new
workers were women—out to the target range, showed him
a carbine, took it to pieces, explained how it works, and
showed the part on which he himself worked. Then the new-
comer was asked to fire a few shots with the carbine. How im-
portant precision is, was being shown by direct demonstration.
After the new worker had fired a carbine in which the part
which he himself produced was accurate according to specifi-
cations, he was given a carbine in which his part was too small
or too big; the effect on the functioning of the rifle was imme-
diately apparent. After this, the representative of the special
department and the worker sat down together to work out the
most efficient production methods based on time-motion-
studies of the job and on the individual’s rhythm. In each
case, the precise procedure was worked out individually and
with due consideration for the worker’s individual physical
and psychological characteristics. Most important, it was the
worker himself who worked out the procedure and set the
schedule, with the trained expert confining himself to guid-
ance, advice and assistance. The final result was then drawn
up in a chart. The worker knew not only what he did at every
step but also why. This established a direct relationship be-
tween the worker and his contribution to the war effort
through his work, and an acceptance of the most advanced
methods of production onhis part as something he had worked
out himself. In a district known for its high labor turnover
and absenteeism, this plant succeeded in keeping both below
the peacetime ratio. Perhaps even more important was the
fact that the production schedule established by the worker
himself topped in almost all cases the norm set by time-mo-
tion-studies; and the actual performance exceeded in a good
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many cases that of the production schedule. So successful has
the plan been that this division is firmly determined to main-
tain it after reconversion to peacetime production.

A good many managers have realized under war-pressure
that the worker who takes pride and interest in his work s a
better worker and a better citizen. They have also come to
understand that, in the past, they have been deficient in
imagination and have failed to see both the worker’s need for
a relation to his work, and the ways in which this need can be
answered. Early in the war one divisional manager of Gen-
eral Motors—a model employer with very good welfare and
training facilities for his workers—almost turned down an
offer from the Army to bring to the plant one of its big
bombers for,which the division was producing several hun-
dred vital but small parts. It seemed to him not only a waste
of time that would be better spent on production, but also
without interest to the workers. To his amazement, this visit
created the most intense excitement among the workers and
resulted in an almost unbelievable increase in morale and
productive efhiciency. It was not, however, the story of the
exploits of the bomber in combat which made this impression
but the interest of the bomber’s maintenance crew in the pro-
duction of the plant. It was from the maintenance crew that
the workers first learned what the parts were which they had
been producing for two years, where they were used in the
bomber, and how important they were. It had never occurred
to management to inform the workers of such elementary
facts; nor had it ever occurred to management that knowledge
of these facts might have any effect on worker morale and
productivity. The manager has himself concluded from this
experience that it is his most important reconversion job
to establish a relationship between the workers and their
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peacetime product as close and as satisfying as that estab-
lished by the bomber visit.

The third lesson for postwar policy that is to be found in
the war experience is the extent to which in our prewar econ-
omy we let go to waste that most precious of all creative assets,
human inventiveness and imagination. The wartime suggestion
plans aimed at improving technological efficiency by provid-
ing a mechanism for workers to make suggestions, and by
rewarding them for successful suggestions. They were a real
help to war production wherever new products or new proc-
esses had to be developed. And even in plants which continued
pretty much on their prewar basis, they were a tremendous
success as far as the interest of the workers was concerned—
proving again the fallacy of the argument that the worker is
interested only in his pay check and not in his work.

In the one year 1944 the 400,000 employees of General
Motors made more than 115,000 written suggestions for im-
provements. Even taking into account the emotional stimulus
of the war and the fact that—in contrast to the carefully
planned peacetime production—there was much room for
improvement in the hastily improvised and continually
changing production of war goods, the total of suggestions is
staggering. And it should not be forgotten that for every
suggestion made in writing there was probably another made
orally and without a record, and another which a worker
meant to make but never did.

At the same time only one quarter of the 115,000 sug-
gestions made—some 28,000—were usable, the rest were
useless. Divisional managers on the whole leaned over back-
ward to accept suggestions; all suggestions were carefully
investigated by a committee of plant executives who had in-
structions to use as many suggestions as possible. A worker
did not have to have the answer for his suggestion to be ac-
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cepted; it was sufficient for him to have had the germ of a
usable idea. Yet, three quarters of all suggestions could not
be used. That the great majority of workers had not learned
enough about the plant to understand their own work, shows
that the plant does not offer them adequate facilities for learn-
ing, just as the number of suggestions made proves that they
want to learn and are eager to take an active part.

Where to Begin?

There are three conclusions to be drawn from this analysis
of the war-experience. The main job lies in the field of imagi-
nation and attitudes—on the part of management as well as
on that of labor. The best place to start are such non-contro-
versial, purely technical fields as working methods, products
and community life in the plant. Finally it must be realized
that, at present, we do not know enough to treat the problem
itself; we can only doctor the symptoms. But while such
“social gadgeteering” will not solve any of the problems it
may give both management and labor the imagination to
work on the problems themselves—imagination they lack at
present.

There are several areas in which work—even though only
“gadgeteering”—seems possible: The one in which important
results might be achieved fastest is clearly that of the imagi-
native use of mass-production methods. For work in this area
requires precisely the technical imagination in which modern
management excels. Not that results will come fast. In the re-
conversion period most plants are going back to the orthodox
methods used before the war; and we would not want them to
do otherwise as, during this period, our first consideration
must be maximum speed and maximum employment rather
than experimentation. Also, there are a good many processes
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—the final car assembly is one—where the orthodox assembly
line will remain the only efficient method of production. But
because industrial managers are trained to think in terms of
cost per unit, the imaginative application of mass-production
methods with its promise of greater efficiency may come more
easily to them than work or thought not directly related to
costs. For this reason we need a systematic evaluation of the
haphazard, almost accidental developments of the war period,
and a sound and consistent theory of the mass-production con-
cept. Listening to engineers and production men talking about
their experiences with mass-production methods—many of
them quite oblivious of the fact that they were actually doing
new things—I was struck again and again by the need for a
new theory of mass-production technology, more or less a
complement to Frederick Taylor’s famous studies but with
the focus on the individual worker rather than on the indi-
vidual manipulation.

In the relationship between worker, product and plant—
the second area in which constructive work is possible—we
should try to attain in peacetime the same identification with
the product and the interest in it that were the result of patri-
otic fervor and of the glamour of war production. Admittedly,
to turn out hinges for automobile doors is less dramatic than
to turn out the same hinges for airplane cockpits. Yet even
work on ordinary door hinges is more satisfying and more
meaningful to the worker if he knows what the product is,
what it is being used for and how it is being made. Not that
we should make the worker into an expert engineer or a pro-
duction man; but it is unnecessary and demoralizing that so
many workers in the modern plant know neither how their
machine works nor what mass production is.

This is not the place nor am I competent to discuss the
techniques of this new job of labor relations. But it is fairly
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obvious that they would have to be based on a complete re-
versal of what normally—and wrongly—is considered the
basis of such relations: to tell the worker what he is supposed
to be wanting to know. The basis must clearly be a willingness
to listen to the worker in order to find out what he really wants
to know, and what he does or does not know. For this purpose
the unusable majority of workers’ suggestions for technical
improvements might be used. For “worthless” suggestions
should tell a great deal about the worker’s wants, needs and
desires. The very fact that a suggestion has been made, attests
not only to the worker’s interest in his job but also to his feel-
ing that the job is not done as well as it could be. And because
every suggestion is concrete and arises out of the worker’s own
experience, conversation, demonstration or instruction based
on it is directly relevant to the worker, in marked contrast to
leaflets, speeches or “educational literature.” For this reason
alone, every effort should be made to retain the suggestion
plan in peacetimes.

This is generally accepted. Yet few suggestion plans have
ever been really successful in peacetimes. There are two
major obstacles:

First there is the foreman’s attitude toward a plan under
which his subordinates are expected to make suggestions for
better working methods. During the war when most of the
products and processes were new and untried, it was easy
for the foreman to admit that the workers under him knew
more or better than he himself; for nobody knew much about
the product or the process at the start. In peacetime, how-
ever, the average foreman is apt to resent it as criticism of
his efficiency and ability if one of his workers is able to
suggest an improvement which had escaped the foreman him-
self. In the past this has been a serious problem. Perhaps the
answer would be to have the foreman himself benefit finan-



194 CONCEPT OF THE CORPORATION

cially from successful suggestions for improvement made by
members of his department.

Much more difficult is the reluctance of workers to suggest
an improvement which will make production more efficient
and thus deprive fellow workers of their employment. During
the war, when every plant could use more people than it could
get, this was a comparatively minor problem. Even so, employ-
ers found it advisable to compensate workers affected by an
improvement suggested by one of their fellow workers; other-
wise, even under wartime conditions, there would have been
terrific pressure against such improvements as contrary to the
interests of labor. In peacetime, as all past experience has
shown, this pressure tends to become so heavy as to make it
virtually prohibitive for any worker to suggest an improve-
ment. Obviously this is intimately connected with the problem
of full employment. But even in very good times there is an
apparently irreconcilable conflict between the worker’s desire
to show his ability, and his loyalty to his fellow workers. How-
ever much this loyalty may be deplored by the theoretical
economist who holds that labor in the long run will benefit
most from technological advance, it is not only an ineradi-
cable, it is a commendable attitude.

To resolve this conflict several industrial plants have tried
to eliminate the features which make a successful suggestion
appear a threat to the plant community. One accessory divi-
sion of General Motors which for twenty years has operated
a suggestion scheme with good success promises that for a
considerable period no suggestion will lead to decrease in
employment or to an increase in the number of pieces each
worker on the job is supposed to turn out per dollar of pay.
A successful suggestion thus means higher production but
also higher pay for all and unchanged employment—at least
for a considerable period. But while this minimizes the con-
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flict, a resolution can only be reached if we succeed in enlist-
ing the worker’s loyalty to his fellow workers on the side of
the suggestion plan, that is, if we make the individual work-
er’s suggestion profitable and advantageous for the plant com-
munity.

This is the principle on which Soviet Russia has been
running its industrial suggestion plan which is the perhaps
most successful feature of the Russian industrialization drive.
We might well study seriously the Russian policy which sets
aside half of the savings resulting from a suggestion during
the first twelve months for such services to the plant com-
munity as housing, a plant hospital or a plant school. How-
ever, the forms in which the workers of a Russian plant bene-
fit from a suggestion made by one of their number could
hardly be adopted in this country; they are straight paternal-
ism. But it might be effective to use part of the savings result-
ing from a suggestion to insure the plant community against
the three things the modern worker fears most, chronic sick-
ness, old age and unemployment. Such insurance funds would
not put the worker and his private life under the paternalist
control of his employer; and they might well be supervised
by joint labor-management boards. The chronic-sickness pro-
visions would probably be restricted to cases not covered by
the ordinary sickness and accident insurance in force in plants
today, but to those rare but particularly dreaded cases of
uninsurable chronic illness which stop a man’s earning power
completely. These suggestions may be entirely impractical or
ineffectual. But they indicate how the problem could be
tackled.

Suggestions, while the obvious, are not the only means to
enlist the worker’s active participation in his work, and to
promote his understanding of the plant and of his place in it.
Our experience indicates that we might make him a party to
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the laying out and planning of the job he himself is doing.
We have mentioned several instances where this was done
during the war, for instance, in the production of carbines at
a plant normally making steering gears. Of course, the worker
would not and could not actually plan more than the details
of his job. The main responsibility for production and proc-
esses must always remain in the hands of trained men. But
the man on the machine could find out for himself what it is
that has been worked out for him and why. And he could, by
working through the process under an instructor, fit the job to
his own best speed and rhythm. Thus he might not only derive
much greater satisfaction from his work but might become
capable of seeing his own job from the management’s angle
of vision.

At the same time, an attempt should be made to satisfy the
worker’s interest in the business that employs him. The need
for this has been recognized increasingly during the last
decade or so, which has led to such things as the publication
of annual “reports to the employees” which try to give all
the facts management believes to be of interest to the worker.
As far as I can see most of these reports fail because they are
transparent and rather inept propaganda and because they are
condescending and written with a “papa-knows-best” attitude.
What is needed is a serious and adult effort to supply the
answers the worker wants to know, instead of giving him the
answers management expects him to want to know. In any
event the questions should come from the worker.

But measures and policies to give the worker a relation to
his work or an understanding of it, in short psychological
satisfaction, while essential, are not enough. Feeling, knowl-
edge, understanding, satisfy only if they can express them-
selves in initiative and responsibility, that is, in doing. Without
the reality of active participation, psychological satisfaction
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will not only be ineffective, it will boomerang and become
the basis of even greater frustration. Not to have seen this
was the fundamental weakness of industrial paternalism and
the chief cause of its fall. In order to give the worker indus-
trial citizenship, status and function in an industrial society,
a determined attempt will have to be made to give him initia-
tive and responsible participation.

There is another reason why such an attempt seems partic-
ularly important: it is the most direct way to better labor
relations. No one who has ever participated as an outsider
in the settlement of a labor dispute can have failed to notice
that one important cause of the trouble is mutual misunder-
standing. The so-called issue is usually nothing but a surface
phenomenon; the real issue arises very often out of a failure
of management to imagine what goes on in the minds of the
worker, and a failure of labor to imagine what management
is after and why. A shrewd and experienced labor arbitrator
once put it: “I never attempt to settle the apparent issue; 1
always try to make each side see why the other one has raised
the issue at this point. Once they understand that, they can
almost always settle the issue themselves.” This of course
overlooks the fight for power between labor and management
that so often hides behind grievances and wage demands.
But it is true that it is not the issue that counts but the bitter-
ness behind it, which in turn is frequently caused by narrow-
ness of imagination and understanding. The measures we
have been discussing so far would, if successful, give man-
agement that understanding of the worker’s angle of vision
which it lacks today. But it is also necessary that the worker
understand the management’s job and its angle of vision.
Today that may perhaps be even more important than that
management understand the worker. Otherwise labor will
neither respect nor support the managerial function; and
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modern industry, which is based on organization, cannot
work unless management is left respected and undisturbed
in the exercise of its job. The best way in which the worker
can acquire the understanding of what management is, what
its functions, its problems, its rationale and rationality are,
is through the personal experience of initiative and responsi-
bility. To promote it would be a major contribution to in-
dustrial peace.

Hence, though difficult, the attempt should be made to
bring the worker into the administration of the community serv-
ices of the plant that are run for his benefit. It is doubtful
whether management is not today doing far too much for the
worker, instead of letting him do it for himself. An example
of the damage that can be done by such well-intentioned pater-
nalism was given in one General Motors division, where Red
Cross and War Loan drives were started within the plant by in-
dividual workers. Unthinkingly, managementtook these drives
away from the workers and entrusted them to professionals
in the personnel department. The professionals undoubtedly
did a much better job and raised much more money than the
workers themselves would have done. Yet, they deprived the
worker of the satisfaction of himself doing something for him-
self, and thus created real resentment in the plant. It shows
how hard it is for management to understand the human prob-
lem, that this resentment not only surprised the divisional
executives but also was interpreted by them as yet another
proof of the perversity of labor.

It must be possible to run such services as accident preven-
tion, the cafeterias, the health service, or, in places where
women work, the day nurseries with the active participation of
the worker, if not to entrust them entirely to committees of
workers and foremen. This would provide an outlet for the
desire of recognition among the workers which today finds
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satisfaction only in union activities, if at all. It would give a
good many workers managerial experience. It would also be
a step towards making the plant a community in which people
live a meaningful life, with a status and function in their
community.

The Wage Issue

All these are admittedly palliatives rather than real rem-
edies. Even though it will be hard enough to work out any one
of these “social gadgets” all of them together, working suc-
cessfully, would at best prepare the ground for attempts at
real solutions. And even this effect will not be achieved unless
the wage issue is eliminated from industrial relations as a
source of poisoning and bitterness.

In the traditional discussion, “labor relations” are often
assumed to center on the wage issue. To show that this view
is mistaken has been one purpose of this study. Actually, the
wage issue 1s, properly speaking, an extraneous issue. Wages
are determined not by the policies of labor and management
but by objective economic facts of productive efficiency of
labor, price for the product and size of its market at a given
price. This means that wages are capable, by and large, of
being determined objectively; they should not and need not
be a contentious issue.

In the reality of today, however, the wage issue is a con-
tentious issue, and one which constantly generates bitterness
and stirs up strife. It is also a fact that no constructive social
action is possible within the plant as long as the wage issue
sets management and labor against each other at every step.
The strike against General Motors, for instance, which was
called just asthis book went to press—November 1945-—seems
likely to undo all the constructive social lessons of war pro-
duction on both sides. True enough, the real issue of this
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strike is not wages; both sides would have been perfectly
willing to settle for a wage increase somewhere between the
thirty per cent demanded by the union and the ten per cent
offered by the company. The real issue is the demand of the
union to be ceded a share in determining the company’s profit
margin and its pricing, that is, a share in management. Yet
the strike would never have occurred had the wage issue been
solvable on a noncontentious, that is, an objective basis.

There is only one objective basis for wage rates: the pro-
ductive efficiency of the worker. The worker can be paid only
out of what he produces; his wage is a part of the unit costs
—the largest part, normally—and must come out of the unit
price. Any increase in wages that does not come out of an
increase in productivity is not only deceptive; it is harmful
to the worker himself. It either penalizes him directly by
narrowing the market for his product, or it penalizes the con-
sumers, that is, the workers in other employments who are
forced to pay higher prices. Hence only productive efficiency
can give us a basis for the determination of wages that is both
just and workable.

It will be by no means easy to work out a system under
which wage rates are objectively determined by productive
efficiency. Apart from the difficulty of obtaining reliable data,
there is the big problem of how improvements in efficiency
are to be divided between the worker and the consumer, that
is, between higher wages and lower prices. But since this, in
the last analysis, is a decision between the worker’s interest
in a higher rate of pay and his interest in greater and more
stable employment, the problem should be solvable on the
basis of such objective data as the elasticity of demand for
a product and its competitive price position. It is encouraging
that some of the most responsible union leaders, such as
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Harold Ruttenberg of the Steelworkers, have lately shown
willingness to accept wage-determination on this basis.

Much more difficult will be the decision how to divide the
gains from increased efficiency between wages and profits.
Since it is, after all, management whose efforts are usually
alone responsible for any increase in productive efficiency,
profits certainly deserve a major share. Also, we want to
make it worth while for management and owners to exert
themselves and to risk their capital as well as their efforts.
Hence the least the employer is entitled to is the difference
between the rate of efficiency at which his plant operates and
the average efficiency of the industry. But the premium on
managerial efforts might well have to be a good deal higher.
However, net profits are so small in relation to the total wage
bill of modern industry that they really are of very little
interest to labor, except as a propaganda issue.

An objective basis for wages in productive efficiency would
be incompatible with “collective bargaining.” But surély col-
lective bargaining has not achieved what its advocates
promised—industrial peace. Collective bargaining, that is,
bargaining between equally strong partners, is certainly juster
than one-sided dictation; and the present faw is thus an
improvement over former conditions even though it largely
replaces the former excess power of management by an excess
power of labor. But unless two contending parties of equal
weight have a principle of decision in common, their bargain-
ing is not likely to end in peace and harmony but in deadlock,
frustration, mutual recrimination and bitterness—precisely
what we are having now. Compare with this the amazing
results of our wartime policy. The War Labor Board was a
makeshift agency, and the “Little Steel Formula” was absurd
and arbitrary as a basis for decisions. Yet, wartime labor
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policy was highly successful simply because the “Little Steel
Formula” gave an objective basis for decisions.

The Annual Wage

As important as basing wage rates upon productive effi-
ciency—and much easier of attainment—would be the elim-
ination of the conflict between labor and management on
what “wages” are.

To management wages mean the amount of money paid
out to workers for each unit produced; it is inevitably a part
of unit cost. For the individual unit is what the plant produces
and what the consumer buys; the plant does not sell its “out-
put” but individual boxes of matches, mattresses or auto-
mobiles. Hence for management wages—the only wages that
matter—are the wage per hour or per piece worked.

But to the worker wages are necessarily the total amount
he receives at the end of the week or in the course of a year.
They are the source of his family income out of which he
pays for food, rent, clothing and education, all of which are
permanent expenses. He is primarily concerned not with wage
rates—what he receives per hour or per piece—but with wage
income. Hence management and labor talk of two different
things when they talk of wages. And a great many wage dis-
putes which are nominally fought over hourly or piece rates
are really fought over the wage income.

If the worker today, with few exceptions, lacks the imagina-
tion to see the connection between wage and productive effi-
ciency, management as a whole lacks the imagination to see
wage as the source of family income. It also does not see that
to the worker wage income is much more important than wage
rate, and that he can only be willing to settle questions of
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wage rates on an efficiency basis, if his wage income is as-
sured.

It should be possible without too much difficulty to settle
this conflict without abandoning the principle of wage rate
as a part of unit cost which no management—capitalist or
communist—could ever abandon. And it would be to the
supreme interest of American industrial management today
to work out such a solution right away; for otherwise it is
fairly certain that the government will, during the next few
years, impose annual-wage plans on industry without, neces-
sarily, paying much attention to the necessities of industrial
production.

To be satisfactory a guaranteed-wage plan neither should
nor could include all workers. But if such a plan were con-
fined to men with a few years’ seniority in the plant—usually
the older men with families who most need a predictable in-
come—it would satisfy the workers. And in very few com-
panies does the number of men with more than four or five
years of continuous service exceed the number the company
would employ anyhow even in a depression. Also it is neither
necessary nor possible to guarantee fifty-two weeks of paid
work in the year. If the worker knows for sure that, saving
catastrophes or offenses on his part, he will receive two-thirds
of a full year’s pay, he can budget. If we assume that two-
thirds of all men have the necessary security—a generous
assumption—such a guarantee of two-thirds of the full wages
would amount to a commitment for less than half of normal
labor costs. Even in 1932, the worst depression year, most
industries worked more.

The guaranteed wage raises very difficult problems for
companies owning more than one plant which normally, in
case of depression, shut down one or several plants altogether
and concentrate production in the remainder—for very good



204 CONCEPT OF THE CORPORATION

reasons of efficiency and cost. It also raises serious difficulties
of computing pay for work done in excess of the guarantee,
of adjustment for seasonal fluctuations, etc. And in a really
severe depression the scheme might break down in some in-
dustries; an escape clause releasing the company from its
guarantee should orders fall below a certain point—such as
fifty per cent of normal—will have to be included in every
guaranteed-wage plan. But a bridge over the gulf between
“wage” as part of unit costs, and ““wage” as the source of
family income will have to be built. Otherwise wages will
always remain an issue dividing management and labor. And
only if wages are eliminated as a perpetual source of disturb-
ance can we ever hope to come to grips with the fundamental
problems of social life in an industrial society,

Conclusions

We can definitely state that collectivism—whether state
socialism or state capitalism—is not the answer to the basic
political problems of industrial society. Indeed it has no
relevance whatsoever. State-ownership or state-management
of industry would in no way result in a realization of equal
opportunities or of self-fulfillment for worker or foreman.
The problems to be solved are not problems of ownership
or of political control. They are problems of the social or-
ganization of modern technology. And there is absolutely
nothing to indicate that a state-owned or state-controlled econ-
omy would possess any characteristics, would have any
scheme of social order that would promise a speedier or a
better solution of these essential problems of modern indus-
trial society.*

* It is very interesting in this connection that in the Soviet Union today,
the industrial managers and planning officials, who together account for a
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Indeed this shows very clearly in the actual developments
in all countries that have adopted a collectivist order. Every-
where—whether in Soviet Russia or in Nazi Germany—col-
lectivism promised to give citizenship to the members of
industrial society. Everywhere it failed to make good this
promise. The worker in a Soviet Trust or in a Nazi arma-
ments plant is much less related to his work, much more of
a mere cog than the worker in the most mechanized, most
de-humanized American plant; and he has far fewer chances
of advancement in the plant. This failure has forced all col-
lectivist experiments to seek the fulfillment of their promises
of citizenship outside of the industrial sphere. The Nazis
tried to organize all society on the noneconomic pattern of
the armed camp. The Russians attempted first to give social
meaning to the individual through the concept of “permanent
revolution,” and to create opportunities for advancement in
the party bureaucracy; later they have been substituting for
the citizenship in an industrial society they cannot give, the
emotional satisfaction of nationalism, of building up the
“Socialist Fatherland,” or of fighting a “Holy War.” These
experiences show clearly that the attempt to solve the basic
political problems of modern industrial society through col-
lectivism must lead to a pseudo-solution which is by its very
nature unstable such as the armed camp or the emotion of a
patriotic war, and which is likely to block the way to any real
solution.

The final conclusion from our diagnosis is that a solution
of the problems of equal opportunities and of citizenship in

large part of Communist Party membership, have come to the conclusions
that “socialism” means simply state ownership, and that any discussion of
the traditional question of a “classless society” or of the status and citizen-
ship of the worker is pointless, if not outright seditious. Bienstock et al., op. cit.
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industrial society is in the interest of the large corporation
itself.

There is little need to expand on this as far as the foreman
is concerned. The foreman is the first line of management
and anything that makes him stronger, more satisfied in his
job and prouder of his responsibility strengthens management
altogether. Also the foreman group constitutes the largest
reservoir of potential executives at the disposal of the large
corporation. To utilize this reservoir to the utmost, that is to
give the foreman the maximum of opportunities, is clearly
in the best interest of the corporation.

The same holds true for the worker. Altogether any policy
that aims at making available to the corporation the ability
and drive of the workers must result in greater efficiency and
productivity. To find the able and ambitious men in the ranks
for promotion to supervisory positions or, as in the suggestion
plan, to enlist the active participation of the worker in im-
proving the efficiency of production and organization would
strengthen the corporation noticeably. As a matter of fact,
any other policy would be harmful to the large corporation.
Faced with an ever-growing need for executives and engaged
in a technological and efficiency competition which is becom-
ing fiercer all the time, the corporation simply cannot afford
to deprive itself of the intelligence, imagination and initiative
of ninety per cent of the people who work for it, that is, the
workers. It can neither afford to reserve its executive positions
for that small minority that managed to get a college degree;
there simply are not enough good people with degrees around
to satisfy the demand. Nor is it compatible with the interests
of the corporation to give a small group of professionals—
such as process engineers—a monopoly on technological ad-
vance. These experts have to supply the leadership; but the
more the individual worker considers technological improve-
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ment as his concern, the stronger will the corporation be. And
few, if any, would question that the satisfied worker, secure
emotionally in his relationship to his product and his plant,
is a better, a more efficient, a more productive worker, let
alone a more co-operative one.

A question might be raised however over the suggestion
to give the worker actual management experience by entrust-
ing to him a share in the running of the community services
within the plant. Frightened by the attempts of some unions—
notably the United Automobile Workers—to take over plant
management, a good many industrial executives feel today
that any participation of the worker in management within
the plant, will lead to encroachment and to an usurpation
of legitimate management functions by organized labor.

There can be no doubt that such union attempts constitute
a severe threat to the functioning of indusiry. Without a
unified management, organized under one authority and
accepting one and the same criteria of success and the same
focus of allegiance, industry simply could not function—in
Soviet Russia as little as in Cleveland, Ohio. Hence there
can be no participation of the worker in the management of
the business which, in the worker’s own interest, must be in
the hands of trained executives working for the business, and
not for the union or for the government. But no such argu-
ment holds against the participation of workers—preferably
not union officials with their divided allegiance—in the man-
agement of the services which are only incidental to produc-
tion proper. Any plant has a considerable number of those.
And to make workers responsible for their proper running
should give the men on the machines some of the understand-
ing of the functions, motives and problems of management
on which a free enterprise depends and which is almost en-
tirely absent today.
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The benefits the corporation would derive from the success-
ful solution of the problem of the worker’s industrial citizen-
ship could not always be expressed in dollars and cents or
measured by a cost accountant. Nevertheless they are real
and tangible. It may well be the most important domestic
result of this war to have made industrial management aware
of this and conscious of the fact that the corporation is not
only an economic tool but a social institution.

To understand that the modern large corporation is the
representative institution of our society; that it is above all
an institution, that is, a human organization and not just a
complex of inanimate machines; that it is based upon a con-
cept of order rather than upon gadgets; and that all of us as
consumers, as workers, as savers and as citizens have an equal
stake in its prosperity, these are the important lessons we
have to learn. To make it possible for this new social insti-
tution to function efficiently and productively, to realize its
economic and social potential and to resolve its economic
and social problems, is our most urgent task and our most
challenging opportunity.



CHAPTER FOUR

ECONOMIC POLICY IN AN
INDUSTRIAL SOCIETY

1
THE “CURSE OF BIGNESS”

WE can define the relationship between the corporation and
society in several ways. We may say that legally the corpor-
ation is a creature of the state, endowed in the interest of
society with legal existence, legal rights and privileges. Or
we may use the terminology of the political analyst and talk
of the corporation as an institution of organized society which
has to fulfill basie social tasks. Or, economically, we may talk
of the corporation as the unit in which our industrial re-
sources are organized for efficient production. Whatever the
terminology, the large corporation is a tool and organ of so-
ciety. Hence society must demand of the corporation that it
be able to discharge the specific economic functions which are
its raison d’étre. This is an absolute, a supreme demand—as
absolute and supreme as the demand that the corporation meet
the necessities of its own functioning and survival.

How do these two absolute commands relate to each other?
Is there conflict or harmony between the demand for efficiency
in terms of corporate functioning, and the demand for efh-
ciency in terms of functioning, stability and prosperity of
society? Clearly, a functioning free-enterprise society can

only exist if the two sets of requirements can be satisfied by
209
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one economic policy. If the economic policy needed in the
interest of society were in constant conflict with an economic
policy needed in the interest of corporate functioning and
efhiciency, we would have perpetual, paralyzing friction.

There are, broadly speaking, three aspects under which this
interdependence can be discussed:

What is the relation between the requirements of social
stability and the structural requirements of the large cor-
poration? Is the survival of the corporation which dominates
its internal policy, in the social interest or contrary to it?
And what about the specific policies that follow from the sur-
vival interest of the corporation? Here we shall analyze cor-
porate policies for their effect on social stability; in this area
also belong the questions of monopoly and of the social effects
of “bigness.”

The second aspect is that of the relationship between the
corporation’s criterion and yardstick of institutional efficiency,
profit, and society’s criterion of economic efficiency, maxi-
mum production at the lowest cost. Is there a conflict between
“production for profit” and “production for use”? What
about profitability as a criterion of economic action, and the
‘“‘profit motive” as an incentive?

Finally, there is the question whether the free-enterprise
system, an economy based on politically uncontrolled corpor-
ations, motivated by the desire to make profits, and regulated
by a competitive market, can satisfy society’s demand for
stable, expanding employment—politically the most impor-
tant question today.

The Stakes of Society

Whatever its social beliefs, modern industrial society must
organize its economy in the large units of Big Business. What-
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ever contributes to the stability, survival and efficiency of
these units, contributes directly to social stability and efli-
clency.

On the whole, this is so obvious as to require little ampli-
fication. Society has as much of a stake in the solution of the
leadership problem of the modern corporation as the corpora-
tion itself. Any advance the corporation may make in dis-
covering and developing talents and abilities within its
organization directly benefits society as it finds immediate
expression in more efficient production. Just as vital is the
stake of society in the development of a responsible, well-
trained and well-tested top management and in the provision
of an orderly method of succession in industry. Society stands
to lose as much as the corporation from the failure of an
improperly prepared and insufficiently tested big-business
manager; for the decline or collapse of one of our large
corporations would threaten the stability of the entire econ-
omy. Even greater is the danger inherent in a haphazard or
arbitrary scheme of succession. In fact, we may expect society
to demand of all our big businesses that they institute a ra-
tional recruiting and testing system for top leadership such
as is provided for example by the policy of decentralization.
Social and economic stability in this country today is gravely
threatened by the existence of a few very big corporations that
depend entirely upon one rapidly aging man, without inde-
pendent associates or tested lieutenants able to prevent a pre-
cipitate decline or disintegration of the business in the event
of his death.

Harmony also exists between the interest of society in a
clear and carefully planned corporation policy and the in-
terest of the corporation itself. If the corporation does not
have a clear policy and a definite organ of policy decision,
its actions and behavior become unpredictable. This must
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introduce elements of insecurity into economic life which
directly threaten social stability. Society has an overriding
interest in predictable pricing policies, predictable employ-
ment and personnel policies and predictable business prac-
tices, which can be obtained only through managerial policy
decisions.

Also, society, even more than the corporation itself, has a
direct interest in the objective yardsticks which measure suc-
cess and failure of corporate decisions and actions. Without
such objective yardsticks mistakes might go without correction
till they endanger economic prosperity and employment.
Without them we would also lack the means to judge efficiency
and to distribute rewards and recognition on an impersonal
basis; and nothing would tend to disrupt social and political
life more than to make rewards and recognition in the eco-
nomic sphere depend upon political favor or personal de-
cision. Management would become subordinated to personal
ambition and factionalism instead of to the interest of efficient
production. It is no accident that in Soviet Russia, which has
deprived itself completely of the most impersonal yardstick
of economic achievement, the competitive market, cost ac-
counting has been elevated to top rank among the social
sciences.

We have, however, to say a few words about the interest of
society in the survival of the corporation and of its organiza-
tion. Today we are conscious of this interest, but our gon-
sciousness is of very recent origin. Traditionally it had been
held that society has no stake in the survival of the corporate
organization, and that indeed any policy aimed at perpetu-
ating corporate identity and unity is contrary to full economic
efficiency.

This traditional view was a result of the pre-industrial
mentality of classical economics which saw in the individual
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trader doing business alone and for his own account on a
day-to-day basis the model of economic activity. Of course,
this individual trader—the jobber in the stock market was
clearly the example Ricardo had in mind—cannot function
except in a most elaborate economic institution, the modern
market. But assuming the market to be “natural,” the classical
economists could indeed not only overlook the importance of
organization in the economic process, they could come to the
conclusion that any attempt to maintain an economic organiza-
tion is contrary to best economic efliciency.

In an economy based upon industrial production, the or-
ganization of the productive resources is not only a pre-
requisite; it is itself an essential resource. Traditional
economics knew three factors which must be combined to ob-
tain production: labor, raw materials and capital equipment.
But the simplest industrial operation requires a fourth one,
managerial organization. This fourth factor has become the
most important one in modern mass production and the only
one for which there are no substitutes. We can replace one
raw material by another, substitute manual labor for machines
and vice versa. But organization is irreplaceable. Under mod-
ern industrial conditions it is the one resource that must be
carefully conserved in the interest of society. We may express
this economically in the concept of the “going concern’ which
has an infinitely greater economic value than the sum of its
parts. Or we may use social terms and stress the fact that the
organization of human resources cannot be improvised. The
fact remains that society has an overriding interest in keeping
alive the integrated producing unit.

This does not mean that any and every big business is a
unit whose survival is in the interest of society. There can be,
and undoubtedly there are, many corporations which are not
efficient and integrating producing units. Some of them are
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conglomerations of several efficient units in the survival of
which society has an interest, though there is no social neces-
sity to preserve the present corporate structure. This, of
course, was the contention of the drafters of the Public
Utilities Holding Company Act who asserted that it was in
the interest of the survival and efficient functioning of the
actual unit, i. e., the producing company, to be freed from
dependence on the socially and economically unproductive
unit, the holding company.

Or, an individual corporation may be an efficient producing
unit only as part of another corporation. It is an independent
corporation in name and law but only a subsidiary in social
reality. Society would then be interested solely in maintaining
the integrity of the complex of corporations which together
make up a productive unit rather than in maintaining the
corporate integrity of one corporation. A good example of
this is the legally and financially independent railroad com-
pany whose track is leased to another railroad and forms part
of a unified system. It is symptomatic that in railroad reorgan-
izations the legal rights of this formally independent organiza-
tion are regularly subordinated to the maintenance of the
entire system as a functioning unit. These qualifications do
not, however, create any conflict between the survival interest
of the corporation and the interest of society in the survival
of the corporation; for it is as much to the interest of the cor-
poration to be an integrated producing unit as it is to the
interest of society to maintain an integrated producing unit.

It can be said that in actual economic policy we have been
striving to maintain intact the producing unit of the corpora-
tion ever since the beginnings of modern industry; that at
least is the interpretation of traditional monetary policy given
in one of the most brilliant analyses of economic policy.*

* Karl Polanyi, The Creat Transformation, New York, 1944,
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Up to the great depression, however, this parallelism between
the survival interest of the corporation and the social interest
of society in the survival of the producing unit was more felt
than understood; the policies adopted to the end of corporate
survival were usually regarded as concessions to political
pressure rather than as rightly in the interest of society. Since
1929 we have learned that no society can afford to jettison its
basic producing unit—in this country, the large corporation,
which has to be defended against international as well as in-
ternal economic forces. This is very largely the meaning of
the new monetary policies which, by divorcing the domestic
structure from the fluctuations of the international system,
guarantee the producing units against disintegration through
international deflation. This is also the meaning of the policy
of government subsidies which was independently inaugurated
in all industrial countries at the onset of the depression—in
the United States through the Reconstruction Finance Cor-
poration—as well as the purpose of the radical revision of
the bankruptcy laws in all industrial countries.

This new realization of the social interest of organized
society in the survival of corporate identity and productive
integrity poses difficult problems of economic and political
organization. It is not compatible with the traditional tenets
of international monetary organization and the traditional
concepts of international trade. It may even be said that we
today tend to overemphasize society’s interest in the survival
of the corporation at the expense of other equally important
social interests. This does not, however, concern us here. For
our purpose in this book, the agreement between the corporate
necessity of survival and the social interest in this survival is
the important thing.
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Is Monopoly in the Corporate Interest?

The assertion of the social importance of corporate stability
and survival raises at once the issue of monopoly. Tradition-
ally a monopoly position has been regarded as the best safe-
guard of the corporate survival; indeed, the nineteenth
century theory of monopoly rested squarely on the assertion
that the self-interest of any business will force it to seek a
monopoly position. Yet, a monopoly, by definition, is anti-
social; its purpose is to satisfy the interests of the monopoly-
holder at the expense of society, and to reward him for
producing less at higher price.

Many attempts have been made, especially during the last
two decades, to claim that monopoly is socially beneficial.
The most sweeping of these attempts was the National Re-
covery Act (NRA) in the first years of the New Deal which
demanded the conversion of all American industry into com-
pulsory monopolies in the interest of social stability. Today
several British industrial associations—notably the British
Iron and Steel Federation—and a good many labor unions on
both sides of the Atlantic are arguing along similar lines.

It should therefore be asserted uncompromisingly that a
monopolistic enterprise or a monopolistic industry always im-
pairs social stability and economic efficiency. This effect of
monopoly is inherent in its nature—simply because absolute
power always means abuse of power. The “enlightened
monopoly” is a myth, whether it is to be entrusted to Big
Business as in the NRA, or to labor unions as proposed by
Sir William Beveridge for England. Finally, wherever there
are “natural” monopolies, that is monopolies which are un-
avoidable because of the nature of the productive or dis-
tributive process—electric power supply in a given area or
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central banking in a given country for instance—they have
to be under the regulatory control of consumers’ represen-
tatives.

The textbook type of monopoly, domination of the market
by one product or one producer, is indeed neither very fre-
quent nor particularly frightening. When the theory of mo-
nopoly was developed by Adam Smith and his disciples
almost every commodity was irreplaceable; control of the
market of one commodity or of one product thus gave an
absolute monopoly. In our developed economy there is tre-
mendous interchangeability between raw materials and in-
creasingly between finished goods. A good example of the
competition between finished goods is offered by the auto-
mobile market. Even if there were only one car producer
there would still be a highly competitive market. For every
used car actively competes with the new cars; and over the
used-car market no producer of new cars can exercise any
control.

Hence monopolistic control of the market of one com-
modity will usually be broken within reasonably short time
by the shift to existing substitutes or the development of new
ones. The only exceptions are very cheap articles consumed in
tremendous numbers, such as matches or patent medicines,
because the individual consumer spends so little on them that
he is not conscious of the burden imposed by a monopoly. The
late Swedish “Match King,” Ivar Kreuger, imposed a monop-
oly profit of ten per cent on consumers simply by reducing
the number of matches per box from 50 to 45, without reduc-
ing the price. Nobody noticed it; and certainly no individual
consumer cut down his consumption of matches or looked for
a competing brand the boxes of which contained full measure.

But in the place of the former monopolies based on direct
control of the market we have today a steadily growing num-
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ber of monopolies based on control of the access to the factors
of production. There is the cartel—FEuropean style—which
rests on a monopoly of the access to capital, the patent pool
which is built on the control of managerial skill and knowl-
edge, the “feather-bedding” and jurisdictional rules of the
unions which impose a monopoly of a craft or of an obsolete
technique on society through the union’s control over labor,
the monopolistic practices in the commodity field—for in-
stance the “corners” in cotton and silver—imposed by interest
groups through their control of governmental power. And
these newly fashioned monopolies are not self-defeating as
the old ones had been. They rest on control over the producer
so that they cannot be touched by consumer action in the
market like the old monopoly; they also are usually backed
by political power or by law as in the case of union rules
or patent pools.

Finally, we have to realize that monopolistic practices in
one sector of the economy inevitably bring about monopolistic
practices in all the other sectors. Monopolistic union practices
force managements to behave monopolistically and vice versa.
The monopoly of administrative government agencies forces
the economy to organize itself in monopolistic units, and so
forth.

Monopolies, whether of business, government or labor, are
anti-social; and there is undoubtedly a tendency towards
monopoly in the organizations of modern economic life. Mo-
nopolies are a serious problem of economic policy, not a mere
theoretical contingency. Nevertheless, the conclusion drawn
from these facts by the traditional theory of monopoly is
false: that monopoly best satisfies the interest of business and
that, therefore, there is an inherent conflict between the social
interests of society and the survival interest of business enter-
prise. It is not correct that monopoly is necessarily in the best
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interest of business enterprise. Actually, it is incompatible
with the demands of modern mass-production industry.

It was the essence of the nineteenth century theory of mo-
nopoly that maximum profit for the longest period could not
be realized by maximum production for the lowest price—
the social criterion of efficient production—but only by fol-
lowing the opposite, “monopolistic” policy. If this theory
were a correct expression of social reality, industrial society
could not exist, at least not in the form in which we know it,
as a society of independent, self-governing corporate units.
If it were true that the independent business must try to be
monopolistic for its own best self-interest, we could not hope
to be able to enforce anti-monopoly laws; for no institution
can accept rules which go counter to its basic survival interest
and purpose. On the other hand, we could not permit business
to be monopolistic; for this would deny the basic demands
and needs of society. From the classical theory of monopoly
no other conclusion is possible than that a free-enterprise
economy is impossible once society has become an industrial
society. On the basis of the classical theory of monopoly there
is no other conclusion but state socialism or a society of com-
pulsory cartels; and in actual practice there is little differ-
ence between the two.

This theory of monopoly which is still widely accepted as
gospel truth, rests on the assumption—correct in the eighteenth
century—that supply will always be limited, whereas demand
will always be unlimited. On this assumption, monopolistic
behavior will indeed yield the maximum profit. But under
modern industrial conditions, it is not supply that is limited,
but demand ; supply in modern mass-production industry has,
by definition, no practical limitations. It is simply not true
that contraction of production and artificial maintenance of
high prices will always yield the highest profit to the pro-
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ducer. On the contrary, under conditions of modern technol-
ogy, the maximum profit is obtained by maximum production
at the minimum cost. To have first realized this was the great
achievement and the original contribution of Henry Ford.
The essence of the mass-production process is the reversal of
the conditions from which the theory of monopoly was de-
duced. The new assumptions constitute a veritable economic
revolution. Like all revolutions, it has created as many prob-
lems as it solved; the threat of mass unemployment is very
largely a reflection of this change in which supply has become
more elastic than demand. But as far as the problem of mo-
nopoly is concerned, the new technology can resolve the con-
flict between social purpose and corporate purpose. For in
modern mass-production industry monopolistic behavior (ar-
tificial contraction of production in order to maintain an
artificially high price) is uneconomical and unprofitable.
Instead, that behavior has become most profitable for the pro-
ducer which is also most beneficial to society, namely, maxi-
mum production at minimum cost.

Under modern mass-production conditions maximum prof-
itability depends on maximum efficiency. In a monopolistic
business, competitive market standing is eliminated as a meas-
ure of efliciency; and we have seen in the preceding chapter
that without the yardstick of the market, the objective checks
of efficiency function very poorly, if they function at all. In
other words, under modern mass-production conditions, a
business will realize the highest rate of profit on its invested
capital only if it is subject to that check of the competitive
market which a monopolistic business eliminates.

When General Motors in the twenties began to expand
rapidly, it was laid down by the top executives that it should
not aim at complete control of the automobile market but
should in its own best interest keep its market quota low
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enough to make possible the existence of strong and healthy
competitors—not for philanthropic or political reasons, but
simply from the point of view of the corporation’s efficiency
and profitability. It is clear that there is a certain tension be-
tween corporate interest in the existence of strong and vigor-
ous competition and the way in which success is measured in
terms of a steady tightening of the corporation’s hold on the
market. In other words, there may be a point where a business
may succeed too well for its own good. But this in itself is a
complete contradiction of the nineteenth century theory which
denied the existence of such a point. According to that theory,
the point where a business enterprise begins to lose its social
usefulness is the point where it begins to be most profitable.
Actually, the point at which a business reaches its maximum
social usefulness is also the point of its maximum profitabil-
ity. Under conditions of modern mass production, there is no
conflict between corporate interest in profitability and social
interest in maximum production.

In political or academic discussions, it is still not under-
stood on the whole how completely the coming of mass-
production technology has changed the nature of monopoly.
This can be seen in such a book as Mr. Thurman Arnold’s
“The Bottlenecks of Business™ in which the attempt to apply
the traditional concepts of monopoly to radically altered con-
ditions enmeshes the very brilliant author in one contradiction
after another. Yet the public as a whole apparently senses
that monopoly is no longer the major issue of economic policy
it was forty or fifty years ago. One has only to compare the
feverish excitement created by “trust-busting” under Theo-
dore Roosevelt with the polite boredom with which the public
has been watching the anti-trust drives of the last few years in
spite of “‘sensational disclosures” and excellent staging.

A comparison of the assumptions on which the theory of
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monopoly rests with the actual conditions of modern indus-
trial production brings out yet another important fact. The
classical theory of monopoly—Ilike all classical economic
theory—knows no time element; its model of economic be-
havior is the jobber in the stock market who “covers” a deal
as fast as he makes it. Hence to the traditional theory all
attempts to, control fluctuations and economic change are
equally restrictive, equally monopolistic. But in industrial
reality economic activity extends over a very long period of
time. Actually, the business cycle of seven to fifteen years is
the unit of industrial activity; the average profit or loss over
this period corresponds economically to the immediate profit
or loss the jobber in the stock market realizes when he
“covers.” This is partly owing to the length of time it takes
to develop a new product or process today, but mainly because
industrial production today requires a tremendous fixed capi-
tal investment. The capital of the stock-jobber is freed the
instant he “closes his book™ that is, with every transaction;
industrial capital has to stay invested, and can only be liqui-
dated, if at all, by production over the long period of the
business cycle.

In the modern industrial economy we have therefore to
distinguish sharply between restrictive activities that attempt
to smooth out cyclical fluctuations, and restrictive activities
that try to restrict output or to perpetuate inefficient methods
and obsolete equipment. The latter are truly monopolistic,
hence anti-social. But the former are actually in the interest
of efficient production and therefore in that of society; they
result in a greater utilization of labor and of productive
capacity over the business cycle, hence in larger production
both absolutely and per unit of cost.

It is by no means easy to draw the line between these two
different kinds of regulatory action; nor is there likely to be
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agreement on any one formula. Whoever suffers as the result
of economic change will always be convinced that he is the
victim of transitory and accidental forces against which he
ought to be protected for the good of society. Whoever bene-
fits from a change feels conversely that the change is in the
best interest of society. The attempts made so far—for in-
stance the distinction made by the U. S. Supreme Court be-
tween a “reasonable” and an ‘“‘unreasonable” trust or Mr.
Thurman Arnold’s juxtaposition of “good” and “bad” mo-
nopolies—have not given us a clear or a reliable principle of
analysis. Yet, it is important that we recognize the basic dif-
ference between these two superficially so very similar types
of economic action; for otherwise monopolistic abuse will
always be defended as in the interest of social stability and
of productive efficiency. It is for lack of this distinction that
we exempt labor unions altogether from the provisions of the
anti-trust laws, and thus condone some of the worst monopo-
listic abuses in our economy, instead of drawing a line be-
tween legitimate and illegitimate union attempts to protect
labor against economic change. It is also for lack of a divid-
ing line between regulatory and restrictive practices that we
lack a consistent and enforceable anti-monopoly policy which
would be in the interest of both business and the society.

Bigness—Asset or Liability?

When the late Mr. Justice Brandeis coined the catch phrase
of the “curse of bigness” some thirty years ago, he was con-
vinced that bigness was not only socially destructive but eco-
nomically and technologically unjustified. He saw its cause
mainly in the greed or the drive for power of the “tycoon.”

Uncurbed individual ambition is, of course, one cause of
bigness, and the bigness resulting from it is as anti-social and
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as unjustified as Mr. Brandeis said it was. Also, it is not con-
fined to business; as Mr. Brandeis towards the end of his life
realized very clearly, “Little Napoleons” are just as likely to
arise in labor unions or in the government as in business. We
may even say that in a free-enterprise system they are least
likely to entrench themselves in business; for there we possess
a brake in competition in the market which is lacking in other
spheres. Incidentally, the “tycoon” flourishes best in times of
crisis and emergency, such as a war, when there is undue
emphasis on the kind of organizing ability and drive which
is his typical asset. Hence today we have in our society quite
a few ramshackle and jerry-built personal empires which truly
are under the “curse of bigness”—some the domain of war
production “wizards,” some that of union bosses, some that
of overextended government agencies. And it will be a pain-
ful process to bring these structures down to normal size.

But the real problem of bigness lies elsewhere: it lies in the
economic and technological necessity of bigness in modern
industry. Mr. Brandeis maintained that bigness was econom-
ically ineflicient. We know today that in modern industrial
production, particularly in modern mass production, the
small unit is not only inefficient, it cannot produce at all. It
is, of course, still true that there is an upper limit to the
efficiency of bigness to overstep which results in decreasing
efficiency. But there is also a lower limit; and in most modern
industries it is very high. It is an interesting commentary that
Henry Ford who, in his sponsorship of small “village indus-
tries” is the most faithful follower of Mr. Justice Brandeis,
owns, in his River Rouge plant, the largest, most concentrated
and most highly centralized industrial unit in this country—
and one which a good many observers have judged definitely
to exceed the most efficient size.

We thus have a situation in which bigness—mnot that of the
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“tycoon” or “boss” but that of the large integrated corpora-
tion—is economically necessary and economically efficient.
Hence from the economic point of view, bigness is socially
productive. But is it also conducive to social stability and to
the functioning of society? Or is there a conflict between the
requirements of efficient production and those of social sta-
bility and well-being?

There can be no doubt that size creates problems. We have
devoted most of the second chapter to a discussion of these
problems. We have maintained that these problems exist be-
cause Big Business does not automatically provide safeguards
and controls which are given in a small-business economy. We
have, however, also shown that it is fully as much in the in-
terest of the large corporation as in that of society that these
handicaps be overcome. It is not correct that the maximum
profitability is reached under conditions of centralization and
bureaucracy. On the contrary, it is in the most urgent survival
interest of the corporation to prevent bureaucratic ossification,
top-heavy centralized management, and a drying up of the
sources of leadership supply. In the policy of decentraliza-
tion, the large corporation has a means to overcome the func-
tional disadvantages of bigness—provided always that the
outside check of the competitive market is given. In fine there
is no inevitable clash between the economic and the social
effects of bigness, provided Big Business has a definite policy
and organization by means of which it can derive all the ad-
vantages of a small-business economy without losing any of
the advantages of bigness.

For—and that is a point that is often overlooked—big-
ness is not only advantageous from the point of view of effi-
cient production. It carries with it considerable social advan-
tages—advantages which permit the large corporation not
only to produce more cheaply and more efficiently, but also
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to contribute to social stability. These advantages are ex-
clusive to Big Business; small business could not attain them
under any system of organization whatever.

In its service staffs, General Motors has an organization
which enables all units of the company to produce more effi-
ciently and at lower cost than any of them could as inde-
pendent units. This is obvious in regard to the research
laboratories. Even if everyone of the General Motors divisions
would support a research laboratory two or three times as
large as its proportionate share in the General Motors re-
search institutions, the result in terms of new products, new
and cheaper ways of producing, etc., would be many times
smaller than the result of the one big research laboratory.
Very few divisions would be able to hire research men of the
caliber represented in the central research laboratory; and
the effectiveness of the laboratory is very largely the result of
its ability to put to work as a team a considerable number of
men with different training, backgrounds and approach. The
same applies to less publicized services, such as that rendered
by the engineering, the manufacturing, the sales and public
relations staffs—not to mention the savings in time and money
made possible through the existence of a centralized account-
ing system, centralized financial management, and the cen-
tralized handling of legal affairs. These service staffs supply
even units of small size—such as the very small divisions—
with the most up-to-date, cheapest and most productive
methods of engineering and manufacturing, with the most
advanced research, and with a comprehensive knowledge of
the whole field of mass production.

Another important advantage of bigness is that it enables
the business enterprise to have a policy and to have a special
policy-making body which is sufficiently far removed from the
actual day-to-day problems to take the long view, and to take
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into account the relationship between the organization and so-
ciety. Society as a whole certainly has a direct interest in good
relations between the big corporation and the retailers of
its products. As we have seen, the social interest in small
business is not in conflict with the long-term interests of the
automobile producer which require a strong and healthy
dealer organization and a strong and healthy second-hand
car market. However, the social interest in small business is
in potential conflict with the shorz-term. interest of the corpora-
tion in maximum sales of new cars. In the ordinary small or
medium-sized business, top management cannot detach itself
sufficiently from immediate concerns to pay much attention
to the long-term problems and to build a policy which, in
satisfying the long-term interests of the corporation, also
satisfies the interest of society in the small business man. The
president of a smaller automobile company may be forced to
devote all his time and energy to the current problems, thus
slighting not only the best long-term interest of his own busi-
ness but the interest of society as well. In General Motors, top
management is detached enough to act as an arbiter between
these two interests. With divisional management taking care
of current problems, central management can take the long
view. It is both able and expected to formulate policies which
satisfy long-term requirements, and to create organs through
which this long-term interest—which is also an interest of
society—is directly represented within the company.

This leads us to the next point: bigness can contribute to
social stability because a big business can subordinate tem-
porary gains to long-term policies. This applies to such
questions as pricing, merchandising and purchasing. It also
applies to employment policies; General Motors, for instance,
has been able to put into effect a foreman employment pro-
gram under which the supervisory force is to be maintained



228 CONCEPT OF THE CORPORATION

even in bad times. A small business could rarely afford to
sacrifice the immediate saving in cost to be obtained by
laying off superfluous foremen, to the long-term interest of
keeping intact its skilled personnel.

Finally, bigness—if organized on a decentralized basis—
makes it possible to go further in discovering, developing and
promoting able men than small business ever could. If small
business tries systematically to find the able men within its
organization and to train them for leadership, it will soon
have more potential leaders on its hands than it can employ.
When this happens the trained people either leave the organi-
zation or they grow weary and bitter waiting for the death or
retirement of their superiors. In either case, the leadership
development program will be given up very soon. General
Motors, because of its very bigness, has been able to build up
a reservoir of trained men without running up against over-
training or overstaffing. In so big an organization there is
always a place for a trained man. If there are no vacancies
in the division in which he has grown up, there will sooner
or later be a vacancy in another; he may be shifted to the
central office staffs in New York or Detroit; he may be used
in overseas operations, etc. In any event he will neither be lost
for the organization nor grow stale in the anteroom. In such
a big organization, it is possible to make leadership develop-
ment a natural function of management and to overcome the
fear so common to the small-business executive that, by train-
ing a capable subordinate, he will train himself out of his own
job.

All this is obtainable only in a decentralized big business.
Hence decentralization is the condition for the conversion of
bigness from a social liability into a social asset. Bigness, if
centralized—whether for lack of a policy or because the units
of production have been allowed to grow too large for effec-
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tive decentralization—carries with it dangers to the stability
and functioning of society, just as it carries dangers to the
stability and functioning of the corporation. But in itself that
bigness which is required in the interest of economic efficiency
under modern technological conditions, is not in conflict with
the requirements of social stability and social functioning.



2
PRODUCTION FOR “USE” OR FOR “PROFIT”?

TAKEN literally, there is hardly any slogan that makes less
sense than that of “production for use versus production for
profit.” It seems to imply that the products of our economic
machine, say for instance the bread produced by the National
Biscuit Company, are not being used or that they are being
abused. But even if we overlook the literal meaning of the
slogan and concentrate on what the slogan intends to say, we
will find that it has several not necessarily compatible mean-
ings.

To contrast production for profit with production for use
very often implies a rejection of profit as a condition, and of
profitability as the yardstick, of economic actions and results;
we are being asked to substitute “service” for profitability as
the rationale of economic behavior.

The slogan also often implies a rejection of the “profit
motive” as the guiding principle of economic behavior in
society.

Another meaning implied in the demand that we produce
for “use” instead of for “profit” is the rejection of an eco-
nomic system in which the individual consumer decides what
he wants to have, in favor of a system under which govern-
ment would decide what he should have in his interest as well
as in that of society. This is, of course, an attack upon the in-
stitution of the competitive market and of market price as the
governors of production and distribution.

Common to all three meanings of the slogan is the assertion

that “production for profit” is not only unnecessary and “un-
230
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natural” but that it leads to an economic structure which is
contrary to the best interests of both society and the individ-
ual. “Production for profit” is the principle of rationality and
efficiency on which the corporation must base itself. The de-
mand for “production for use” thus asserts a conflict between
the needs of society and those of the corporation.

The demand that some criterion other than profitability be
used as the yardstick and determinant of economic actions
and results, rests on a misunderstanding of the nature of the
economic process. Every economic transaction is by definition
a gamble on the future. In every economic transaction there
is thus a considerable element of risk. In primitive economics
the risks are those of crop failure, pests and plant diseases,
natural catastrophes, etc.; and even the most stationary and
most elementary economic system can neither avoid nor con-
trol these risks. The more complex the economy becomes, the
more complex become the risks incurred in any economic
activity.

What applies to a stationary economy applies with doubled
force to an economy in expansion. To the ordinary risks of
economic life are added the risks of expansion. Some idea of
the magnitude of these risks is given by the research engi-
neer’s rule of thumb according to which only one out of ten
new products developed will prove an economic success; yet
the modern research engineer has come closer to converting
expansion into an orderly, organized and predictable process
than anybody else. To these risks is added the uncertainty
which arises from the fact that no one can tell how much time
it will take till even the most successful new venture is estab-
lished. It may take fifteen years—and it rarely takes much
less—Dbefore a new product or a new process can be regarded
as proved. Profit is thus an inevitable risk premium and the
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basis of all economic activity, whether capitalist, socialist or
cave man. An economy which does not make due provision
for risks must eat up its substance and must become poorer
and less productive.

Profit, in addition to being the insurance premium against
the risk involved in the gamble on the future, is also the only
source of the new capital equipment without which expansion
would be impossible. New capital can only be created by keep-
ing resources or their products for future use, that is out of a
margin between total production and production currently
consumed. This margin is the profit margin. The higher it is,
the faster can an economy advance, the more jolts can it take,
the faster can it recover from setbacks. Both, the growth of an
economy and its stability are directly proportionate to the
profit margin.* It is no accident that of all industrial countries
today, the Soviet Union has the highest profit rate on indus-
trial production. This does not mean that the Soviet Union
is a “capitalist” country; it only shows that the Soviet econ-
omy expands at an extremely fast rate and, because it is a
“planned economy” without automatic control of mistakes,
under unusually risky conditions. The key to industrial ex-
pansion has always been to increase the capital investment
per worker; the curve which illustrates the increase in this
figure runs parallel to that showing the rise in productivity
and output. And the only source of capital equipment is profit.

Actually, the profit margin on which the American econ-
omy operates, is definitely too low. We will have to increase it
not only to obtain the economic expansion needed for stable

* ] have refrained here intentionally from going into the important Key-
nesian distinction between “investment” and “saving,” that is between profit
used as the basis for expansion, and profit kept out of economic usefulness.
In the first place it does not affect the over-all argument; profit is still the
only source of nmew capital equipment. Secondly, the problem of obtaining

“investment” rather than “saving” is discussed extensively in the section on
stable employment following this.
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employment, but in the interest of national strength and sur-
vival.

In the past this country has depended to an altogether un-
precedented extent on a substitute for genuine capital forma-
tion: the exploitation of nature’s bounty, the appropriation
and the “mining” of virgin soil, the depletion of lumber, oil
and ore resources. Henry George’s belief that the appropria-
tion of new land is the sole source of capital, was a mistake;
the sole source of capital is profit. But his mistake was a
natural one as the United States during the nineteenth cen-
tury certainly based its expanding economy as much on the
bounty of nature as on man-made capital. And to a lesser
extent the same was true of the rest of the Western World,
especially of England, except that there the natural resources
of colonial territories were appropriated and used up rather
than resources at home. We can no longer base our economy
on the appropriation and depletion of nature’s bounty. In the
future we are going to be increasingly dependent on profit.

In the first place, the capital requirements for industrial
expansion under modern technological conditions are too
great to be satisfied out of “natural” resources. They can only
come out of profits on production.* Secondly, industrializa-
tion has become a world-wide process which means that the
formerly colonial, raw-material producing areas will now
need for themselves the “natural capital” on the appropria-
tion and exploitation of which European, especially English,
industrial expansion during the last one hundred fifty years

* This does not mean that capital investment has reached the point of
“diminishing returns” where more and more new investment is needed to pro-
duce less and less increase in productivity. On the contrary, all evidence shows
that productivity per unit of capital investment has been increasing quite
rapld]y these last twenty-five years and is still increasing. Our economic ma-
chine is sunply too large to rest on the narrow foundation of appropnatmg
accumulated “natural capital” such as land, just as our monetary system is
too large to get its monetary material from bonanzas.
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was so largely based. Finally—and most important—we can
no longer afford to use up the productive resources of nature
at the rate at which they have been used up. Soil erosion and
depletion of soil fertility, destruction of timber resources,
overconsumption of irreplaceable fuels and ores has been a
world-wide phenomenon. But nowhere has it gone further
than in this country; especially during the two World Wars
we indulged in a veritable orgy of natural-capital consump-
tion. In the interest of national defense, national prosperity
and national survival we must surely preserve and build up
our natural resources. They cannot be allowed to be used in
lieu of capital. Capital formation will have to be based on the
one resource which, instead of being destroyed by being used,
reproduces itself, namely profit.

Just as it is nonsense to say that economic life is possible
without profit, it is nonsense to believe that there could be any
other yardstick for the success or failure of an economic ac-
tion but profitability. Of course, it is always necessary for
society to go in for a good many unprofitable activities in the
social interest. But all such activities which are undertaken in
spite of their economic unprofitability must be paid for out
of the profits of some other branch of economic activity;
otherwise, the total economy shrinks. Profitability is simply
another word for economic rationality. And what other ra-
tionality could there be to measure economic activity but
economic rationality?

The reason for the frequent failure to understand this ele-
mentary proportion lies in the customary confusion of profit-
ability which is an objective principle of social action, with
the profit motive which is a subjective principle of individual
motivation. The confusion between these two entirely different
things began with the utilitarian philosophers and economists
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of the classical period of economic thought who mistakenly
derived profitability not from the objective conditions of eco-
nomic [ife but from a thoroughly fallacious psychology of
individual behavior. This mistake in turn was possible be-
cause they, though living in a period of violent economic ex-
pansion, based their economic thinking on the concept of a
stationary economy—the concept of the equilibrium. Of
course, even a stationary economy needs profits to make good
the inevitable losses; but the losses of a stationary economy
are not inherent in the economic process itself, but are caused
by some outside agent, such as the weather, insects, pests, etc.
While the disregard of the inevitability of such outside dis-
turbances imparts to classical economics the abstract char-
acter of a chess problem, the classical economist intentionally
aimed at a purely theoretical, quasi-mathematical formulation.

Today, we know that the assumption of an equilibrium is
not only unrealistic but that the equilibrium itself is undesir-
able. Under modern industrial conditions there is no greater
threat than a stationary economy which must lead to whole-
sale unemployment. We can no longer follow the classical
economists or Marx in regarding profit as, at best, a provision
against outside interferences with the equilibrium. In an ex-
panding economy, profit and profitability are of the very
essence of the economic process. In our theoretical economics
this has been fully recognized.* Even in Russia the Marxist
dogma of profit as typical of “capitalism” has been officially

* The two books which pioneered in the development of the modern con-
cept of a dynamic economy are Frank Knight’s Risk, Uncertainty, and Profit
and Schumpeter’s Theorie der Wirtschaftlichen Entwickelung. It is interesting
that, though absolutely independent of each other, they wrote their books
at about the same time in the years immediately preceding the first World War.
The contribution of these two books to economic thought is fully as great as
that of Mr. Keynes, if not greater; while Keynes represents the last and most

advanced formulation of equilibrium economics, Knight and Schumpeter have
opened up a new field of economic dynamics.
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revoked; the recent revision of Soviet official theory which
caused so much comment in this country, consisted mainly in
accepting profitability as the yardstick and determinant of
production under any social or economic system. It takes
time, however, for new ideas to seep into popular conscious-
ness so that popular discussion is still under the spell of the
confusion between profitability and profit motive.

This is much more than a theoretical question. The con-
fusion is responsible for the failure of our economic policy
to understand that profits are necessary for economic expan-
sion. It is a legitimate and serious problem of economic policy
to decide where the profits shall go, how they shall be in-
vested, and what activities should be furthered. But to ques-
tion whether we want profits or not makes simply no sense
—provided we want economic expansion. The confusion also
underlies our failure to see that the present rate of profit-
ability on which American economy operates is too low for
the economic expansion which we expect.

The Profit Motive

Profit and profitability are objective criteria of economic
action. They have nothing to do with the beliefs of a given
society or with particular institutions but apply to any society
however organized. Essentially profit and profitability are
nothing but reformulations of the law of the conservation of
energy in economic terms.

The “profit motive” on the other hand pertains to man’s
actions and reactions. In capitalist society, moreover, it is
institutionalized in special institutions, and behavior accord-
ing to the “profit motive” receives social sanctions and re-
wards. It is this “profit motive,” the socially sanctioned be-
havior of the individual to obtain the maximum material gain,
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which is under attack as “unnatural” and “antisocial.” And
since the corporation in a free-enterprise economy is directed
by, and dedicated to, the satisfaction of this “profit motive,”
the question arises whether the “profit motive” is indeed in-
compatible with a stable, functioning and good society.

The attack on the profit motive as “unnatural” and con-
flicting with socially and individually more beneficial and
more fundamental human motives is, like the attack on profit-
ability, partly the result of an excessive reaction against the
wrong psychology of the utilitarian economists. They had pro-
claimed that man has a natural instinct to “truck and bar-
gain,” and they deduced from this instinct the laws of classical
economics. We know today that there is no such thing as a
natural instinct to “truck and bargain.” If we ever needed
proof of the fallacy of the utilitarian concept, it has been
abundantly supplied by modern cultural anthropology and
modern psychology.* We also know that in most human ac-
tivities, motives are thoroughly mixed, and that we will never
find anybody acting on the basis of that “simple and clear
calculation” of possible gain against possible effort on which
the classical economists based their theories of economic be-
havior. Finally, we know that the orthodox economists were
completely mistaken when they used the utilitarian “pleasure-
pain calculus” to equate “work™ with “pain.” The psycho-
logical and social ravages of unemployment have certainly
shown that idleness, far from being pleasing, is destructive,
and that work, far from being disagreeable, is a necessity of
human existence and self-respect and in itself a source of
pride and satisfaction. There is little left today of that psy-
chology from which the profit motive emerged as the con-

* The reader will find a brilliant summary of this evidence in Karl Polanyi’s
The Great Transformation (New York 1944).
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troller of human destinies and as the natural law of human
behavior.

To say that the profit motive is not inborn in man and the
expression of his true nature is, however, something very dif-
ferent from asserting that it is vicious, unnatural and socially
undesirable. This assertion rests on two beliefs which are both
as untenable and as fallacious psychologically as the dogma
of the preordained profit motive which they tried to replace.
The first of these is the belief that man’s “creative instinct” is
not only good in itself but alone sufficient to make man so-
cially constructive—the belief which is expressed in Veblen’s
famous juxtaposition of “industry” and “business.” The sec-
ond of these beliefs asserts that, but for the profit motive, hu-
man society would be one of equality and peace, and that all
drive for power and privilege, all conflict and all inequality
are the result of the lust for gain. In other words, both beliefs
see in the profit motive the one, or at least the main, obstacle
to the millennium.

It cannot be said too emphatically that no society can be
based on man’s “creative instincts.” In order to make social
life possible there must always be a principle of organization
which reduces individual fulfillment and individual drive to
a social purpose. Otherwise that co-ordinated human effort on
which social life rests becomes impossible. If we do not use
profit and profitability as the reduction gear, we would have
to work out some other social mechanism to convert the sub-
jective drive of the individual into the objective performance
of society.

If we take, for instance, the people employed in the produc-
tion of an automobile, we shall find that the “instinct of work-
manship” leads in totally different directions, depending upon
whether we look at the engineer, the production man or the
sales manager. For the engineer the highest standard of
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achievement and craftsmanship lies in the most functional
and most up-to-date car embodying the best and newest in en-
gineering research, in materials and in design. He may be
inclined to regard as alien and as in conflict with his ideas of
workmanship such considerations as cheapness and ease of
production, habits of automobile users, their comfort, etc.;
and he would want to change his design all the time in order
to incorporate the latest engineering improvements. The
standards by which the production man will measure his
workmanship and achievement would be above all cheapness,
speed and ease of production. His ideal is an engineering de-
sign that will never change. His attitude towards the consum-
er’s preference and desires was summed up perfectly in the
epigram attributed to that prince of production men, Henry
Ford, when he said that “the customer can have any color as
long as it’s black.” The sales manager finally—or anybody
whose business it is to distribute cars—sees maximum
achievement in the most salable car, a cheap car that “looks
like a million dollars” and satisfies the consumer’s desire to
keep up with the Joneses—however unreasonable this may
appear to the engineer or to the production man. Each has
“instincts of workmanship” which are creative. But the in-
stinct of the one can find free rein only at the expense of the
instinct of another. If society wants automobiles, it must be
able to subordinate the instincts of each man to an objective
principle of social satisfaction. However much such an ob-
jective principle “violates” individual integrity—a point
mooted since the dawn of history—society must have it.

The profit motive may not be the best reduction gear. It
certainly is not the only possible one. But to denounce it be-
cause it is a reduction gear—Veblen’s procedure—begs the
question. What we have to answer is not whether the profit
motive is good or bad, but whether it is efficient or inefficient
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as a principle of social integration of individual motives and
desires.

In a society which accepts economic advancement and eco-
nomic goals as socially efficient and as socially desirable the
profit motive is socially the most efficient device. In any other
society, it is not an efficient mechanism. In the Middle Ages,
for instance, the profit motive was clearly socially inefficient
from the point of view of an order which regarded eco-
nomic goals—beyond mere physical survival—as socially ir-
relevant and as morally suspect. In a society which believes
in the desirability of economic progress, as has ours for the
last two hundred years, the profit motive is an efficient mech-
anism of integration, because it relates individual motives and
drives directly to accepted social purposes. Obviously, this
creates problems in those spheres of social life to which eco-
nomic rationality is not applicable, such as the arts. But these
problems are no greater than those faced by the Middle Ages
in applying their noneconomic objective principle of social
integration to the economic sphere with its necessarily eco-
nomic rationality. In other words, while no society and no
principle of social integration can be perfect or automatic, the
profit motive is the most efficient and the simplest mechanism
for the conversion of individual drives into social purpose
and action under the given conditions and beliefs of our so-
ciety. It is, perhaps, the best commentary on this conclusion
that the Soviet Union has gone as far as any capitalist coun-
try—and further—in using economic rewards and incentives
in industry. For, however different its social tenets and insti-
tutions, Russia shares with the West the belief in economic
goals.
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The Lust for Power

What about the second count in the popular indictment of
the profit motive: that it is the cause of the lust for power and
dominance and the sole or main obstacle to peace and equal-
ity? Certainly the “profit motive” is not necessarily inherent
in human nature. But inherent in human nature there is a
drive for power and distinction of which the profit motive is
only one possible form. If we eliminate the profit motive, the
result will not be the equal and peaceful society of the mil-
lennium but the emergence of some other outlet for man’s
basic lust for power.

The weakness of the traditional argument is beautifully il-
lustrated by the first great sermon on the profit motive as the
original sin, and on its abolition as the key to the earthly
paradise—Thomas More’s Utopia. More’s ideal society is per-
fect, peaceful, free of strife and ambition simply because
property and gain have been eliminated. At the same time—
almost on the same page—More proposes an elaborate system
of honors and preferments as the basis for social power and
political rulership. And he never sees the obvious: that the
competition for these honors and preferments would at once
bring back the ambition, the strife, the factionalism and the
lust for power and prestige which he had just driven out by
banishing the profit motive. Plato—and More was a Platonist
—knew better. But his proposal in the Republic not to admit
anyone to rulership until he be old enough to be past ambition
is hardly more realistic; is there an age limit on ambition and
pride? Wherever in history a man was kept out of power until
very late, his lust for power, his ambition, his dominance and
factiousness increased, often to the point of pathological ex-
aggeration.
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If I may again point to the findings of modern anthropol-
ogy: the sentimental concept of “primitive equality” popu-
larized by Rousseau and Marx has been exploded completely.
There are many primitive tribes which do not know individual
property in the sense in which we use the term. There are
however no examples of real communism among primitive
tribes; communism is far too complicated a social arrange-
ment to be attainable for a primitive society. And in every
single culture we know of, there is a socially accepted motive
of advancement to power and prestige around which the social
organization is built.

Actually, we should not have needed anthropology to teach
us that society is based on man’s innate drive for power and
social recognition. We have known for thousands of years
that Pride is an essentially human quality. We may, with the
ancient Greeks and the Renaissance, accept Pride as a virtue.
Or we may with the Christian doctrine regard Pride as both
cause and result of man’s fall from grace and as the center
of his corruption. But we can never hope to have a society
without it. The statesman may, as a Christian, deplore the
weakness of man and strive to overcome it in himself. As a
statesman, however, he has to accept the fact that Pride and
its manifestations are both, the reason for the existence of so-
ciety, and a constant in any social organization. The problem
of the statesman is not to suppress or to overcome the drive
for power; that is the concern of philosopher and saint. The
political problem is how to direct the drive for power into the
socially most constructive or least destructive channels.

To say, as is customary, that the profit motive is bad be-
cause all drive for power is bad, evades the issue; it may be
good theology but it certainly is not relevant to politics. To
say that the profit motive is bad because without it there
would be no drive for power, is not even bad theology; it is
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nonsense. The only relevant and meaningful question is
whether the profit motive is the socially most efficient one of
the available directions in which the drive for power can be
channeled.

I do not think that anyone can give a dogmatic answer; the
absolutely best lies in the field of religion or philosophy, not
in that of politics or social organization. But we can say that
of the channels available and known to us, the profit motive
has a very high, if not the highest, social efliciency. All the
other known forms in which the lust for power can be ex-
pressed, offer satisfaction by giving the ambitious man direct
power and domination over his fellow men. The profit motive
alone gives fulfillment through power over things. It is an old
truth that the richest and most overbearing millionaire in a
capitalist society has less power over the individual worker
than the worst paid official in a collectivist state, who can
grant or withhold a license to do business or a work card. Cer-
tainly there is the danger that the power over things may de-
velop into a power over men. But it is not an inevitable
danger, and it can be checked by social action.

It has been long contended that we can also control the ex-
ercise of power over men—for instance, by a Bill of Rights,
by popular vote, or by substituting rules of law and pro-
cedure for arbitrary decision; this is the case for “democratic
socialism.” The argument fails to take into account that pater-
nalism may be benevolent but will always tend to be arbitrary
and uncontrolled—simply because it substitutes the best judg-
ment of the ruler for the composite judgment of the ruled.
And who is to control the ruler if his power over men has
once been accepted as “legitimate power”? The profit motive
is the one way known to us to divert ambition from the so-
cially destructive goal of power over men, into a socially
constructive channel, that of economic production. This,
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though not by itself sufficient, is a protection against the
danger that the lives and the livelihood of the individual
citizen will become pawns in the game of human ambition and
fair prey for the drive for power. It is no accident that the
great villains of history are not found among the “economic
royalists” but among the “incorruptibles,” whose aim was
power and power alone. Neither Robespierre nor Hitler could
have been bought off by money; they lacked economic acquis-
itiveness entirely. But this hardly made them any more bene-
ficial for mankind; their indifference to anything but naked
power over men only heightened their inhumanity.

One of the most brilliant writers of our time, Arthur Koest-
ler, recently put forward the thesis (in his book The Yogi
and the Commissar) that fundamentally there are only two
types of social behavior, renunciation of social effectiveness
and pursuit of naked power. This, though not new, is a stimu-
lating thesis, but also a most destructive one. It denies all
meaning to social life and with it the possibility of a good or
of a free society. To have a free soclety we must make it pos-
sible for man to act and to live in society without destroying
himself or enslaving his fellow men. We must harness the lust
for power to a social purpose. This, in a society accepting
economic goals, the profit motive can do.

We do not have to regard the drive for gain as noble or as
the best man is capable of. But noble or base, it directs the
drive for power into the least dangerous channel. Of course
the profit motive does not bring about a free society; the iden-
tification of capitalism with democracy, so current today, is
utterly superficial and is the result of a truly shocking con-
fusion. But while the profit motive by itself leads to a free
society as little as any other human drive, it is more compati-
ble with it than the other forms in which the lust for power
may manifest itself socially. A free society is not based on
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man’s drives but on his reason; it always has to guard against
the danger of its perversion by the drive for power or by any
other drive. The profit motive contains potential threats like
all other manifestations of human pride. But unlike the other
forms in which the drive for power may become socially ef-
fective, the profit motive of a free-enterprise society also
contains powerful safeguards against the politically most
dangerous consequence of human pride, the tyranny of the
power-drunk.

The Market

The most consistent and the most serious criticism of profit
is directed against its use as the organizing principle of the
economic life of society, that is against the institution of the
market.

Every society must perform somehow the functions which
a free-enterprise society discharges through the market. It
must allocate scarce goods. It must integrate individual mo-
tives and individual actions into social effectiveness. It must
have a determinant of the direction of economic activity and
a control over mistakes.

If we had real abundance of goods we would indeed not
need any mechanism to distribute scarce goods. Real abun-
dance means that goods would produce themselves without
any human effort. This is not only impossible except on the
lowest stage of economic development and in a tropical cli-
mate; it is also extremely undesirable. If by some miracle we
could obtain the goods we want without effort, we would have
to invent something that requires effort in order to have a
civilization at all. Not only is work in our society the main
claim to social standing and self-respect. We also know that
wherever there is any cultural achievement in a primitive
tribe living under conditions of natural abundance of subsis-



246 CONCEPT OF THE CORPORATION

tence goods, it rests on an artificial and socially created need
for effort. A human community can only be organized on the
basis of joint effort. And while the purpose to which the effort
is organized may be varied—a religious cult, war or economic
progress—its basis must always be the organization of pro-
ductive work.

The need for a principle of social integration has been dis-
cussed a few pages back where we talked about the function of
the “profit motive.” We only have to add that this integration
depends on society’s having one standard of values, one com-
mon denominator in which the different contributions of dif-
ferent people can be expressed, and by means of which they
can be compared.

Every society needs unification and control of its economic
activity. Above all it needs a means to discover and to correct,
before they have gone too far, mistakes in the direction of
economic effort and in the allocation of economic resources.
In a static economy, such as that of a primitive tribe, tradition
hallowed by age and fortified by religious rites is sufficient
for this purpose. But in an expanding economy there must be
a governor in the system itself to prevent misdirection and to
correct mistakes promptly. Otherwise, an error once made,
might be persisted in until it results in economic catastrophe.

The market discharges these functions by making price,
that is, an economically rational value, the organizing princi-
ple of economic life. The claims to scarce goods—income—
are distributed according to the individual’s contribution to
economic production; in theory at least there is no other basis.
Human effort is reduced to a common denominator by price
also; maximum economic efficiency in terms of cost and price
determines the organization and co-ordination of human effort
under the market system. And the constant check of cost by
price in a competitive market is intended to supply an im-
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mediate, permanent and automatic control for all economic
activity.

This concept of price as the economically rational value is
in turn based on the belief that the proper end of economic
activity is the satisfaction of the economic wants of the indi-
vidual. The economic wants of the individual are the ultimate
criterion of economic production, his decision how to allocate
his purchasing power between competing goods is the ultimate
director of the market and of production under the market
system.

A good many of the traditional arguments for and against
the market are mere shadow-boxing. They deal with the mar-
ket as a theoretical abstraction claiming both perfection and
universality. But the market is nothing of the sort. It is a man-
made social institution, operating not in a vacuum but in so-
ciety. This society has many other concerns beside economic
ones, and many other responsibilities beside the satisfaction
of the individual citizen’s economic wants and needs. Herbert
Spencer, seventy years ago, overlooked this in his condemna-
tion of social services such as municipal fire brigades or free
schools as “‘socialistic” and as destructive of the market sys-
tem; so did the English Socialist * who in our days “proved”
the market to be a failure by showing that the behavior of peo-
ple in the market was not exclusively determined by economic
rationality.

The functioning market of a going free-enterprise society
differs considerably from the theorem of the textbooks. In a
functioning market, competition is not and cannot be perfect.
Even if kept free from major monopolistic attempts, no econ-
omy could or should realize the ideal market of absolute com-
petition. It must be full of small, local monopolies and

* Barbara Wooton whose book Lament for Economics enjoyed considerable
popularity during the Depression.
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near-monopolies. The restaurant opposite the court house en-
joys something of a monopoly on the provision of lunches to
lawyers and other people who have business at court; equally
monopolistic is the advantage of the drug-store owner whose
brother happens to be the small town’s leading doctor. Almost
nobody buys in a completely free market except, perhaps, the
professional purchasing agent of a very large buyer—and
even if he awards the contract to the lowest bidder, the field of
competition is usually severely limited by geography and
communication.

More important is the fact that the individual consumer of
the market-theory does not exist. Wants are as much an ex-
pression of noneconomic needs and desires as of economic
ones. Social preferences differ from country to country, from
region to region, from class to class. A handmade dress or
suit which, to the colored shaie cropper in the Deep South, is
a mark of social and economic inferiority, is a badge of dis-
tinction on Park Avenue. Perfume will sell better at five dol-
lars than at fifty cents even though the contents of the bottle
may be the same. Social prestige, habit, tradition, fears and
hopes, fashions, the desire to “keep up with the Joneses™ are
all powerful determinants of individual economic action
though all of them are economically irrational.

Economic rewards, that is, incomes, are also not distributed
primarily according to the recipient’s contribution to eco-
nomic production. Not only does every society give noneco-
nomic rewards in the form of prestige, power, titles, etc.,
which are often more ardently desired than money or goods.
Every society must reward thousands of services which, in
terms of strict economics, are unproductive—ranging all the
way from the priest to the gambler. Economic services proper
are rewarded as much according to the social esteem in
which the occupation or profession is held as by their eco-
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nomic contribution. Physically dirty jobs, or jobs in which
personal service is given, are underpaid everywhere. Jobs
which are conspicuously in the public eye, are equally over-
paid. Where the connection between the work and its eco-
nomic effect is indirect and difficult to measure, social custom
decides—as shown by the relative economic position of re-
search physicist and corporation lawyer. For social reasons
the poorest groups of our population, such as the cotton share
croppers are paid much higher wages than economic efficiency
would ever justify. Seen purely as a factor in economic pro-
duction, the cotton share cropper contributes about four or
five weeks of unskilled labor during the entire year; for cot-
ton needs little cultivation except at picking time. Regarded
as a wage for four to five weeks of work, that is, regarded
only on the basis of economic rationality, the $200 or $300
received by the share cropper every year is fabulously high
and completely unjustifiable. Yet, everybody will protest,
rightly, that the share cropper’s income should be a good deal
higher than it is if he is to have a minimum standard of living
and that it is ludicrous to apply economic rationality in judg-
ing his income.

The market as a concrete institution of a free-enterprise
society can therefore be only an approximation of the market
of the textbooks—and not a very close approximation either.
But this is sufficient for it to discharge its main functions.
That there is no really perfect competition is of consider-
able importance to the economic analyst or to the businessman
who contemplates the purchase of a property. Nevertheless
the incomplete and partial competition of the actual market
provides a sufficient check on economic inefficiency and on
economic mistakes. That consumers do not act according to
economic rationality, indeed that they do not want to act so,
is obvious. Modern advertising openly exploits this fact; and
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no one would deny that it often abuses the consumer’s igno-
rance, his gullibility or his fears, hopes and day dreams. Yet,
with all the abuses, the consumer’s dollar is still the determi-
nant of economic action. This means that, whatever the limita-
tions on economically rational behavior, the actual market
still performs its twin tasks of allocating scarce goods and of
integrating individual economic efforts into the teamwork of
production.

For this reason, the really important arguments are not
those that deal with the failure of the market to measure up
to the ideal, but those that attack the very principles on which
it is based. We shall here be concerned with two such argu-
ments *: (1) that the market is socially destructive because
it subordinates everything to the economic criterion, that is to
price; and (2) that the market is socially destructive because
it subordinates all economic considerations and concerns to
the satisfaction of the individual’s economic wants. What
makes these arguments important is that their premises are
correct; the market does subordinate all social activity to
price, and all economic activity to the satisfaction of the indi-
vidual’s wants. But is it therefore antisocial?

Ours is certainly a materialist age in which economic goals
have become deified. And one may well feel that the Occident
is giving up all the real values, all its heritage, all the things
that make for the Good Life, to chase the phantom of the ris-
ing standard of living. The argument may seem a little weak
to those who have seen real poverty—the poverty of pre-
industrial countries; but even they will admit that material
goals such as our culture glories in, are not the highest goals
of human endeavor. But what is the alternative? Unless we

* There is a third major argument against the market system: that it is
unable to overcome depression and unemployment. This is so important a point
today—and differs also so completely from the arguments discussed here—that
we shall devote to it the whole of the next section.
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know what to put in the place of the economic goals, we sim-
ply cannot act. Before we can throw out a going system,
however bad, we must have something better to put in its
place. The argument that things could not possibly be worse
and that any change must be a change for the good, is always
nonsense in politics.

Of the making of utopias there is no end; and they are use-
ful things as they fire the imagination of men and give them
lights to steer by. But in politics the question is not what is
ideally desirable. It is which of the possible solutions is
best. And war is today the only possible alternative to eco-
nomic progress as the organizing principle of social life in
the Western world. This was the only goal which Hitler’s
Nazi Germany, the most thorough attempt at a noneconomic
society made so far, could find. The Nazi leaders may have
wanted war from the start—some certainly did. But the
tremendous popular appeal of Nazism was to the vague but
powerful revolt against economic goals in the German people.
The tragedy of Nazism was not that it provided a new out-
let for man’s old urge for war. But it perverted idealistic
and romantic movements which had rejected economic goals
as too crass and too materialistic, into the crassest material-
ism of the belief in war and conquest precisely because these
movements were romantic ones, that is, purely negative ones.

There is no evidence that another attempt made elsewhere
would lead to a different result. To make economic progress
the goal of social effort may be as bad and as deleterious as
the critics say it is; and the subordination of other social con-
siderations to profit can certainly be overdone, and often is.
But the job of social integration and that of allocating scarce
goods has to be done. And certainly economic progress as an
organizing principle is more constructive and more beneficial
socially than total war.
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If we accept economic progress as a social good—even
if only faute de mieux—we must also accept price as socially
constructive; it is a simple, dependable and economically ra-
tional mechanism. A society that strives for economic goals
has to base its economic system on price, if it is not to live in
constant tension. But for price it would have to rest on politi-
cal, that is extra-economic fiat. In the market system, eco-
nomic activity is determined by the same factors which
inevitably determine productivity and efficiency in any eco-
nomic or social system, namely, the cost factors of labor, rate
of capital accumulation, etc. In this sense—and in this sense
alone—the market system is a “natural” system; and for this
reason the subordination of other criteria to that of price
gives the greatest social stability and the least social friction
to a society that believes in economic goals. The Soviet Union,
while it does not know a market in our sense, subordinates
economic activity to price and cost just as does a capitalist
economy; for it too professes the belief in economic goals.
The only difference is that the price is set by the state instead
of by the composite action of individual consumers.

The argument that the market is antisocial because it
makes economics supreme, is based on esthetic or moral val-
ues. It is also usually an attack on society whatever its or-
ganizing principle, rather than on an economically organized
society. The moral and esthetic critics would have been just
as critical had they lived in the thirteenth instead of in the
twentieth century; for every society must subordinate all other
values to one guiding criterion of value. Hence their point is
essentially a nonpolitical, even an antipolitical one.

The opposite is true of the second argument: that the mar-
ket system is antisocial because it subordinates the needs and
wants of the group to those of the individual. This is an argu-
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ment from politics. It leads to the most important conclusions
regarding the political functions and the political limitations
of the market system.

The market system necessarily fails to satisfy group needs
because it centers on the satisfaction of individual demands.
It is the definition of the market that it is directed to and
by the individual consumer. There is nothing very new or
very startling in this statement; it was first made by no less
an advocate of the market system than Adam Smith. Obviously,
what concerns the survival of society as organized society is
a matter for community action. Its satisfaction can only be
achieved on the basis of community decisions and prefer-
ences, that is, on the basis of political decisions.

Herbert Spencer’s demand that the market be universal,
was a complete misunderstanding. The market can exist only
as an institution of a going society. To make it absolute and
universal means, however, to abolish organized society. An.
archism may be defensible on philosophical grounds; but it
can never be the policy of a society whose first duty is to its
own survival,

A complete misunderstanding also underlies the demand
so popular today that we abolish the market because it cannot
make political decisions and that we replace it by “economic
planning.” This appeal rests on the assertion that under a
“planned economy” the economic system will automatically
and infallibly give us the right and necessary political deci-
sions. This is sheer nonsense and a dangerous bit of quackery.

No economic system no matter how it is organized can give
us the right political decisions. Political decisions must al-
ways be made by political organs; and needless to say they
can never be infallible or automatic. The inadequacy of mili-
tary preparation in England or in the United States before the
war—clearly a danger to the survival of those countries—was
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not the result of the market system but of the unwillingness
of leaders and voters in the democracies to make the decision
for war. Once this decision was taken the market delivered the
war goods without trouble. Only our present tendency to
search for an “automatic system” that will take the burden
of responsible political decisions off the shoulders of the
citizens can explain the appeal of “economic planning” as a
panacea. This tendency is not confined to the sphere of eco-
nomic policies; it is very much in evidence, for instance, in
the field of international politics and international organiza-
tion. It is actually nothing but a reformulation of Herbert
Spencer’s search for the infallible remedy against the burden
of responsibility, watchfulness and decisions. And it is a
grave threat to the survival of a free society which can only
rest on the political responsibility and decisions of the citizen.
An “infallible” and “automatic” system is simply a tyranny.

The campaign for “economic planning” is thus directed not
against the market as an economic institution but against free
government. It is really an argument for the absolutism of a
Leader, or for the rule of the bureaucratic expert. Stripped of
its sales talk, the argument for “economic planning” bluntly
asserts that under present-day conditions no industrial society
can have a free government and survive.

The absolutists of the market, and the absolutists of eco-
nomic planning, both fail to see that the market system by
its very foundation in the satisfactions of the individual im-
plies two coexistent and equally important spheres of social
life. The one is the individual sphere in which organized so-
ciety exists only as a tool for the satisfaction of individual
ideals, aspirations, needs and wants; the other is that of or-
ganized society in which the individual exists only as a tool—
the term “member” is a highly appropriate one—for the sake
of society’s survival and for its ends. Both spheres are essen-
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tial to the nature of man. Indeed without them, there could
be no human society; there could only be the beehive or the
madhouse. The question—the real question of economic pol-
icy—is where to draw the line and how to make one sphere
balance and support the other.

Social Needs

If we turn first to the sphere of social needs which the mar-
ket cannot satisfy, there are definite areas from which it has
to be excluded, and to which the individual’s economic needs
and wants are completely irrelevant. The classical examples
are the administration of justice and the maintenance of in-
ternal order. Another one, particularly important in the
development of the United States, are the “internal improve-
ments” which through collective action establish the frame-
work for more effective individual action. The TVA is the best
contemporary illustration. But the most important case is
modern war. Total war is the test of a society’s capacity to
survive. In it the individual must be completely subordinated
to society—not only in his needs and wants but in his very
existence. Modern war is the absolute antithesis of the market.
If we were to live in perpetual total war, or only perpetually
under its threat, the market system could not be maintained.
The really decisive encroachments on the free-enterprise sys-
tem during the last two generations have been the result of the
gradual degeneration of modern society into a total-war so-
ciety.

The determination of the areas from which the market
must be excluded has never presented much of a political
problem. It is a simple matter of obvious necessity. All
that has to be said here about these problems is that it is
in the best interest of society to make a clear decision which
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areas are purely political, to formulate unambiguous policies
for their administration, and to establish strong organs of gov-
ernment to carry out these policies. Also the attempt must be
made to utilize the citizen’s imagination and initiative to their
fullest extent in these spheres.

Problems of economic policy proper only begin when we
try to establish the limitations on the operation of the market
in those areas where the market can and should operate but
cannot be allowed full sway in the interest of social stability.

Everything in the market is a “commodity.” Everything is
a factor in production to be organized according to economic
rationality and valued according to its price on the market.
But no society can allow labor, physical resources of land or
equipment and money to be treated as “commodities.”” Labor
is man. Land and capital equipment are his environment and
his productive resources. Money and credit are the social or-
ganization itself which brings together man and his resources.
Clearly, all three must be preserved for society to survive.
The market cannot be allowed to destroy them nor to destroy
their stability.* To limit the operations of the market for the
sake of the maintenance of the social fabric has been the pur-
pose of most of our economic policy in the last hundred years.
It is the rationale for the regulation of work and employment,
of the labor of women and children, of the conservation of
natural resources, of central banking, of slum clearance, but
also for the supervision of the trade in narcotic drugs.

A special problem—in itself of considerable magnitude

* This is a summary of the main point of Karl Polanyi’s The Great Transfor-
mation (New York 1944). My only quarrel with this profound book is that the
author falls himself prey to the economic absolutism he so deplores in others.
Not only does he fail to see the role of war in the shrinking of the market
sphere, he believes that the market must either be absolute and universal, or
cannot be at all. Hence he concludes from the necessity of limitations on the

operations of the market that the market has no sphere at all in which it can
exist and operate. I see no logical or political justification for this conclusion.
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and difficulty—is the limitation of the effect of economic
change on the social fabric. The whole purpose of the market
system is change, namely economic expansion. But society
requires a considerable stability and predictability to survive.
Above all the individual can only function in a social habitat
with which he is familiar, which he understands and for which
he has traditions. Even in this most mobile country, the “mo-
bility of labor”—to use the economist’s term—is very low.
The Oklahoma farmer, “tractored” off his land becomes an
“Qkie,” without social roots, disintegrated and himself a dis-
integrating force. The worker in a town that has lost its in-
dustries, cannot simply pull up stakes and go elsewhere. He
is tied by hundreds of bonds—family, home ownership,
friends, church, even by his debts. And our greatest social
postwar problem will be the social effect of economically
necessary change on the social unit of the family farm. Espe-
cially pressing will be the problem of the millions of South-
ern cotton share croppers whose whole existence is threatened
by the mechanical cotton picker. No doubt, the replacement of
the economically most inefficient share cropper by the effi-
cient machine should eventually result in a higher income for
all, including the displaced share croppers or their descend-
ants. But where will the five or eight million share croppers
go, and what will they do? And what about the social and
economic fabric of the South of which they have been the
warp? Surely a sudden displacement of the share croppers
would be a social and political catastrophe not only for the
South but for the whole country. At the same time to main-
tain by political means the socially and economically obsolete
system of cotton share cropping in the face of technological
advance can only result eventually in even worse catastrophe;
with every year the adjustment will become more difficult, the
status quo less tenable. In dealing with the social effects of
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economic change we clearly have not only to solve the prob-
lem of limiting the market but that of making it operate as
well.

Where the line has to be drawn that limits the market, and
how it is to be drawn can only be decided if we juxtapose the
political and social functions of the market to its limitations.
As the example of the cotton shar: cropper shows, the eco-
nomic rationality of price supplies a constant gauge of polit-
ical decisions affecting the economic sphere. If we decide to
maintain the cotton share cropper in spite of his economic
obsolescence, the market will show us not only how much this
decision costs in terms of national wealth and income but also
how great a discrepancy develops between economic and so-
cial rationality. Without such a yardstick we simply could not
have a policy at all. We would either have to let loose the
technological forces all at once and risk social upheaval now,
or keep the machine out altogether and ensure eventual total
collapse. With the market as a yardstick we can have a policy
of gradual adjustment, difficult though it will be. The ex-
istence of the market is thus a prerequisite to any policy that
aims at controlling the impact of change, at least as long as we
want economic expansion.

There can be no adequate substitute for the market in this
function, precisely because it is based on the decisions of the
individual consumer. Not that the individual in his economic
decisions is necessarily wiser or less given to mistakes than
would be a well-trained economic expert. But the mistakes of
the individual are small mistakes because his area of opera-
tion is small; and because there are so many individuals, their
small mistakes, setbacks and catastrophes tend to balance
each other. With a few economic dictators in command—such
as a group of economic planners—the economy would pro-
ceed in a series of violent fluctuations and with the constant
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risk of catastrophic mistakes. It is no accident that the Soviet
economy works on the highest profit margin of any industrial
country; the risk of catastrophic mistakes, such as led to the
great famines of the early thirties, is very much greater under
a Five-Years Plan than in an economy which is ruled by those
millions of very small bosses, the consumers.

In a society like ours which believes in economic goals, we
could not have a successful social policy unless we had the
principle of economic rationality which the market gives in
price. The very delineation of the areas where the market can-
not be allowed to operate freely depends on a functioning eco-
nomic yardstick. The interests of society for the sake of which
we have to limit the market are by no means harmonious.
What is more important for society—to abolish slums through
cheap housing or to maintain the social security and tradi-
tions of construction workers through restrictions on methods
and materials? A decision can only be reached if these con-
flicting interests can be expressed in the same terms, that is, in
terms of their effect on costs and prices. Without the common
denominator of price, every single decision of social policy
would be a political duel beyond compromise, and to be de-
cided solely by political pressure. Above all, without the
yardstick of price, we could not measure the effect of a social
policy on economic efficiency and productivity. And these ef-
fects are a genuine concern of policy not only in any society
that strives for economic expansion but in any society that
wants to survive. For the efficient utilization of its economic

resources is a prerequisite to the physical survival of a so-
ciety and of its members.
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The Individual Wants

So far there has been little or nothing in our argument with
which the confirmed socialist could not have agreed. But at
this point he would take issue with us: “Nothing you have
said so far, is really an argument for the market, that is for
basing economic decisions on the whims and preferences of
the individual consumer. You have only shown that in a so-
ciety that strives for economic expansion, economic policies
and decisions must be based on economic rationality, that is,
on price. I fully agree; but you don’t need a market to have
price. Look at the Soviet Union which subordinates economic
decisions to price without subordinating them to the individ-
ual consumer. You argue that a price that is based on compe-
tition, that is, on the decisions of a multitude of small
consumers, is a more reliable yardstick and corrective than a
price that is based on the calculations of economic experts un-
der an over-all plan. I think that you tend to overestimate the
efficiency of market competition and to underestimate the pos-
sibilities of “socialist competition,” that is, measurement and
correction based on the objective yardstick of cost accounting.
But even if you should be right, it would prove only that a
socialist system would need a somewhat larger risk-premium
in the form of a higher profit margin. That, however, is a very
minor matter compared to the tremendous advantage a social-
ist system gives in terms of social strength by making the sat-
isfaction of society’s survival needs paramount.”

Our hypothetical socialist is quite right: everything said so
far dealt with price and cost rather than with the specific price
of the market, that is with price determined by individual de-
mand. There is only one thing he overlooked—a society which
considers economic goals to be social ends, can be a free so-
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ciety only if its major economic decisions are made on the
basis of the individual’s economic wants, that is, in and
through a market.

This point is usually presented today in the argument that
a collectivist economy would demand an absolute govern-
ment. This is true; but why is it true? Why is the socialist
counterargument incorrect that freedom could and would be
preserved through the popular control of the economic organs
of the government? The answer is that no society can be free
in which the citizen’s self-interest in the socially constitutive
sphere is in continuous and inevitable conflict with the self-
interest of society. If this happens the citizen must be pre-
vented from following his self-interest. His actions in the very
sphere in which lie the social goals, must be denied, controlled
or suppressed. Government must be supreme and absolute;
the citizen cannot be allowed to control, direct and supervise
it; he cannot be allowed even to participate in it except, per-
haps, in such shams as the Nazi “plebiscites.”

In a society striving for economic expansion, the socially
constitutive sphere is the economic one. Such a society there-
fore can only be free if the individual citizen’s economic de-
sires and decisions are socially effective and the determinant
of the society’s economy, that is, based on the market. If, as
all collectivists assert, the individual’s economic decisions are
antisocial and cannot be allowed to rule the economy, social
good and individual good in an economic society would be in
basic conflict. The government would certainly have to be in
full control of the economy, and all economic decisions would
have to be taken on the basis of the good of the group, that
is, by political fiat. In that case, a society striving for eco-
nomic goals could never be a free society. It would have to
have an absolute government over which the antisocial self-
interest of the individual could not be allowed any control.
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The relationship between the self-interest of the citizen and
the interest of society is the most fundamental question of a
free society. For there is no doubt that these two interests are
never the same. Plato and Rousseau attempted to resolve the
conflict by educating away the self-interest of the citizen, the
philosophical anarchists such as Herbert Spencer by denying
the reality of society. Neither attempt can be successful. But
the market, however limited and incomplete, endows the eco-
nomic self-interest of the individual with social efficiency and
effectiveness. Hence the market, that is the use of the indi-
vidual’s economic decision as the governor of the economy,
makes possible a free government in a society striving for eco-
nomic goals.

Freedom is an article of faith, and not a law of physics. It
is perfectly possible, therefore, not to believe in it. If the col-
lectivists have no faith in it they cannot be proven wrong.
Also, freedom does not come by itself but requires great and
constant human effort. It is perfectly possible to hold—par-
ticularly for those who do not believe in freedom anyhow
—that despotism is much easier. But one argument is imper-
missible—that a free society is less efficient and less stable
than a despotic one. Precisely because in a free society there
is no conflict between the desires and decisions of the individ-
ual and those of society, a free society suffers far less from
friction and has far greater stability and far greater reserves
of vitality than a despotic one. For it uses the self-interest of
the citizen in the social interest instead of fighting it con-
stantly. This is only a secondary argument for those who, like
the author, believe in freedom as an article of faith and as
commanded by the nature of God and of man. But since we
have been concerned in this chapter with social stability and
survival, we might point out that the market contributes to
both because it makes possible a free economic society.
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As long as we accept economic progress as a social good,
the market is thus both, indispensable to a free society and in-
dispensable to economic stability and functioning. Without
price, that is without economic rationality, as the determi-
nant of economic action, we could not have an economic so-
ciety. Without market price we could not have freedom in an
economic society. While the social interest demands limita-
tion of price and market, it also demands the fullest possible
utilization of the political and social potentialities of the mar-
ket. Hence, regulation and intervention in these fields should
never take the form of direct political control, and of substi-
tuting political fiat for market action. It should always be
confined to the setting of the limits within which the market is
given full play. There can be—and there is—considerable
disagreement where those limits should lie in specific cases.
They must be broad enough to allow the market its work of
correction and integration; society’s need to impose a limit
on the market for the sake of a social interest in need of pro-
tection should always be weighed against the effect of the lim-
itation on the operation of the market and on society’s interest
in economically efficient production. The market is neither a
perfect nor an all-embracing institution. But within its limits
it operates in the social interest.



3
IS FULL EMPLOYMENT POSSIBLE?

THE questions discussed so far—monopoly and bigness,
profitability, market and market price, profit motive—have
been with us for over a century. For the most part this chap-
ter has done little but sum up a traditional debate. But, as
has become clear during the last ten or twenty years, the fu-
ture of the industrial system will not be decided by the an-
swer we give to the classical questions of economic policy, but
by its ability to provide full employment. If the free-enter-
prise system fails to maintain full employment, it will not
survive, whatever its other advantages. If it solves the full-
employment problem it will have the support of the great ma-
jority of the people in this country. Full employment has
become the touchstone of America’s economic system and the
focus of our economic policy.

A great deal can be said against the current belief that full
employment is the greatest economic good, and that unem-
ployment is the greatest economic evil. Catastrophes rarely
occur twice in the same manner. And the means adopted after
one catastrophe to prevent its recurrence are usually ineffec-
tive against the next. Hence it may well be that in concentrat-
ing on the prevention and cure of unemployment, we are pre-
paring against the last depression rather than against the
next one. Nevertheless, it is right to see in employment a
crucial test of the social efficiency of our economic system.
Long-term unemployment has not only disastrous economic
consequences; it endangers the very cohesion of society. The

chronically unemployed has been deprived, without fault of
264
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his own, of his full citizenship, of his standing in the com-
munity, and of his self-respect. A society in which citizenship,
standing, and self-respect depend upon such uncontrollable
and incomprehensible forces as those unleashed by a depres-
sion, cannot possibly hold together or make sense to its mem-
bers. No industrial society today can tolerate long-term
unemployment or can afford to run the risks inherent in it.
Industrial society, as this last war has proved, can stand
severe economic dislocations and shocks if only reasonably
full employment is guaranteed. We must therefore subordinate
all the questions discussed so far in this chapter to the one:
can full employment be obtained under the free-enterprise
system with its large corporations?

“Full employment” is as ambiguous a term as such slogans
usually are. If we ask whether the free-enterprise system can
guarantee every man the job he wants to have or is qualified
to do, the answer is a straight “No’’; nor can any other system
give such a guarantee. Nor could we provide a permanent
surplus of jobs—the demand made by Sir William Beveridge
among others. The resulting inflationary pressure would soon
cut both productive efficiency and purchasing power and thus
bring about the very unemployment we try to prevent. Alto-
gether we would not want to eliminate economic fluctuations.
Risks can be abandoned only if we also give up the chances.
Complete stability means complete rigidity and stagnation.
What we want is to prevent large-scale, long-term unemploy-
ment and to give all men with the ability and the will to work
a reasonable opportunity to support themselves by their own
labor. The risks and fluctuations of a normal labor market
are perfectly bearable socially and economically. But we can-
not stand the abnormal labor-market of a catastrophic de-
pression.

So much has been written about full employment and the
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prevention and control of economic depressions that the lay-
man as well as the economist finds himself lost in the maze.
Apparently, no two writers ever agree on the nature of the
problem nor on its cure. Nevertheless, out of this copious and
emotional discussion, several major conclusions have emerged.

First, it has become quite clear to everybody but a few
economic theoreticians battling over technicalities, that it is
not of first importance to know the economic causes of de-
pressions. Not onlv does it seem highly probable that there
is no one single cause of economic depressions but a multi-
plicity of interlocking causes. It has also become almost cer-
tain that none of the so-called causes—*“tentative hypotheses”
would be a more nearly accurate way of describing them—
are really responsible for the depression. They serve only as
the release. The real root of a depression is the structural
complexity of the modern industrial system—that is, some-
thing we cannot cure or avoid. It would be just as reasonable
to forbid people to use fire for heating, light and cooking in
order to avoid burning down the house, as to try to avoid
economic complexity to escape depressions. Economic com-
plexity is a condition of productivity. We know also that the
paralysis which tends to afflict a modern economy in a de-
pression, and which makes it a chronic depression, is not
economic in nature. It is caused above all by the social dis-
locations and psychological shock of the depression itself.
Economic policy must thus concentrate less on eliminating the
economic causes of depressions, whatever they may be, than
on overcoming the depression-caused inability to get going
again.

The experience of the last twenty years has shown us that
the traditional counsel to let the economy cure itself has be-
come irrelevant. It may be perfectly true that a depression, if
left alone, will ultimately provide its own cure. But the pa-
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tient will have died of exposure and shock by that time.
Modern industrial society simply cannot stand the social
wreckage of prolonged unemployment and stagnation. How-
ever correct the economic theory of the advocates of a “hands
off” policy may be, they fail to understand that a major de-
pression is primarily a social and political threat. Every in-
dustrial country must therefore adopt a policy of positive
action and intervention in case of depression.

Further, while we know very little about the causes of a
depression, we do know a good deal about the cure. It has
taken us a long time to learn the obvious—that chronic un-
employment is the same thing as a failure to employ our pro-
ductive resources to their full capacity. Once that is clear,
however, we can see that the way out is to produce.

A depression will not occur as long as the production of
capital goods is maintained. In any depression, whatever its
cause, employment will be restored by a rise in the pro-
duction of capital goods to the level needed to sustain a
normal economy. Though only a part—normally about a
quarter—of a nation’s industrial volume, the production of
capital goods determines total business. The largest volume
of consumer goods production, on the other hand, will never
by itself overcome a depression or restore employment; all
it can do—as we saw in 1936-7—isto create a deceptive “pros-
perity without employment.” We have but to contrast the
failure of all attempts to overcome unemployment by doctor-
ing its causes or by subsidizing consumption—such as the
New Deal in this country or the policy of the National Gov-
ernment in England from 1931 to 1938—with the success of
all policies which simply put capital goods industries to work
such as those in Soviet Russia, in Nazi Germany, and finally,
after the outbreak of the war, in the democracies. And in a
country which like the United States is largely independent of
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foreign supplies and of foreign markets, reasonably full pro-
duction is always physically and economically possible given
the will and the imagination.

It follows that all attempts to solve unemployment by in-
direct means are completely inadequate. This applies par-
ticularly to monetary policies, such as were the arcana of the
New Deal. We have learned a great deal about monetary pol-
icy since 1914. One of the main lessons has been that mone-
tary policy is only an auxiliary, though a very important one.
Failure on the part of the lay public to understand this may
become a real danger at the onset of another depression as it
may force the government of the day, whether Republican or
Democratic, to fall back automatically on New Deal monetary
policies as the “safe” and “traditional” course. But while
these policies by their very novelty and incomprehensibility
had a certain psychological effect in the nineteen-thirties, they
will fail miserably the next time they are tried—thus inviting
the demagogue to ride to power on the popular demand for a
working depression policy.

It is often asserted that depression and unemployment are
“capitalist” phenomena and could not possibly occur under a
socialist system. But everything we have learned about the
anatomy and pathology of the depression contradicts the claim
that economic fluctuations depend on the ownership of a so-
ciety’s economic resources. A socialist system is subject to
the same economic stresses and strains as a free-enterprise
system of comparable industrial structure. What matters is
not that the economy in a socialist state is socialist but that
the government is absolute. For that enables it to intervene
directly into the allocation of economic resources between
production of capital goods and production of consumers’
goods. It is the increase of capital investment—that is ex-
penditures for the production of capital goods—which keeps
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production as a whole going. If the free-enterprise system
finds a way to keep up the rate of capital investment in the
face of a depression it can do as well as any socialist state,
and without giving the government absolute powers.

But even though the absolute government of a socialist
state has the power to order the production of capital goods,
it knows as little as the government or the businessmen of a
capitalist country what capital goods to produce. Actually no
socialist state to date has really solved the problem. Neither
Soviet Russia nor Nazi Germany have been able to find any
other outlet for their forced capital investments but war pro-
duction; nor, so far, have the democracies. The last depression
was overcome everywhere only by producing for war. If war
production should remain the only way out of a long-term
depression, industrial society would be reduced to the choice
between suicide through total war or suicide through total
depression.

The Business Cycle

The first problem of a full-employment policy is to gen-
erate capital-goods production during a cyclical depression.
In the last cyclical depression the New Deal tried to stimulate
the production of producers’ goods by subsidizing the con-
sumption of consumers’ goods. It failed because the existing
producers’ goods equipment was sufficient to accommodate
substantial increases in consumer-demand resulting from
government spending. There is no reason to believe—in fact,
there is every reason to disbelieve—that any repetition of the
New Deal policies, even on a much more sweeping scale
would have a different result. That is, indeed, openly ad-
mitted in the new theories of the same economists whose ideas
were responsible for the New Deal policies. Instead of de-
manding deficit spending to stimulate consumer expenditure
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their new program calls for deficit spending on producers’
goods in the form of a large and well-prepared program of
public works.*

The thinking that has gone into this program is far more
realistic than most of the ideas so far produced by private
enterprise. At least the government economists squarely face
the issue of production. It should also be said that a program
of public works on a sufficiently large scale might have a fair
chance of overcoming unemployment provided it is accepted
by the people; after all, economically speaking, war pro-
duction was nothing but a public works program. There is no
doubt that we shall adopt such a program of government-
financed and government-run public works, if there is no other
way out of a depression.

It would be pointless to deny that the case for a govern-
ment-sponsored public-works program is a strong one. But it
does not really answer the question what public works we
shall produce. Many of our planners seem to believe that all
that is needed is a mechanism, and that the decision what to
do with it will take care of itself. This makes it appear more
than likely that, in an emergency, the public works actually
undertaken will necessarily consist of armaments production.
Everybody is in favor of national defense; patriotism—or its
imitation—is always safe in politics. It is also the one large-
scale production program which we have the experience to
organize and run. Finally, it can go on forever as no country
bent on arming itself has ever had a strong enough army or a
large enough navy.

This should not be mistaken as an argument against a
strong peacetime defense program. On the contrary, a con-

* The best short statement of this program was Mr. Henry Wallace’s testi-

mony before the Senate Commerce Committee in January, 1945 on the occasion
of his nomination as Secretary of Commerce.
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sistent policy of national preparedness is certainly necessary
and desirable. But it would be disastrous—above all to the
national defense of the country—if armaments were to be-
come the means of providing employment rather than the
outcome of a considered national defense policy. It certainly
would not be in the interest of national defense to subordinate
it to the requirements of the domestic economy. Nothing
could be less conducive to peace or to security. For if
this country—or any other of the great powers—were to
make its defense program a function of its domestic employ-
ment situation, it would become impossible to conduct a con-
structive and well thought-out foreign policy or to develop any
lasting international collaboration.

Moreover, the almost complete control of capital invest-
ment by the government that is implied in such a program
must corrupt our system of government. Political power
would become the main means to economic advancement and
gain. The government itself would become the football of
selfish interests out to divert the stream of government cash
into their pockets. It is no accident that the rise in the number
of pressure groups during the last twenty years paralleled
the extension of government control and intervention in eco-
nomic life. It is also no coincidence that the very planners
who are most convinced that a government program of public
works is the only salvation of popular government, are also
the people who proclaim most loudly that we must leave
policy making and administration to the expert bureaucrat
rather than to submit them to popular discussion and de-
cision.

Finally, the advocates of a government-sponsored public-
works program tend to forget that such a program would have
to be justified as an “emergency measure” like the New Deal
spending policies. Even if the government planners call their
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program a “plan to promote free enterprise,” as has lately
become the fashion, public works would be regarded as a
temporary expedient. This would revive the tension between
the beliefs of a large part of the population and the practices
of their government, which has been such a marked feature
of the New Deal. Such a cleavage tends to disorganize not
only the political but also the economic system. And like the
New Deal’s “spending-lending,” a program of public works
may well fail to get the economy going again; its employment-
creating effect would be offset by a steady shrinkage in the
private sector of the economy. The politics of a public-works
program might thus easily defeat the economics. Recovery
would be only apparent as it was in 1937, and not real. We
would become dependent upon ever-increasing “shots in the
arm” like a drug addict, and might finally be forced into
state-socialism by default.

This should not be mistaken for an argument against public
works as such. The old American tradition of “internal im-
provements,” in which the Tennessee Valley Authority stands,
is an excellent one. There is plenty of room in this country
for a large-scale program of “internal improvements”—high-
ways, irrigation and power projects, reforestation or water-
ways. However, these necessary and beneficial projects could
only be harmed grievously by being subordinated to the em-
ployment needs of the economy instead of being undertaken
in the national interest. Their usefulness and their benefits
would seriously be impaired were they to be made political
projects designed not to strengthen America’s permanent eco-
nomic structure but to provide emergency relief. To be efh-
cient and successful a public-works program must not be
subordinated to political or social censiderations alien to
it. The TVA is an example. It succeeded only after it had
ceased to be run primarily as an experiment in “planned liv-
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ing” and as a stick with which to beat business, and concen-
trated—in collaboration with business—on its own jobs: flood
control, power supply, land rehabilitation.

A good many of the advocates of planning admit all this.
But they contend that there is no alternative and that only the
government can effectively provide production and employ-
ment in a depression. It was indeed true that only the govern-
ment could have provided the consumer purchasing power on
which the “o0ld” New Deal based itself. But investment in pro-
ducers’ goods is something very different.

Challenge to Business Leaders

It is perhaps the greatest weakness of American business
leaders today that they have not seriously come to grips with
the question of full employment. If the large corporations do
not offer a constructive and positive full-employment policy,
they concede defeat without a fight. The demand to let nature
take its course is not a policy at all. Indeed it amounts to an
abdication of the leadership which Big Business claims. It is
an admission that only the government can do something con-
structive. There are some signs that the large corporations
are beginning to realize their responsibility, and that they are
coming out of the state of shock which has paralyzed their
social and political imagination since the Depression. Signs of
a new attitude are the concern of business leaders with re-
conversion, resettlement of dislocated workers, and re-em-
ployment of veterans, and the work of groups such as the
Committee for Economic Development. But the real problem
has yet to be tackled and tackled right away.

Actually the challenge of unemployment provides business
with one of its greatest chances. It is possible to provide full
employment on a free-enterprise basis, notwithstanding the
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contrary views of the planners. The following pages do not
pretend to present solutions. They only try to show how the
problem might be attacked and from what angle.

Any attempt to work out a full-employment policy must
start with the realization that the advocates of government-
sponsored public works are right in two of their fundamental
assertions. The problem of unemployment has to be attacked
directly by providing work for the producers’ goods indus-
tries. Also in a modern industrial economy the time unit of
economic life is not the calendar year but the business cycle of
seven to fifteen years. On this realization rests the demand of
our planners that government base its policies on a ten-year
“average” of capital investment. The business cycle is roughly
equal to the average life-span of capital equipment during
which it has to pay for itself and at the end of which it has
to be replaced. Ten to fifteen years is also the average de-
velopment period of new industries, new products, and new
processes, from the laboratory stage to that of successful com-
mercial production. For the farmer the calendar year is
indeed much more than a convenient measurement; his pro-
duction cycle actually runs from harvest to harvest. But to
apply the farmer’s unit of economic life to an industrial
economy, except as a conventional measurement, cannot be
justified; yet we let the calendar year determine our economic
thinking and our economic policy. The proposal of the ad-
vocates of public works to spread the capital investment of
an economy over the period of the business cycle is, therefore,
essentially sound. But does it really require government con-
trol and large-scale deficit financing to accomplish a reform
of the measuring unit?

We would achieve practically all that is promised by the
public-works program—and achieve it on the basis of free
enterpriss—by an elementary reform of our fiscal system
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which would make it conform to the facts of modern economic
life.

Our fiscal policy today applies the convention of the cal-
endar year like a strait jacket to our industrial economy
which makes practically impossible business investments in
bad years. Our revenue laws all but completely separate the
financial results of one year from the financial results of an-
other year. January first, or the beginning of the new account-
ing year, are points at which, according to the fiction on which
we base fiscal policy, industrial life starts all over again from
scratch. The one highly inadequate exception is in the pro-
vision which allows the deduction of losses incurred during
the past two years from current profits—and even that is re-
garded as an unjustifiable concession by the fiscal mind.

The hold which a completely obsolete time-convention has
on our fiscal policy shows even more in our failure to grasp
the obvious fact that a new business during its first years is
not an economic adult but an economic child, who needs spe-
cial protection. Nobody would put a soldier’s pack, complete
with rifle and tent, on the shoulders of a six year old and ex-
pect him to be able to go through a twenty-mile forced march;
yet, in its treatment of new ventures, our fiscal system does
just that.*

A change from an annual basis of taxation to a cyclical one
would not, of course, replace annual tax payments by a pay-
ment made once every ten years on the over-all profit of a
cyclical period. But just as we have succeeded in the payment
of the individual income tax to combine “pay as you go” taxes
with an ultimate assessment of an annual tax, we can easily
combine annual business taxes on a preliminary pro rata basis

* It hardly needs emphasizing that this is not an attack on New Deal fiscal

policy, critical as I am of it. The calendar-year approach was used in just the
same way and with the same results under Herbert Hoover.
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with a final adjustment payment once every ten or twelve
years. While payments would be annual the basis would be
cyclical returns.

A cyclical approach to the taxation of business would result
in taxes being levied on the actual profit rather than on the
fictitious figure of the “annual profit.” This would make it
possible to use cyclical taxation to bring about capital invest-
ment in depression years. Today we tax all annual profits
beyond an often insufficient provision for depreciation. Thus
business—especially with the present, almost confiscatory tax
rates—can normally neither provide for the risks inherent in
expansion nor accumulate the capital reserve with which to
finance it.

Under a system of cyclical taxes there would be no con-
ceivable reason why reserves made out of annual profit should
be limited to minimum depreciation needs. We could allow
business, whether big or small, to set aside for future con-
tingencies as much as they consider advisable—if they set
aside too much, the government would regain its lost tax in-
come a few years later anyhow. And that would make it pos-
sible to encourage and to reward the setting aside of reserves
out of current profits as a basis for a positive unemployment
policy.

The Employment Fund

To prevent unemployment, business should be exempted
from taxes on reserves for future contingencies set aside out
of current profits. These reserves would become taxable, how-
ever, unless they were actually used within a specified period
—say ten years—either to offset losses or for employment-
creating capital investments, such as investments in new
equipment, new plants, new products and processes. We
should put a positive reward on the use of such reserves for
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employment-creating investments in depression times—per-
haps something like a discount of ten cents on the current tax
for every dollar spent productively during a business reces-
sion or depression. At the same time we should penalize
heavily the hoarding of these reserves in times of slack em-
ployment.

By means of such a policy, we would force business to
work out long-term plans for capital investment. This would
on the one hand lessen the danger of overspeculation or
boom. On the other hand it would greatly reduce the danger
of defeatist underinvestment in a depression, that is at a time
when without such plans and without a concept of a long-
term rate of business profitability, nobody dares to invest.
We would also create in a few years a revolving fund avail-
able for capital investment that would be more than ample to
provide the necessary expenditure in producers’ goods even
during the worst depression year. Let us assume corporation
profits before taxes of twelve billion dollars a year—a very
low estimate which implies a sharp falling off of business
volume in the postwar period. We could then expect an-
nual reserves of at least three billion dollars over and above
the depreciation provisions. Within five years (except during
a depression) we would have accumulated a capital invest-
ment fund of fifteen billion dollars which is more than the
amount of capital expenditure that, if spent in 1932, would
have converted a period of intense depression and unemploy-
ment into one of high business volume and full employment.
Actually, if such a fund existed and were used, we should
never have to fear a collapse like that of 1932. The existence
of the fund alone, and its impact on the economy in the early
stages of a depression should be enough to prevent the psycho-
logical collapse which makes a depression chronic. In fine,
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such a fund without costing the taxpayer one cent,* would
perform efficiently and effectively the job that the government
planners propose to perform by means of deficit-financed
public works; and it would do so without any of the social and
political dangers inherent in public works.

To give such a policy maximum effectiveness, the funds set
aside for capital investment might serve as the basis for a
guarantee of employment in poor years. Everybody knows
that unemployment insurance is not an insurance against un-
employment at all. It gives money instead of a job; but money
payments, even if the rates are high, do not make good the
loss of standing in family and community and the loss of self-
respect which follows the loss of work. Also, no unemploy-
ment insurance can possibly provide against more than
temporary unemployment.

Our Social Security laws admit that frankly; yet the rate
the law aims at is based on the fantastic attempt to provide
by insurance against a general catastrophe—about as sensible
as if marine insurance rates were to be based on the risk of
simultaneous and total loss of all ships. The resultant com-
promise-rate between a premium that would correspond to
the normal risk of temporary unemployment in a going econ-
omy, and the rate that would correspond to the risk of general
and permanent unemployment—which on an actuarial basis
might approach a premium several times the current wage—
is far too high for the ordinary insurance purpose and ridic-
ulously low for the pretended purpose. Small wonder that the
application of this legal rate has had to be postponed year
after year. The same criticism applies to the Beveridge plan.
—-::\—n—y-patt of the fund not used for employment-creating investment, would
become taxable at the full rate within ten years; thus tax payment would only
be postponed. And that part that is being nsed would simply take the place of

government expenditure—likely to be much larger than the uncollected tax—
which would otherwise be needed in depression years.
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This does not mean that unemployment insurance is worth-
less ; but it applies properly to transitory short-term unemploy-
ment in a going economy. Any need over and above that
would have to be satisfied out of reserve funds which actually
provide jobs. Such a reservoir could be created if business
were permitted to set aside, free of taxation, funds ear-
marked for employment-creating purposes. If such funds exist,
business could guarantee jobs to its workers—not indefinitely,
and not to all, but for a considerable period varying with the
length of service.

Moreover, such an investment and employment reservoir
might have a marked and beneficial effect on union wage
policies. At present the union automatically demands an in-
crease in wage rates in good years, even when living costs are
not rising. Yet it also fights against any decrease of the wage
rate in bad years. The wage structure thus acquires a rigidity
which is one of the greatest obstacles to recovery in a depres-
sion; for it prevents an adaptation of industry’s major cost
factor to economic conditions.

Intelligent union leaders know very well that this policy is
harmful not only to the economy but to labor itself. But under
present conditions they could not change it. One reason is that
the more members of a worker’s family are out of work, the
greater the demands on the pay checks of those who still have
a job. For the worker the economic unit is the family, and the
income that matters is family income. This was shown clearly
in the early years of the Nazi regime in Germany. Hitler cut
wage rates sharply below the union-maintained levels of 1932.
At the same time armaments production and the building up
of a huge army and an equally huge bureaucracy soon re-
stored employment. As a result, the average German worker
felt that his income, that is, family income, had been increased
by the Nazi regime which greatly puzzled foreign observers
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who only saw the slash in the individual worker’s pay check.

If only one out of three working members of a family be-
comes unemployed, the family income is cut by one third—and
few working-class families have enough of a margin in their
budget to stand such a cut without undergoing real hardships.
To maintain the wage of the two members who are still em-
ployed, thus appears the least that can be done for the worker.
If there only would be a reasonable chance that numerical
employment could be maintained, labor might be able and
willing to agree to take cuts in the wage rate during bad times;
and an investment and employment reservoir would provide
the assurance of maintaining numerical employment.

In addition, such a reserve fund might answer labor’s main
argument for economically unjustified wage increases in good
years—that the worker has to provide an emergency fund dur-
ing good years in view of the uncertain nature of his employ-
ment. Altogether an employment reserve would give the
worker a feeling of security which should go a long way to-
wards counteracting that psychological defeatism which is so
largely responsible for the depression’s tendency to become
permanent.

There are probably serious objections to this plan; cer-
tainly a great deal of expert work would have to be done be-
fore it could be put into action. But it is not offered as a final
solution, nor is it pretended that by itself it will be sufficient.
It is presented only to show that it is possible to control
cyclical depressions in a free-enterprise economy, provided
industry and government use imagination and initiative.

Expansion

A full-employment policy must not only overcome cyclical
depressions. It must also provide for the constant expansion
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of our economy to keep step both with the increase in the
working population and with the continuous increase in pro-
ductivity per man-hour which may cause technological un-
employment. During the last ten years, it has become pop-
ular to assert that ours is a “‘mature economy” which can no
longer rely on automatic expansion and which must substitute
government action and control for our traditional trust in
natural growth.

This assertion rests on two premises: that American ex-
pansion in the past was largely based on the appropriation
and overrapid exploitation of nature’s bounties which can no
longer be continued without serious depletion of the nation’s
natural capital; and that the major areas of economic expan-
sion lie in fields which cannot be adequately worked on the
basis of our existing system of distribution. These premises
are, broadly speaking, correct; the question is only whether
they lead to the conclusion that economic expansion is to be
obtained only from government intervention and control.

It is certainly true that in the interest of its national sur-
vival this country can no longer permit the depletion of such
resources as soil, forests or petroleum. The main source of
future expansion must be the accumulated reserves of created
capital, that is, profits, and the initiative and imagination of
the country’s inhabitants. To say that a country in this posi-
tion has reached the state of maturity in which its economy
cannot grow is nonsense. According to this assertion a country
like Germany could never have become a major industrial
producer. Her industry was built up in the fifty years before
the first World War with meagre and carefully husbanded
natural resources.

The correct conclusion, as has been said once before, is that
in the future we will have to rely to a greater extent on the
capital accumulated out of current profits. Even if we assume
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that the rate of expansion in the future will be less than it has
been in the past, we shall need a higher profit margin coupled
with a fiscal policy which puts positive rewards on the use
of profits for future expansion.

We must also adopt a new policy of conservation towards
young and growing businesses. We have become conservation-
conscious in respect to the resources supplied by nature. But
we are still unbelievably spendthrift with the resources sup-
plied by man, that is, imagination, courage and initiative. In
the future, these man-made economic assets will become the
more important, the more we have to conserve our natural
resources. If we do not protect and conserve these assets we
shall exploit and exhaust them even more rapidly than we
have been depleting our resources of iron ore or petroleum.
While we may expect human ingenuity, initiative and imag-
ination to find substitutes for exhausted natural resources—
within limits, of course—there is no substitute for the human
resources of a society once they have been choked off. Hence
the argument of the mature economy does not lead to a de-
mand for government planning or control but on the contrary
to a demand for the encouragement and rewarding of indi-
vidual enterprise and initiative.

Our present fiscal policy does its best to stifle new ventures.
Instead of building them up, it loads on their shoulders the
full burden of a grown and established business. New ventures
should be exempted from taxation entirely for the first dec-
ade, at least they should be allowed to deduct in full all loss
incurred during that formative period. At the same time—
and this is largely a task for private business—we have to
make it possible for such new ventures to obtain equity capi-
tal. Today—as a result of our tax policies as well as of a
bureaucratic approach to banking policy—there are neo
sources of capital for new ventures. That such capital can
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be supplied, is shown by the fact that General Motors suc-
cessfully supplies equity capital to dealers within the limits
of ordinary banking risks and profits. But before this example
could be copied on a large scale, we would have to alter rad-
ically our fiscal mentality and policy.

The doctrine of the mature economy asserts that the major
areas of economic expansion open to us today cannot be
worked satisfactorily under the present distribution system.
This assertion leaves out entirely the possibility of develop-
ing new major industries—aviation, electronics, new sources
of energy—which so far in the history of modern economic
life have always sprung up to confound the prophets of stag-
nation. But no policy can reasonably be based upon the as-
sumption that we will get new industries in the future because
we have always got them in the past. We therefore have to
agree that the greatest unfulfilled needs of our economy, ex-
cept for war-created shortages, may lie in areas such as hous-
ing, where private enterprise has not so far built up a distrib-
utive system capable of satisfying the tremendous latent
demand. The reason for this is that our distribution system is
largely geared to individual market action alone. Demands
like that for housing cannot however be easily satisfied by the
isolated action of the individual in the market.

We know that houses can be built very cheaply—cheap
enough to bring good new housing within reach of all but a
small portion of the population—provided that they are mass-
produced and mass-assembled. This means the removal of
those union restrictions which today prevent the use of efficient
building methods and of cheap building materials. It also
means that cheap housing can only be achieved if a large
number of units are put up at the same time together with an
organized system of transportation and sewage disposal, with
hospitals, schools and stores. The economics of housing are
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not so very different from those of railroad transportation, or
electric power supply, none of which can be provided for an
isolated individual consumer though the economic satisfac-
tion they give is individual, not group, satisfaction. The
question is only how to organize this community action for
individual satisfaction, that is, how to make possible mass
production and mass assembly.

Compared to other economic problems solved successfully
in the past, this problem of organization is a simple matter.
One way to solve it was shown by the insurance company that
built the New York housing development of Parkchester.
Community projects can be financed by institutions like in-
surance companies or savings banks, which administer the
accumulated savings of the community. Another way would
be through the organization of local co-operatives for specific
local projects. This would require positive action on the part
of the government in the form of special tax exemptions. The
government would also have to supply expert advice and as-
sistance, perhaps modeled after that most successful of all
government agencies, the County Farm Agent. It will be nec-
essary in poorer regions to supplement local capital resources
with loans and grants-in-aid from the government. But while
there is a fertile field for federal encouragement, advice and
help, there does not seem to be any necessity for large-scale
direct government action in order to make effective the latent
demands of our economy on the satisfaction of which eco-
nomic expansion seems to depend.

The Economic Policy of a Free-Enterprise Society

To sum up: If we have no workable policy to overcome
serious long-term unemployment the government will assume
control of the national capital-goods investment in the next
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major depression. We will be forced into a collectivist econ-
omy. This is inevitable not only because of the popular
pressure for a working depression policy, but also because
long-term mass-unemployment threatens the cohesion and
survival of the social fabric. And the first duty of any govern-
ment is to the survival of the body politic.

But we can overcome a depression and provide employment
as well or better within the framework of a free-enterprise
system. In the first place, the mere switch to collectivism
would not automatically eliminate depression and the need
for a depression policy, as some of the advocates of planning
contend. We would still have to solve all the problems of pro-
curing and maintaining capital-goods investments. For the de-
pression itself is not just the result of the structure of the
free-enterprise system, Secondly, the only way to overcome a
depression, to increase capital investment to its normal level,
is as open to a free-enterprise system as to a collectivist one.
The questions involved are all of a technical nature, and can
be solved under any system provided the economic resources
are given. If we succeed in mobilizing the resources of a free-
enterprise economy to maintain and to expand capital invest-
ment, we shall not only avoid the economic, social and political
dangers of the collectivist solution. We shall have made sure
that there is always an answer to that most urgent and so far
unanswered question: what capital goods shall we produce?
The answer will not be armaments, as seems almost inevitable
under a collectivist government, but production that is based
on the needs of the individual consumer and that leads to
greater national wealth.

There is no inherent and unavoidable conflict between the
basic requirements of social stability and functioning and the
basic requirements of corporate stability and functioning;
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harmony can be established between the needs of society
and the purposes and needs of the large corporation. There
will, of course, always be much room for disagreements on
specific issues and on the exact line to follow in each concrete
case. But this conflict need not extend to fundamentals. A free-
enterprise economy which organizes its industrial resources
in large corporations, and a stable and strong society are not
only compatible, they are complementary. Above all, profit
and profitability are not inimical to the best interests of so-
ciety but essential to its well-being and very existence. Profit
is society’s insurance against the risks of economic life. And
as the only source of capital formation, it is the basis both of
all economic expansion and of any workable depression and
full-employment policy.

There are five pillars on which an economic policy for a
free-enterprise society rests.

(1) It must have a working full-employment policy. With-
out reasonable full and stable employment, we could actually
not have an economic policy at all but would be forced to rely
on improvisations and emergency measures. Without such a
policy, free enterprise will not be maintained in any indus-
trial country whatever the arguments against its abandonment
or against collectivism. On the other hand, we can say that as
far as this country is concerned, no successful full-employ-
ment policy can be worked out except on the basis of the free-
enterprise system. Any full-employment policy based on
collectivist principles seems likely, for a considerable time to
come, to run afoul of the beliefs and desires of the American
people and might thus well be reduced to ineffectiveness. A
full-employment policy which promises to overcome the night-
mare of chronic unemployment, and which at the same time
bases itself on the free-enterprise system, is the only one that
can be effective in this country. To show that such a policy
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can be attained has been the purpose of the preceding pages.
To work it out is the most urgent task of domestic policy—a
task for government and business alike.

(2) A workable economic policy requires the clear de-
termination of those spheres in which the survival interest of
society demands collective political rather than individual
economic action. In these spheres the government must assume
direct control and must pursue a vigorous, constructive policy.
National defense or the administration of justice are obvious
examples, as are the “internal improvements” which set the
frame for individual economic action. These tasks should be
worked out clearly and should be made the unambiguous
responsibility of strong government agencies equipped for
decisive action. They should be seen not as competing with,
but as complementary to, the sphere of free enterprise and of
individual decision.

(3) There are some very important areas of economic life
which, in the interest of economic efficiency, should be or-
ganized on the basis of economic rationality, that is on and
by market price, but which must also be protected against the
market in the interest of social stability or of social justice.
The clearest examples in this country today are to be found
in farming where the family farm has to be protected for
social reasons against the full and immediate effects of tech-
nological progress which threatens to destroy it.

How much political intervention is desirable—if it is de-
sirable at all—is a question that has to be decided pragmat-
ically from issue to issue. But whatever the decision is,
political action in such matters should not take the form of
direct control and intervention. Government should confine
itself to establishing the limits within which the free-enterprise
system and the market are allowed to operate freely. Both for
political and for economic reasons the proper and efficient
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economic regulation must not work through administrative
control and interference but through the legislative and judi-
cial determination of the limits and conditions under which
business is to operate.

(4) One of the most important tasks of such regulation—
and one which is in the interest of free enterprise itself—
is the prevention of monopoly. But we have to be careful not
to confuse monopoly which is always antisocial, with mere
bigness which can be made into a social asset through de-
centralization. We also have to differentiate between genuinely
monopolistic practices and attempts on the part of business to
promote social stability through long-term price, sales and
employment policies which by attempting to put economic
action on the basis of the business cycle—instead of the cal-
endar year or the season—promote the best interests of so-
ciety.

(5) Finally, we should center our economic policy on the
conservation of our human and man-made economic assets.
This means the adoption of a fiscal policy and mentality which
encourages the accumulation of capital resources for future
capital investments. It also means adopting a positive policy
of stimulation and encouragement for new ventures and for
young enterprises and the supply of equity capital to them on
a free-enterprise basis.

One reservation must, however, be made to our statement
that there is no conflict between the needs of free enterprise
and those of modern industrial society. The harmony without
which there can be no free-enterprise economic policy is pos-
sible only as long as (a) our society continues to believe in
economic progress as good, and (b) as long as social sur-
vival does not demand full control of the entire economy by
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the state. A free-enterprise society would become impossible
if we had to live under total depression or total war.

If we do not succeed in overcoming depressions our society
will almost certainly make economic security rather than
economic progress the goal of economic activity. This could
be accomplished only by the elimination of risk and chance,
the abolition of change—and with it of expansion—and the
“freezing” of productive techniques. It would also mean that
the goal of economic activity is no longer seen in the satisfac-
tion of the economic wants of the individual consumer. The
profit motive as the mechanism through which individual ac-
tions are made socially effective, and the market as the insti-
tution of economic rationality, would both cease to make sense
socially. The free-enterprise system would no longer fulfill
basic social needs in fulfilling itself; its needs and require-
ments would appear to be in conflict to society’s needs. Also,
the government would be forced to take control of the econ.
omy if we do not succeed in overcoming depressions other-
wise. For if mass unemployment becomes chronic the survival
of society demands collective political control over the whole
of economic life.

A much more serious threat is that of total war. Not only
can we overcome depressions on the basis and with the re-
sources of the free-enterprise system. There will also be pow-
erful political resistance against a collectivist depression
policy—although it is unlikely to prevail if the depression
lasts long enough. If we have to live under the threat of total
war we shall, however, not only have political pressure for
complete state control. The objective requirements of modern
total war are such that it requires that all economic goals be
subordinated to the collective goal of national survival, and
that all economic activity be controlled by the central govern-
ment. To let the economic wants of the individual consumer
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decide production and distribution becomes absolutely im-
possible under the technological conditions of modern war-
fare. For even the wealthiest and strongest country is forced to
devote more than half of the nation’s resources to war pro-
duction which has to be under centralized government control.
By contrast, nineteenth century warfare rarely employed
more than one eighth of a belligerent’s productive resources,
usually much less. And it is unlikely that the rapidly expand-
ing military and naval technology of the late seventeenth and
early eighteenth century which a historian of Tawney’s rank
holds largely responsible for the rise of Enlightened Despot-
ism and centralized government, ever absorbed more than a
quarter of the resources of a major country not excluding
France during the ruinous wars of Louis XIV. According to
Delbrueck, Germany’s foremost historian of warfare, Fred-
erick the Great amazed everybody in his “total Wars,” by
mobilizing almost one third of the economic resources of his
poor and backward Prussia for war purposes. Indeed our
time is unprecedented both in the demands military technol-
ogy makes upon the economy and in the ability “totally” to
organize the economy for the satisfaction of the demands. But
even if civilization should survive free enterprise would cer-
tainly be a casualty in the first “atomic war.”

To develop in this country an economic policy which will
give us a functioning industrial society based on free enter-
prise and the modern corporation, will not eliminate war. But
it will greatly contribute towards world peace and stability—
perhaps more and more directly than anything else in the
United States could do by itself.
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Concept of the Corporation had an immediate impact on
American business, on public service institutions, on
government agencies—and none on General Motors!

It appeared in early 1946, just when Henry Ford 1I, still
only in his mid-twenties, had taken over a near-bankrupt
Ford Motor Company that was even more denuded of
management than it was short of cash and weak in market
standing and products. As both Henry Ford Il and Ernest
Breech, the GM-trained executive whom Henry Ford II
brought in as his Chairman and Chief Executive Officer,
have said and written repeatedly, it was Concept of the
Corporation which they took as their text to save and to
rebuild their company. A few years later, in 1950, the
General Electric Company took Concept of the
Corporation as the basic blueprint for its own massive
reorganization, which then became the model of
organization structure and set off the big “organization
boom” of the next twenty years. In the course of this boom
practically every large business anywhere in the non-
Communist world restructured itself on the concepts of
decentralization that GM had pioneered and that Concept of
the Corporation first described and analyzed.

Almost immediately after its publication, the book also
became the text for the restructuring of major state
universities: Michigan and Michigan State, Minnesota,
Iowa, and others all found their traditional structure totally
inadequate to serve an exploding student population when
the veterans of World War II streamed in under the G.I
Bill. A few years later, when the United States unified its
armed services, the first Secretaries of Defense, James
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Forrestal and George C. Marshall, both reached for
Concept of the Corporation to find in it their organizational
guidelines. And so did Cardinal Spellman, at about the
same time, when he tried to find new organizational
principles for the Archdiocese of New York, which, as he
asserted, had outgrown, in both size and complexity, the
administrative and organizational lineaments of the world’s
oldest organization chart, the Canon Law of the Catholic
Church.

But Concept of the Corporation was not only even
rejected by General Motors; it was studiously ighored by
the company.

There was nothing personal in this. On the contrary,
with few exceptions every GM executive whom I met in
the course of my study had been friendly or at least
courteous, and willing to give me of his time despite the
heavy burden which war production imposed on him. And
all of them, without exception, were patient with even the
dumbest of my questions. Some of these men became
personal friends. And not one of them tried to exert any
pressure on me to change anything I had written.

GM’s most important executive, Alfred
Sloan—Chairman, Chief Executive, and the mainforce
behind the company’s growth, its policies, and its
organizational structure—always went out of his way to be
friendly and helpful. After the book was published, he
repeatedly called me in to get my opinions on his two
favorite projects, the Sloan-Kettering Cancer Research
Institute in New York and the Sloan School of
Management at MIT. Indeed he offered me the
Management Chair at the Sloan School and was quite hurt
when I, by then happily settled at the Graduate Business
School of New York University, turned him down.
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Yet, the book itself was totally unacceptable to most
GM executives, and above all to Alfred Sloan himself.
Indeed, as he told me a good many times, my book made
him sit down and write his own book on General Motors,
My Years with General Motors (New York: Doubleday,
1964), primarily to refute Concept of the Corporation and
to lay down what a book on GM should really be and
should really focus on. Even though Concept of the
Corporation was then the only book on General Motors, it
is not even mentioned in Sloan’s work. And this treatment
of it as a “nonbook” was by and large the standard reaction
of GM and of its executives. The book was not distributed
within GM, was rarely, if ever, mentioned, and could not
be found on the bookshelves in the offices of GM
executives. And when General Motors Institute, the
company-owned, company-run engineering school which
was the apple of Alfred Sloan’s eye, started to teach
management a few years after Concept of the Corporation
appeared, the book was not on its reading list and indeed, I
was told, was not even to be found in the catalogue of the
Institute’s library.

The three main reasons for this reaction on the part of
GM explain in large part both GM’s great success in the
post-World War II years, and GM’s later equally great
failure: (1) the book’s attitude toward GM’s policies; (2)
the recommendation on employee relations; and (3) the
treatment of the large corporation as “affected with the
public interest.”

The first major objection to Concept of the Corporation
on the part of most GM executives—in some cases
amounting to outrage—was to the book’s repeated
recommendation that GM policies should be thought
through before they were returned to unchanged at the end
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of World War II, when GM would resume peacetime
production. They considered this “subversive,” apart from
being perfectly silly.

More reviewers of Concept of the Corporation—and
most readers outside of GM—considered the book to be
strongly pro-GM and certainly pro-business. But this view
was not shared by GM executives. Their view was best
expressed perhaps by one of the company’s elder
statesmen, Marvin Coyle, then head of its largest division,
Chevrolet, and just about to retire. In commenting on my
manuscript, he called it “an attack on the company, as
hostile as any ever mounted by the left.” What upset Coyle
and his colleagues even more than the manuscript itself was
a letter that accompanied the manuscript when I sent it to
him and to the other GM executives for their comments
before sending it to the printer. In this letter I first said that
it would seem to me that policies that are twenty years old,
as GM’s policies were at that time, can always be assumed
to have become obsolete and to require new thinking. Few
policies designed by human beings, I pointed out, are likely
to still be valid after a quarter century or so. In particular I
raised the question of whether GM should not seriously
consider, in reconverting from defense production to
peacetime production, spinning off Chevrolet and making it
into a separate company.

In the late thirties GM had been subjected to an anti-
trust suit which, while itself fairly minor, left deep
psychological scars. GM’s management became
determined not to expose itself to another such traumatic
experience. To avoid it, it decided not to permit the
company to have more than 50 percent of the American
automobile market—that is, not to allow the company to
grow beyond the market share it already held. This,
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however, as some of the younger GM executives had
pointed out, meant that GM, already by far the biggest and
strongest of American automobile manufacturers, could no
longer act. It had voluntarily debarred itself from taking
any initiative and could only react. Chevrolet, by itself half
of General Motors and larger than any competitor, whether
Ford or Chrysler, would, these younger executives had
pointed out, be one of the country’s largest businesses and
perfectly capable of surviving on its own, in both the
passenger car and the truck business. Making it an
independent company with the shares distributed to GM’s
shareholders would give both Chevrolet and the remaining
GM corporation freedom to attack, to innovate, to compete.
I did not endorse this proposal—1I did not fee competent to
do so. But I urged strongly that it be taken seriously—and
that was high treason, and not only in the eyes of the head
of Chevrolet.

But also both in the manuscript and in my
accompanying letter, 1 urged serious reconsideration of a
number of other GM policies, precisely because they had
been successful for twenty years; policies on dealer
relations, on customer relations, on supplier relations, in
respect to the first-line supervisor, on employee relations,
and so on. I did not argue that these policies needed to be
changed-—I had no grounds for doing so. I argued only that
a policy, any policy, tends to outlive itself after twenty
years and that the reconversion of the company to
peacetime production, after four years of total dedication to
defense work, gave GM an exceptional and probably never
recurring opportunity for fresh thinking.

It was not so much my specific suggestions for changes
that upset the GM executives but my suggesting that
policies must be considered as temporary and subject to
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obsolescence. To the GM executives, policies were
“principles” and were valid forever, or at least for very long
periods. “We spent twenty years thinking through and
developing these policies,” one of them said to me. “They
have been tested in practice. We know they are right. You
might as well ask us to change the law of gravity.” Indeed
the disagreement was not about GM policies but about the
nature of policies altogether. The GM executives believed,
consciously or not, that they had discovered principles and
that these principles were absolutes, like laws of nature.
Once thought through and tested, they were considered to
be certain. I, by contrast, have always held that principles
of this kind, being man-made, are at best heuristic—that is,
ways of identifying the right question rather than the one
right answer. The GM executives, for all that they saw
themselves as practical men, were actually ideologues and
dogmatic, and they had for me the ideologue’s contempt
for the unprincipled opportunist.

This by the way has been the one point on which my
approach to management has always differed from most of
the writers or theoreticians on the subject—and the reason
perhaps that I have never been quite respectable in the eyes
of academia. I do believe that there are basic values,
especially human ones. I am convinced that there is a fairly
small number of basic questions. But I do not believe that
there is the “one right answer.” There are answers that have
a high probability of being the wrong ones—at least to the
point where one does not even try them unless all else has
failed. But the test of any policy in management or in any
other social discipline is not whether the answer is right or
wrong, but whether it works. Management, 1 have always
maintained, is not a branch of theology but at bottom a
clinical discipline. The test, as in the practice of medicine,
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is not whether the treatment is “scientific” but whether the
patient recovers. When, eight years after the publication of
Concept of the Corporation, 1 brought out the first
systematic book on management—still the most widely
read management treatise all the world over—I deliberately
called it The Practice of Management rather than Principles
of Management, even though my publisher pointed out that
my title would seriously impede the book’s acceptance as a
textbook in colleges and universities.

And it was this basic view of management which the
General Motors executives could not accept. They saw
themselves as the pioneers of a science. And thus the thesis
undetlying Concept of the Corporation (and all my
management books) that management is fundamentally a
practice, although, like medicine, it uses a lot of sciences as
its tools, was totally unacceptable to them.

And indeed GM, immediately after World War II,
returned to the policies and the structure the company had
developed in the twenties and thirties and has maintained
these original policies and structures ever since, with a
minimum of changes.

In respect to employee relations, GM executives found
the approach of Concept of the Corporation and its
recommendations to be worse than unacceptable. They
kindled a major conflict within GM in which Concept of
the Corporation and 1 were on the losing side from the
beginning, being opposed by both the powerful United
Automobile Workers Union (UAW) and the majority of
senior GM executives.

In the course of my research for Concept of the
Corporation in 1944 and 1945, I visited every GM
Division and most GM plants east of the Mississippi. When
I began my work GM had just completed its conversion to
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war production. And there was not one plant that turned out
products it had ever turned out before: GM’s main plant to
make spark plugs for automobiles, for instance, had
converted to making bomb sights for airplanes. All the jobs
on the production floor were new. Yet engineers were
scarce and experienced supervisors even scarcer. Hence a
good deal of the layout and organization of job and work
had to be turned over to the workers themselves, even
though most of them were quite inexperienced and had
often never before worked on an industrial process. I was
tremendously impressed by the willingness of these green
workers to take responsibility, by their ability to learn, and
by their eagerness to work together to improve working
methods and product quality. And so I strongly urged in
Concept of the Corporation that GM base its employee
relations for the post-World War II period on the workers’
desire to be proud of their job and product, and that GM,
and industry altogether, consider labor a resource rather
than a cost. Specifically, Concept of the Corporation
recommended that GM, after the return to peacetime
production, go to work on developing what I called a
“responsible worker” with a “managerial aptitude,” and a
“self-governing plant community.” And this has been the
keynote of all my work in the management field ever since.
Concept of the Corporation also first asked how a major
employer could create job security and suggested that such
policies as income guarantees and retirement plans be
seriously studied.

This made a great impression on one of GM’s most
senior executives—Charles E. Wilson, then the company’s
President and slated to become the company’s Chief
Executive Officer after Mr. Sloan’s retirement, which was
expected to take place as soon as World War Il was over.
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Actually I did not meet Wilson* until I was almost
through with my work—he had been convalescing from a
stroke for most of 1944. But he immediately made me his
consultant on employee relations and put me to work on
studies out of which emerged a few years later GM’s
proposal for the first income guarantee in American
industry, GM’s proposal for the first income guarantee in
American industry, GM’s Supplemental Unemployment
Benefit, and for GM’s pension plan. This proposal set the
pattern for the private pension plans of business, which by
now insure the retirement of the great majority of the
employees in America’s private sector. Wilson established
within GM an Employee Relations Staff separate from
Labor Relations, independent from it and with its own vice-
president reporting directly to him (for which job, I learned
many years alter, he had actually proposed me). The
mission of the new staff was to create eventually the
“responsible worker” with his “managerial aptitude” and
the “self-governing plant community” for which Concept of
the Corporation had pleaded.

As the first step toward these goals, in 1947 Wilson
initiated—after GM had completed its conversion to
peacetime production—the biggest employee attitude
survey ever undertaken in American industry. Under the
guise of a “contest,” “My Job and Why I Like It,” it was
designed to find out what workers actually wanted from
company, supervisor, and job, where they saw the major
opportunities for improvement in what we now call “the
quality of working life,” and where they felt themselves
competent to take on responsibility for job and
performance.

*For more on this extraordinary man, see my chapter “Alfred P. Sloan and General
Motors™ in my book Adventures of a Bystander (New York: Harper & Row, 1979).
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“My Job and Why I Like It” was a huge success—more
than two thirds of all GM employees took part in it, with
many of the almost 300,000 entries running to long essays
of twenty pages and more. It was also a veritable gold mine
of information, the richest source of information ever about
workers, their needs, desires, and capabilities. One
conclusion came out overwhelmingly from even the
smallest sample of entires: the desire of workers to identify
themselves with product and company and to be held
responsible for quality and performance. Again and again
one read: “What I like best in my job is that my supervisor
expects me to tell him how to do the job better.” Or: “I like
the wages and the job security. I like working for a big and
successful company. What I dislike is that I know how to
do a much better job but am never being asked.” Indeed
Wilson, as a result of the “My Job and Why I Like It”
contest, was all set to start what we today would call
“quality circles” (as I remember it Wilson himself called
them “Work Improvement Programs™). He had even picked
out the GM divisions where the program would first be
started and tested out.

And then the whole program was hastily dropped.
Indeed, even work on the entries of the contest was stopped
and its findings suppressed. (They have never been
published.) The main reason was violent opposition to the
contest, its findings, and especially to anything like a work
improvement program on the part of GM’s union, the
UAW. To the UAW anything that would establish
cooperation between company and workers was a direct
attack on the union. Wilson offered to make the union and
its representatives in the plant a part of the work
improvement program. But Walter Reuther, the President
of the UAW, and then America’s most visible and most
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powerful labor leader, remained adamant. If GM went
ahead with its plan—even if it only continued work on the
contest entries and published the findings—Reuther said
the UAW would call a general strike against GM. This was
just at the time when GM would least afford a strike.
Automobile demand, after the stoppage of production
during World War II, was at its peak and GM was
launching its first truly new models, the first ones, for
instance, with an automatic transmission. And in the
climate of the times—the Truman years—public opinion
and government alike were certain to side with the union.

But Wilson might still have risked defying the union had
he had support from his own management within GM. But
there the approach to employee relations that Wilson had
taken from Concept of the Corporation and Wilson’s entire
employee relations policy were just as unpopular as they
were with the UAW. And while Wilson was nominally
CEO, he was not really the boss. Alfred Sloan was still
Chairman and still, by far, the most powerful man in the
company—and Sloan had little use for the responsible
worker or for the self-governing plant community.

For the great majority of GM executives—and for
executives in American industry altogether at that
time-—anything like a work improvement program or a
quality circle represented the abdication of management’s
responsibility. “We are the experts, after all,” they argued.
“We are being paid for knowing how to organize work and
job, or at least for knowing it better than people with much
less experience, much less education, and much lower
income. We are accountable,” they argued, “and not only to
the company, its shareholders, and its customers, but above
all to the workers themselves, to make them as productive
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as they possibly can be—or how else can we pay them a
decent wage?”

And so Wilson was forced to give up his project—and
with it the entire approach Concept of the Corporation had
urged on him and on American industry as a whole. Many
years later, when Wilson had left GM to become President
Eisenhower’s Secretary of Defense, he told me in
confidence that he had accepted the President’s offer in
large part because he felt himself totally frustrated in his
attempt to change American employee relations and to base
them on worker responsibility for performance and work
quality.

But while GM paid no attention to the recommendations
of Concept of the Corporation (further developed later on
in my books The New Society [1949] and The Practice of
Management [1954]) the Japanese did. My popularity in
Japan, where I am credited with substantial responsibility
for the emergence of the country as a major economic
power and for the performance and productivity of its
industry, goes back to Concept of the Corporation, which
was almost immediately translated into Japanese, eagerly
read and applied. And while GM paid no attention to the
findings of the “My Job and Why I Like It” contest,
Toyota, in the early 1950’s, somehow managed to get a
copy of the unpublished findings and modeled its own
employee relations on them.

In retrospect it is obvious that the UAW and the GM
executives were wrong and Charles Wilson right. But the
GM executives who pleaded that they were being paid for
worker productivity and that to hand the job over to the
workers was abdication of responsibility were not
frivolous, nor were they necessarily motivated by vanity
and lust for power. They saw themselves as experts and
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management as scientific. Indeed, I vividly remember one
of them—then GM’'s vice-president of labor re-
lations—arguing with me that I proposed to turn over the
deterioration of the diagnosis to the patient when the
physician is the only one qualified to make it, or the
decision as to whether the earth is round or flat to school
children when it is a matter of objective scientific reality.
And, curiously enough, Walter Reuther, to whom Charles
Wilson sent me to discuss the “My Job and Why I Like it”
contest, took exactly the same line and used almost exactly
the same arguments to justify his opposition to the
proposed work improvement program. “Managers manage
and workers work,” said Reuther, “and to demand of
workers that they take responsibility for what is
management’s job imposes an intolerable burden on the
working man.”

Now, a generation later, it is easy to indict the GM
executives and the union leaders of 1950 for timidity,
shortsightedness and, above all, arrogance. But that is the
20/20 vision of hindsight. There surely is a responsibility of
both knowledge and position that should never be
abdicated. And most of the so-called “experts” in modern
society take exactly the same view as the GM executives
and Walter Reuther did regarding their role in comparable
situation.

But also at the time it was by no means clear how to
design and structure the responsible worker and the self-
governing plant community. As both Charles Wilson and 1
clearly saw at the time, it would have taken ten years of
experimentation. I stressed from the beginning that the
concepts of the responsible worker and self-governing plant
community must not be confused with permissiveness. But
it took ten years or more until the late Abraham Maslow, in
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his book Eupsychian Management*, calling his solution
“Theory Z,” established clearly that the responsible worker
and the self-governing plant community require strong
leadership by management, uncompromising goals and
standards, and very high self-discipline. And American
society in the fifties and sixties was so unready for a gospel
of hard work, high standards, and self-discipline that
Maslow’s Theory Z, despite his towering reputation as the
father of humanist psychology, was almost completely
overlooked. When twenty years later we became receptive
to such heresies, Maslow’s work had been forgotten so
completely that William Ouchi could publish a best-selling
book in 1981 under the title Theory Z* without
acknowledging that Maslow had first developed the theory
and had coined the term—indeed, without any mention in
his book of Maslow and his work, of Douglas McGregor,
who in the fifties had codified my concepts under the term
“Theory Y,” or of me and my work.

There is little doubt that the GM executives who aborted
Charles Wilson’s attempt to create the responsible worker
and the self-governing plant community were seriously
wrong. And the labor leaders of the time may have done
even more damage: they may have condemned the
American labor movement to sterility, impotence, and
eventual irrelevance.

As for me, I have always considered the responsible
worker with his managerial attitude and the self-governing
plant community as my most important and most original
ideas and my greatest contributions. Their rejection by
General Motors and its executives, with the result that these
concepts have had almost no impact in my own

* Homewood, Ill.: Richard D. Irwin, Inc., 1965.
*Addision-Wesley, 1981.
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country—never mind how much impact they have had in
Japan—I consider my greatest and my most galling failure.

The most fundamental issue underlying the rejection of
Concept of the Corporation by GM’s top executives was
that of the public character of the private business. Concept
of the Corporation treated the big business corporation as
“affected with the public interest” and as concerned with
matters that are definitely public rather than private. This
GM and its top management people could not accept at all.
They had no problem with the feature of the book that at
that time gave so much offense to academic economists
and political scientists: the application to the analysis of a
business of such concepts of political science as structure,
decision-making process, power relationships, or policy.
Indeed they had invited me to study their company in large
part because my background was in government and
political science.

GM was also among the very first large American
companies to accept responsibility for the impact of its
activities on community and society. It was the first one,
for instance, to stagger working hours at its plants so as to
eliminate, or at least to assauge, traffic jams in the
communities adjacent to them. Long before anyone thought
of legislating occupational safety, General Motors had
instituted a “zero-accidents” policy which held supervisors
and managers responsible for even the most minor
accident, and which gave GM the best safety record of any
American manufacturing business. In the 1920’s Alfred
Sloan founded the Automotive Safety Council and
remained its most ardent supporter throughout his life. He
led the campaign to legislate drivers’ tests in all states. And
he personally developed and financed the first driver
education programs in high schools. The Automotive
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Safety Council, under his leadership, rather than the
Federal Government or the states, also developed the
standards for safe roads and safe speeds which are the main
reason that since the 1930’s the United States has had the
lowest automobile accident rate per passenger mile driven
of any developed country in the world.

But GM  executives—and  especially  Alfred
Sloan-—objected to anything that would give the corp-
oration rights, authority, and responsibility beyond its
economic function. They therefore rejected out of hand the
suggestion in Concept of the Corporation that their
company concemn itself with what we would now call
“social responsibility”—for example, responsibility for the
health of the cities in which GM had plants. They recoiled
from such recommendations as gross usurpation of
authority and as illegitimate. They knew that there is no
such word as “responsibility” in the political dictionary.
The concept is “responsibility and authority.” They had
structured GM on the basic principle of political theory
which lays down that responsibility always has to be
commensurate with authority—and indeed this is the
fundamental principle for any effective organization. For
authority without responsibility is tyranny, and re-
sponsibility without authority is impotence.

Alfred Sloan’s reaction to any suggestions that GM take
responsibility in any area was always to ask: “Do we have
the legitimate authority?” And if the answer was “no,” he
would say: “They we don’t have any right to take over.”

Also, the GM executives argued, “We find it hard
enough to make and sell automobiles even though all of us
have spent all our adult lives in the business. We very
much doubt that we would do a good job in any other
business—for instance, in running a retail chain. What then
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makes you think that we would have the competence for
these social responsibilities? And surely, taking on tasks for
which one lacks competence is not responsible; it is the
height of irresponsibility.”

That Concept of the Corporation presented the big
business corporation as “affected with the public interest”
was thus an affront. It was the reason which caused GM
executives to consider the book anti-GM, anti-business, and
indeed subversive. Alfred Sloan in particular was so
offended that he felt it his duty to rebut Concept of the
Corporation. “I had thought several times of writing my
memoirs but always decided against it as being too self-
important,” he told me around 1960, almost fifteen years
after Concept of the Corporation had been published. “But
your book forced me to do the job. It made it clear to me
that I had a duty to set the record straight.” Sloan’s My
Years With General Motors fully deserved its great
success—it was a best-seller when it came out and has
remained one of the key books on management ever since.
I always recommend it as the best book on what really goes
on inside a big company, or indeed inside any big
organization—how decisions are really made, how people
at the top of large organizations spend their time, and how
they really behave. I find it as interesting as any novel.

But what is perhaps most interesting is what is not in
this book. Sloan was passionately engaged in politics from
the early twenties on. He successfully managed the
campaign for the U.S. Senate of an old friend, James
Couzens, who had first been Henry Ford’s partner in the
early Ford Motor Company and who had in this capacity
engineered the famous “five dollars a day wage” in 1913,
and who later became the popular reform mayor of Detroit.
And in the late thirties Sloan had helped found the Liberty
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League to oppose Franklin D. Roosevelt and the New Deal.
Yet there is no mention of any political activity in My
Years With General Motors. Sloan spent endless hours on
the Automotive Safety Council, on General Motors’
engineering school, the GM Institute, and with his younger
brother, Raymond, on hospitals and their management.
There is no mention of these interests and activities in My
Years With General Motors. And on the job itself, Sloan, as
he once told me, spent a third of his time or more on
“outside” matters: relations with the Federal government
and meetings in Washington, relations with state
governments, union relations, dealer relations, and so on.
Again there is no mention of any of these in the book. The
book deals in great detail with GM and the automobile
market during the Depression and the New Deal years, and
with GM’s role in war production during World War IIL.
But Franklin D. Roosevelt is mentioned only once and in
passing.

Yet Sloan knew exactly what he was doing and why.
President Roosevelt was after all outside of GM. And Sloan
wrote the book to present his (and General Motors’) view
of the manager as a professional who has no more right to
be concerned with anything on the “outside” than the
physician in treating a patient has a right to distinguish
between a famous and rich man and a bum on skid row.

Equally important to Sloan in writing the book was the
opportunity to present his view of the corporation as having
authority only in its own sphere—that is, in discharging its
economic function.

Today, few would accept Sloan’s self-limitations.
Indeed, to most people, including most American business
executives, this view would appear as a major weakness
and as a major cause of the troubles GM has had in the last



EPILOGUE (1983) 309

decades, including the sharp decline in its public standing
and reputation. For instance, a GM willing to accept that
big business is indeed “affected with the public interest”
would not have made the crucial mistake of hiring
detectives to investigate Ralph Nader and his private
life—a mistake that gave Nader the publicity he needed,
making him into a public hero and, for a few years at least,
a political power.

And yet, while GM’s position has been proven
inadequate by the events of the past forty years, it cannot
simply be dismissed as wrong, as narrow, and least of all as
selfish. It was a serious position, resting on a sound
principle. It is true indeed that there can be no
responsibility without authority and that those who clamor
for the social responsibility of business actually are pushing
business into a position of social authority and power in a
great many areas, however much they may see themselves
as enemies to business and opposed to its power. It is also
true that institutions have limited competence and that they
are unlikely to be effective if acting beyond their
competence. No one today would say, as we did ten years
ago, “If American industry can put a man on the moon,
why can’t it clear up the mess in the cities?” No one today
would say, as did Mayor John Lindsay of New York City
around 1968, “It is the responsibility of the big businesses
in New York City, such as General Electric, to make sure
there is a man in the home of every Black welfare mother.”
But also no one expects anymotre, as we did during the
Kennedy and Johnson Administrations, that a big
university should be able to give us the experts to “fine-
tune” the economy or to find the answer to the ills of the
modern large metropolis.
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We know today that GM’s position is inadequate, no
matter how strong its logic. It is inadequate, however, not
because our institutions, whether a business, hospital,
university or labor union, have a social responsibility for
public problems beyond their own function and beyond
their own competence, as the popular rhetoric asserts. It is
inadequate because in theory and in practice modern
government has collapsed into impotence. We have a new
pluralism. And like any pluralism of the past it is incapable
of deciding who should be responsible for what—it only
knows that there are social needs which the traditional
political institution (that is, the government) cannot take
care of.* We know, in other words, that we do not know
the answers. But we also know that to be dogmatic is the
wrong answer.

GM’s refusal, then and since, to accept this and to go to
work on thinking through the problem, at least insofar as it
concerns GM and its own relationships, responsibilities,
and situations, has surely been a serious weakness and, in a
way, an abdication of managerial responsibility. GM’s
executives ducked the very responsibility they asserted: the
responsibility for the welfare of the corporation in their
keeping. Still the GM position, while totally inadequate,
and indeed inimical to the self-interest of the corporation,
raises questions that have yet to be answered.

What has hurt GM the most is that its fundamental
tenets made it smug. Alfred Sloan and Charles Wilson had
been highly innovative people who always asked, “What is

*On this, see the chapter “The Sickness of Government” in my book The Age of
Discontinuiry (Transaction, 1992), but also the discussion of social responsibilities in my
book Management: Tasks, Responsibilities, Practices (New York: Harper & Row, 1974),
and the essay “The Matter of Business Ethics™ in my book The Changing World of the
Executive (New York: Times Books, 1982).
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the right question?” Their successors knew all the right
answers.

By the late fifties, for instance, it should have become
apparent to GM’s top management that organization
structure had to be thought through anew. For the
automobile boom had by then taken off in Europe, and
although GM owned two major European automobile
companies, Opel in Germany and Vauxhall in Great
Britain, it was not organized as a multinational company
but was (and still is) organized as an American company
with foreign subsidiaries. Every market study—and GM
had pioneered market studies in the twenties and excelled
in them—must have shown GM management that the
European automobile market was going to grow much
faster than the American one. Yet GM retained an
organization structure, a top management structure, and
personnel policies which virtually guaranteed that it would
fall behind in Europe. The two European affiliates did not,
for instance, report to the corporation’s top management
but were tucked away, a good many levels down, in an
Overseas Division that was also concerned with such
matters as the export of spare parts to Ecuador. GM’s top
management was at the same time also the operating
management for the American business, so that it never had
any time for Europe. And no one in the European affiliates,
no matter how well he performed, got into the upper
management ranks of the parent company; no successful
executive from the American business was ever posted to
Europe, and no one in the company’s top management had
any first-hand experience working outside of the U.S.
Indeed, even visits to Europe by members of the
company’s top management were so rare as to be almost
unheard of. As a result, GM has dropped to fifth place in
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Europe, well behind Ford, Volkswagen, Fiat, and Renault.
And it totally missed the substantial automobile boom in
Brazil even though, before World War II, it had the
leadership position in that country.

Similarly, by the mid-sixties, new thinking had clearly
become overdue in respect to GM’s employee relations.
“All the worker wants is money,” both GM’s executives
and GM’s union leaders had argued when Charles Wilson
tried to develop the recommendations of Concept of the
Corporation into his work improvement program. And
until the mid-sixties the GM formula—”money plus
discipline equals productivity”—seemed to work like a
charm. But then when GM opened a new—its
biggest—assembly plant in Lordstown, Ohio, the system
suddenly broke down. Lordstown was the most advanced
plant GM had ever built, way ahead in automation and
technology. It was designed to exceed any automobile plant
in the world, including GM’s own plants, in productivity
and in quality. It also paid the best money. Yet discipline
broke down almost at once. The new and mostly young
workers in Lordstown demanded responsibility. And when
they didn’t get it, both productivity and product quality
went down the drain. Until then GM had prided itself on
world leadership in automotive quality. Suddenly there
were tales of GM cars with wrenches left lying in the gas
tank, with the wrong engine for the model, with engines not
connected to the power train, or with transmissions
installed backwards, and so on.

Both GM and the UAW treated the Lordstown workers
as tebels. The union in particular came down on them with
very heavy hand and restored “law and order.” But
Lordstown never attained the productivity it was built for
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and quality deterioration spread from Lordstown to other
GM plants.

The belief that all the worker needs is money at the
same time made GM exceedingly vulnerable to union
pressure for higher wages and benefits. Until the mid-
sixties, GM’s manufacturing productivity did indeed rise
faster than its labor costs. And if foreign competitors could
undercut GM’s costs, it was because they paid sub-standard
wages—that is, below the going American wage. But by
the mid- or late sixties, labor costs in major European
countries had drawn level with those of most American
manufacturing industries, and, a few years later, Japan
ceased to be a low-wage country and attained labor costs
that were more or less equal to those American
manufacturers had to carry. And all of a sudden
productivity in GM’s plants no longer went up. It began to
go down. But GM’s own convictions precluded it from
relating its labor costs to productivity; productivity after all
was the exclusive concemn of the “expert,” the manager.
And so GM had no defense against union demands for
“more”—the union was after all only speaking GM’s own
language. Ten years later, in the late seventies, GM then
found itself with labor costs that were a good 50 percent
higher than the prevailing costs in American manufacturing
industry, and with productivity-per-hour-worked well
behind that of its foreign competitors.

By the late sixties, GM should have accepted that, no
matter how logical or “pure, the dogma of the private
character of the big business enterprise could not be
maintained and needed to be thought through and changed.
The radical shift in GM’s public reputation and esteem, to
the point where “GM baiting” could become a popular and
risk-free blood sport, was not the result of anything GM did
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or did not do. Other companies did worse or more stupid
things without suffering more than temporary discomfiture
and embarrassment. What turned the public against GM to
the point where anyone attacking GM became immediately
popular was the perception of GM as insensitive and
arrogant.

I am quite sure that questions and suggestions similar to
those made in Concept of the Corporation were made
within GM, and repeatedly, but in all probability they got
the same reception which it had received a quarter-century
earlier. "Don’t rock the boat.” the elders of the clan almost
certainly said. “Don’t argue with success.” And if accused
of being smug they might have said, ”But we do have lots
to be smug about.”

Indeed, questioning GM—certainly until very recently,
that is until 1979 or 1980—was questioning success. By
any of the yardsticks by which GM as a “private”
enterprise measures itself, it has been enormously
successful following its old policies and refusing to change
them. Sticking to its self-imposed limitation of providing
no more than 50 percent of the cars sold in the U.S. market,
GM, year after year until the mid-seventies, increased its
total sales and sharply increased its profits. It succeeded in
other words in obtaining an ever growing share of the most
profitable market segments, and apparently with lower
marketing and promotion expenses than its competitors.
And none of the headlines, none of the Nader attacks, none
of the laws and regulations passed to curtail the automobile
and the automobile industry—most of them aimed directly
at GM—seemed to make the slightest difference. No effect
whatever of any of the Nader attacks can, for instance, be
found in GM sales and profits. No one could have blamed
GM management had it concluded that all these critics and
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attackers were barking dogs making a lot of noise but
having no bite whatever.

And even now, in 1982-83, despite very sharp drops in
GM eamings, including a loss year for the first time since
the worst years of the Great Depression, one can argue that
GM and its policies are as successful and as valid as they
ever were, at least judging by business and financial results.
GM’s profits have dropped no more than those of any
major automobile company (except Mercedes) and less
than those of its closest rivals, Ford and Fiat. While car
sales are down in absolute numbers, GM has not lost even
one percentage point in market standing. What GM suffers
from, in other words, is a worldwide slump in the
automobile industry rather than anything unique to GM and
its management. Even in Japan, where in the twenty years
from 1957 to 1977 automobile ownership grew at as fast a
rate as any industry has ever achieved over a prolonged
period—from 700,000 passenger cars on the country’s
roads in 1957 to more than 20 million in 1977, for a thirty-
fold increase—automobiles sales have now been falling
year after year since 1979, at a rate of 4-5 percent
compound per year (which in large measure explains why
the Japanese automobile manufacturers, unable to lay off
workers under their lifetime employment system, are so
desperately pushing export sales to North American and
Europe). And none of the Japanese sales on the U.S. market
has been gained at GM’s expense at all. The main losers
have been another importer, Volkswagen, which is down
from almost 10 percent of the U.S. market in 1969 to less
than 1 percent today, and GM’s two main domestic
competitors, Ford and Chrysler.

And that GM has done poorly, by any yardstick, outside
of North American and especially in Europe, may not
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bother GM’s top management unduly. It was never
particularly internationally minded, in contrast to Ford, for
instance. GM’s top management had indeed so little
enthusiasm for Europe that in 1945 Alfred Sloan had to use
all his enormous prestige and influence to get his
colleagues to agree, and then most reluctantly, to return to
Germany and to rebuild Opel.

And also in the early seventies, just when its smugness
seemed to have consigned GM to long-term decline, the
company began to think again, began to ask questions and
to make quite a few highly innovative moves.

Even before the 1973 oil crunch GM had apparently
concluded that the market needed a radically new design: a
roomy, powerful, and yet fuel-efficient car. In those years
the competitors went to a small car; for instance, Ford
designed the Fiesta. But GM apparently concluded that the
American consumer would buy and pay for a car that
would give him the comfort, space, and power he is
accustomed to, and yet also would give him the fuel
economy of the European or Japanese automobile. And so
GM started to develop the “X-Car” to be the new standard
for the market. It continued the development of the *“X-
Car” after 1973, even though succeeding American
administrations from Richard Nixon’s to Jimmy Carter’s
did their level best to subsidize the big “gas guzzler” and to
discourage the shift to smaller and fuel-efficient cars by
keeping gasoline prices in the U.S. artificially low, thus
making buying a fuel-efficient car appear as both
unnecessary and un-American. GM’s “X-Car” would
probably have swept the American market had the Shah of
Iran only managed to hold on to his throne a year or two
longer, that is until 1980 or 1981. GM’s timetable called
for the “X-Car” to be ready by the fall of 1981, which
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meant that the Shah’s downfall in 1979 and the ensuing oil
panic found GM not quite ready to supply “X-Cars” to the
market. Even so, GM’s version of the “X-Car” in the light-
van market—which is growing faster and is more profitable
than the market for passenger cars—had already, by the fall
of 1982, recaptured almost all the territory which, a year or
two earlier, the Japanese seemed to have taken over
permanently.

In the early seventies GM also started work on
“robotizing” production and assembly. In contrast to the
much publicized Japanese robotization—for example, that
at the Zama plant of Nissan, outside of Yokohama—GM
has issued no press releases, has made no announcements,
and does not invite visitors to its robotized plants. Indeed,
access to these plants is severely restricted and even
members of GM’s Board of Directors are apparently not
welcome and not allowed in. But from the few bits of
information which have leaked through GM’s tight security
curtain, it would appear that GM is fully abreast of the
Japanese in robotizing the assembly line and may be a good
deal ahead of them in robotizing manufacturing of both
engines and bodies.

In 1977 GM went into Japan and bought little more
than one third of Isuzu, Japan’s seventh largest automobile
maker. And then, in 1981, GM bought 5 percent of an even
smaller Japanese automobile manufacturer, Suzuki. In
terms of traditional GM policies, neither move made much
sense. GM earlier had always insisted on 100 percent
ownership of anything it bought abroad, or at least on
complete control. And it had always bought for one reason
only: to gain access to a market. Obviously it has
ownership control of neither Isuzu nor Suzuki, and neither
is big enough to give access to a Japanese market
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dominated by six much bigger markers: Toyota, Nissan,
Honda, Mitsubishi, Mazda, and Subaru. But when it
acquired Suzuki GM announced that it had completely
changed its strategy. instead of buying access to market, it
was buying access to sources of supply, and especially to
the suppliers Suzuki had developed in the labor-surplus
countries of southeast Asia. Where Suzuki now makes
300,000 cars a year—hardly even 5 percent of total
Japanese automobile production—GM expects by 1990 to
buy 900,000 Suzuki-assembled cars, the component parts
of which will be made largely in Malaysia and Indonesia.
And these cars will be bought for export to GM’s markets
in developed countries in North America, in Europe, and in
Australia.

Around 1979 GM changed its employee relations policy.
It launched a massive program to “improve the quality of
working life” in its plants and began to form “quality
circles.” It even got the union to participate, though so far
with less than unqualified enthusiasm.

All this adds up to a new long-range strategy: (1) a
design concept of an “American world car” as radical and
as new as the segmentation of the market into five
overlapping and yet competing “marques,” each for a
different socio-economic group, which Alfred Sloan
worked out in 1921 and which first enabled GM to
overtake Ford and then to become the Ilargest
manufacturing company in the world and the largest
automobile producer; (2) automation of all manufacturing
and assembly processes that can be automated and moving
those that cannot be automated to labor-surplus countries
abroad; and (3) employee relations that are designed to
produce eventually the responsible worker and the self-
governing plant community which Concept of the
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Corporation first suggested forty years ago, and which
Charles Wilson, despite his being the Chief Executive
officer of GM, could not push through against the
resistance of his colleagues in management and of the
company’s labor union.

Whether this strategy will work it is much too early to
say. But it will certainly produce a very different General
Motors.

What then is the GM of 1990 likely to look like? GM
might again be a very profitable company. But even if its
strategy works completely, GM cannot possibly become
again the pioneer it was in the twenties and thirties. One
cannot be the pioneer and the pacesetter if one’s industry is
stagnant. And the automobile industry of the developed
world—North America, Western Europe, and Japan—is
bound to be a stagnating rather than a rapidly growing
industry. The markets are saturated even in Japan, where
automobile ownership now approaches U.S. levels. The
automobile market in the entire developed world has
become a replacement market. Demographics in all
developed countries are such that a demand cannot rise
substantially, no matter how good economic conditions are.
For demand for new cars in a replacement market is a
direct function of the number of young people who reach
the age at which they can get their driver’s license for the
first time, and in all developed countries this number is
going down and cannot possibly go up again until
seventeen years from now, that is, until the year 2000. This
1s because all the babies who will reach driver’s license age
between now and the year 2000 have already been born.

However successful its strategies, GM will thus be in a
defensive position for years to come. But it may become
the leader in automating the traditional manufacturing
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industries and thus in restoring the capacity of highly
developed countries to compete in cost and quality against
the abundant low-wage, low-labor supply of the Third
World. GM may, within a decade, develop into a true
transnational company that integrates the markets of the
developed world and their purchasing power with the labor
resources of the Third World, and does so not by ownership
control, as the traditional multinational did, but by control
of design, marketing, and quality, and through production
sharing. And while it is much too early even to guess what
GM'’s labor relations will look like, the assembly line, that
symbol of industry during the first half of the century, will,
by the year 1990 or the year 2000, probably have faded into
history.
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