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HADFEE (CHAPTER 1)

THE ROLE OF MANAGEMENT (3~HEH5H—3[H)

The dynamic element in every business—A distinct and a
leading group—The emergence of management—The free
world’s stake in management.
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Resources + Management — Production
(material) (human) (productive resources)
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THE manager 1s the dynamic, life-giving element in every business.
Without his leadership the “resources of production” remain resources
and never become production. In a competitive economy, the success
of a business, indeed they determine its survival. The “responsibilities
of capital” have disappeared from our vocabulary together with the
“rights of capital; instead, we hear of the “responsibilities of management,”
and of the “prerogatives of management.”

The emergence of management as an essential, a distinct
and a leading institution is a pivotal event in social history.
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This belief that the material can and should be used to advance

the human spirit is not just the age-old human heresy “materialism.”

Management, which 1s the organ of society specifically charged
with making resources productive that is, with the responsibility
for organized economic advance, therefore reflects the basic spirit of the
modern age. It 1s in fact indispensable—and this explains why, once

begotten, 1t grew so fast and with so little opposition.
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The importance of Management

Management, its competence, its integrity and its
performance will be decisive both to the United States and to
the free world in the decades ahead. At the same time the
demands on management will be rising steadily and steeply.
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HANDFEE (CHAPTER 2)

THE JOBS OF MANAGEMENT (6~&# 6 —i8| f)

The first function: economic performance—The first job: managing a business
—Managing as creative action—Management by objectives—Managing
managers—1The enterprise as a genuine whole—Managers must manage
—It’s the abilities,not the disabilities, that count” —Managing worker and work
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To be sure, the business enterprise must discharge its economic
responsibility so as to strengthen society, The essence of business
enterprise, the vital principle that determines its nature, is economic
performance.

The first function: Economic performance

Management must always, in every decision and action, put economic
performance first. It can only justify its existence and its authority
by the economic results it produces.

The first definition of management is therefore that it is an economic
organ, indeed the specifically economic organ of an industrial
soclety. Every act, every decision, every deliberation of management
has as its first dimension, every deliberation of management has as
its first dimension an economic dimension.

To manage a business means, therefore, to manage by objectives.
Throughout this book this will be a keynote.
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Managing Managers

To obtain economic performance there must be an enterprise.
Management’ssecond function is therefore to make a productive
enterprise out of human and material resources. Concretely
this 1s the function of managing managers.

It must be a genuine whole: greater than—the sum of its parts, with its

output larger than the sum of all inputs.

But it 1s also clear that the “resources” capable of enlargement
can only be human resources. All other resources stand under the
laws of mechanics. They can be better utilized or worse utilized,
but they can never have an output greater than the sum of the inputs.
Man, alone of all the resources available to man, can grow and develop.

Managing Worker and Work

The final function of management is to manage workers and work.
Work has to be performed; and the resource to perform it with 1s workers
—ranging from totally unskilled to artists, from wheelbarrow
pushers to executive vice-presidents. This implies organization of the
work so as to make it most suitable for human beings, and organization
of people so as to make them work most productively and effectively.

There 1s one more major factor in every management problem,
every decision, every action—not, properly speaking, a fourth
function of management, but an additional dimension: time.
Management always has to consider both the present and the long-range
future. A management problem is not solved if immediate profits are
purchased by endangering the long-range profitability, perhaps even
the survival, of the company.
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HANDFEE (CHAPTER 3)

THE CHALLENGE TO MANAGEMENT (18~Eh b —i5I/H)

The new industrial revolution—Automation: science fiction
and reality—What 1s Automation?—Conceptual principles,
not techniques or gadgets —The demands on the manager.
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MANAGEMENT faces first great test of its competence
and 1ts hardest task in the imminent industrial revolution
which we call “Automation”.

What Is Automation?

Automation i1s not “technical” in character. Like every
technology 1t 1s primarily a system of concepts, and its
technical aspects are results rather than causes.



The Demands on Management

Above all, the new technology will not render managers
superfluous or replace them by mere technicians. On the
contrary, it will demand many more managers. It will
greatly extend the management area; many people now
considered rank-and-file will have to become capable of
doing management work. The great majority of
technicians will have to be able to understand what
management is and to see and think managerially.

Automation and first applies it systematically will lead
in productivity and wealth during the second half of the
twentieth century, just as the United States, through
understanding and applying mass production, came to
lead the world during the first half of this century. And
there 1s even less doubt that this leadership will fall to
the country whose managers understand and practice
management in its fullest sense.
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HRXDFEE (CHAPTER 4)

THE SEARS STORY Q7~E»H—H4 )

What 1s a business and how 1t 1s managed—Unexplored territory—Sears, Roebuck
as an 1llustration—How Sears became a business—Rosenwald’s innovations
—Inventing the mail-order plant—General Wood and Sears’s second phase
—Merchandise planning and manager development—T. V. Houser and the challenges ahead.
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R DFEE (CHAPTER 5)
WHAT IS A BUSINESS?  (34~& b7l H)

Business created and managed by people, not by forces—The fallacy of
“profit maximization™—Profit the objective condition of economic activity,
not its rationale—The purpose of a business: to create a customer—The two
entrepreneurial functions: marketing and innovation—Marketing not
a specialized activity—The General Electric solution—The enterprise as the
organ of economic growth—The productive utilization of all wealth-producing
resources—What 1s productive labor?—Time, product mix, process mix and
organization structure as factors in productivity—The function of profit
—How much profit is required?—Business management a rational activity.
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THE first conclusion to be drawn from the Sears story is that a business enterprise
is created and managed by people. It 1s not managed by “forces.” Economic forces

set limits to what management can do. They create opportunities for management’s
action. But they, by themselves, do not determine what a business 1s or what it does.

The second conclusion is that a business cannot be defined or explained in terms of profit.
The average businessman when asked a business 1s, is likely to answer:
“An organization to make a profit.” And the average economist is likely
to give the same answer. But this answer 1s not only false; 1t 1s irrelevant.

The purpose of a Business

If we want to know what a business is we have to start with its purpose.
And 1ts purpose must lie outside of the business itself. In fact, it must lie

in society since a business enterprise is an organ of society. There 1s only
one valid definition of business purpose: to create a customer.
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It is the customer who determines what a business is. For 1t 1s the customer,and he
alone,who through being willing to pay for a good or for a service,converts economic

resources into wealth, things into goods. What the business thinks it produces
is not of first importance—especially not tothe future of the business and to its success.
What the customer thinkshe is buying, what he considers produces and whether it will prosper.

Because it is its purpose to create a customer, any business enterprise
has two—and only these two—basic functions: marketing and innovation.
They are the entrepreneurial functions.

Marketing is the distinguishing, the unique function of the business.

A business 1s set apart from all other human organizations by the fact that
1t markets a product or a service. Neither Church, nor Army, nor School,
nor State does that.

The Enterprise as the Organ of Economic Growth
But marketing alone does not make a business enterprise.
And business 1s the specific organ of growth, expansion and change.
The second function of a business is therefore innovation,
that is, the provision of better and more economic goods and services.

It may be finding new uses for old products. A salesman who succeeded
in selling refrigerators to the Eskimos to prevent food from freezing
would be an “innovator” quite as much as if he had developed
brand-new processes or invented a new product. To sell the Eskimos

a refrigerator to keep food from getting too cold is actually creating a
new product. Technologically there is, of course, only the same old
product; but economically there is innovation.
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Sears may have to think through what its business is what
inductions are needs. Where 1ts market are.

1900 —

1950 —

2000 —

Five elements to reserve

1) systematic merchandizing for the farmer.
2) aregular mail-order catalogue not for bargains
3) the concept of caveat venderar “your money back

It 1s our job what market needs.

and no questions ashed”

4) the mail-order plants for large quantities of customer

orders cheaply and quickly.
5) a human organization had to be built.

The sales department will sell whatever the plant produces.
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A DEE (CHAPTER 6)

WHAT IS OUR BUSINESS—
AND WHAT SHOULD IT BE? (49~EM»b—i5H)

What is our business, neither easy nor obvious—The Telephone Company
example—Failure to answer the question a major source of business failure

—Success In answering it a major reason for business growth and results

—Question most important when business 1s successful—Who is the customer?
—What does the customer buy?—Cadillac and Packard—What is value to the
customer?—What will our business be?—What should our business be?
—vprofitability as an objective.
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One of the earliest and most successful answers to the question was the
one that Theodore N. Vail worked out for American Telephone and
Telegraph almost fifty years ago: “Our business is service.” This sounds obvious
once 1t has been said. But first there had to be the realization that a
telephone system, being a natural monopoly, was susceptible to
nationalization, that indeed a privately owned telephone service in a developed
and industrialized country was exceptional and needed community support

for its survival. Secondly there had to be the realization that community support

could not be obtained by propaganda campaigns or by attacking critics as
“un-American” or “socialistic.” It could only be obtained by creating customer-satisfaction.

This realization meant radical innovations in business policy.

What is our business is not determined by the producer but by the consumer.
The question can therefore be answered only by looking at the business from the
outside, from the point of view of the customer and the market. And management
must make a conscious effort to get honest answers from the consumer himself
rather than attempt to read his mind.
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That the question 1s perhaps the most important single cause of business failure.
Conversely, wherever we find an outstandingly successful business we will almost
always find, as we did in the case of the Telephone Company or in that of
Sears, that its success rests to a large extent on raising the question clearly and
deliberately, and on answering it thoughtfully and thoroughly.

Who Is the Customer?

The first step toward finding out what our business 1s, 1s to raise the question
: “Who 1s the customer?’—the actual customer and the potential customer?

Where is he? How does he buy? How can he be reached?

The next questionis: “What does the customer buy?” The Cadillac people say

that they make an automobile and their business is the Cadillac Motor Division
of General Motors. But does the man who spends four thousand dollars on a
new Cadillac buy transportation or does he buy primarily prestige? Does the

Cadillac, in other words, compete with the Chevrolet and the Ford; or does it
compete—to take an extreme example—with diamonds and mink coats?

The best examples of both the right and the wrong answers to this question
are found in the rise and fall of the Packard Motor Car Company, only a

dozen years ago Cadillac’s most formidable competitor. By the mid-thirties,
however, this was no longer adequate. Since then Packard has found it

difficult to figure out what its market is. Though it has highly priced they
are not high—-priced enough.
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R DEE (CHAPTER 7)
THE OBJECTIVES OF A BUSINESS (62~ b—i3I)

The fallacy of the single objective—The eight key areas of business enterprise
— “tangible” and “Iintangible” objectives—How to set objectives
—The low state of the art and science of measurement—Market standing,
Innovation, Productivity and “Contributed Value"—The physical and financial
resources—How much Profitability?—A rational capital-investment
policy—The remaining key areas.

EXOBREE, BEOR BEM) ZHEEIT S & TIEHALY,

Most of today’s lively discussion of management by objectives 1s concerned
with the search for the one right objective. This search 1s not only likely to be
as unproductive as the quest for the philosopher’s stone; 1t 1s certain to do harm
and to misdirect.

What should these objectives be, then? There 1s only one answer: Objectives
are needed in every area where performance and results directly and vitally
affect the survival and prosperity of the business.

Objectives in these key areas should enable us to do five things: to organize
and explain the whole range of business phenomena in a small number
of general statements; to test these statements in actual experience;
to predict behavior; to appraise the soundness of decisions when they
are still being made; and to enable practicing businessmen to analyze their

own experience and, as a result, improve their performance. It is precisely
because the traditional theorem of the maximization of profits cannot
meet any of these tests—let alone all of them—that it has to be discarded.

There are eight areas in which objectivity; physical and financial resources;
profitability; manager performance and development; worker performance
and attitude; public responsibility.
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HANDFEE (CHAPTER 8)

TODAY’ S DECISIONS FOR TOMORROW’ S RESULTS (88~ 5 —5] )

Management must always anticipate the future—Getting around the
business cycle—Finding the range of fluctuations—Finding economic bedrock
—Trend analysis—Tomorrow’s managers the only real safeguard.
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—OFEDREIRIRZTRAIT 2RI FRITIEELY,

AN OBJECTIVE, a goal, a target serves to determine what action to take
today to obtain results tomorrow. It is based on anticipating the future.
It requires action to mold the future. It always balances present
means and future results, results in the immediate future and results
in the immediate future and results in the more distant future.

This 1s of particular importance in managing a business.

Management has no choice but to anticipate the future, to attempt
to mold it and to balance short-range and long-range goals. It is not
given to mortals to do either of these well. But lacking divine guidance,
business management must make sure that these difficult responsibilities
are not overlooked or neglected but taken care of as well as 1s humanly possible.

If people could act according to this advice, we would not have boom
and depression to begin with. We have extreme fluctuations only because
it 1s psychologically impossible to follow such advice. In a boom almost
everybody 1s convinced that this time even the sky will not be the limit.
At the bottom of a depression everybody 1s equally convinced that this time
there will be no recovery but that we will keep on going down or stay
at the bottom forever.
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HANDFEE (CHAPTER 9)

THE PRINCIPLES OF PRODUCTION (95~E»H—IA| )

Ability to produce always a determining and a limiting factor
—Productions is not the application of tools to materials but the

application of logic to work—Each system of production has its

own logic and makes its own demands on business and management
—The three systems of production—Is mass production “new style”

a fourth? —Unique-product production—Mass production, “ old style”
—Process production—What management should demand of its
production people—What production systems demand of management
— “Automation”; revolution or gradual change? —Understanding the
principles of production required of every manager in the decades ahead.

AEIE, EMHEZHERICANTEZETEGL, ThiEHmEZEEICER
THEREERTYN—IFE S,

But the principles of production must be a serious concern
of top management in any business that produces or distributes
physical goods. For in every such business the ability to attain performance
goals depends on the ability of production to supply the goods in the

required volume, at the required price, at the required quality, at the
required time or with the required flexibility.

Production is not the application of tools to materials. It is the
application of logic to work. The more clearly, the more consistently,

the more rationally the right logic 1s applied, the less of a limitation
and the more of an opportunity production becomes.

The Three Systems of "Production

There are three basic systems of industrial production known to
us so far: unique-product production, mass production and process
production. We may perhaps count four systems; for mass production
“old style,” that 1s, the production of uniform products, is different
from mass production “new style,” which manufactures uniform
parts but assembles them into diversified products.
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IR DFEE (CHAPTER 10)

THE FORD STORY (lI~EHb—18 )

Management the basic resources of business, the
scarcest, the most expensive and most perishable —

Henry ford’s attempt to do without managers— The
near-collapse of the Ford motor Company—Rebuilding
Ford management—What it means to manage managers
—Management not by delegation—The six requirements
of managing managers.

BEOBREIZENWT, BEEEEQ, RISELTERTHLIE NI YD
—IlEE2. XRVEKEBILITLIERTH>T. xLARELELTDE
RTHHBEBLE D,

Managers are the most expensive resource in most
businesses—and the one that depreciates the fastest and
needs the most constant replenishment. It takes years to
build a management team; but it can be destroyed in a
short period of misrule.

Managing managers 1s the central concern of every
manager. Who was primarily concerned with his upward
relations and upward communications. Every president I
know, be the company large or small, worries more about
his relations with his Board of Directors than with his
vice-presidents.

Upward relations are properly a manager’s first
concern. To be a manager means sharing in the
responsibility for the performance of the enterprise.
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HADFEE (CHAPTER 11)
MANAGEMNT BY OBJECTIVES AND SELF-CONTROL (121~E»b—15] )

BEMHKE—EWLWS &M, MBICEBRETHS, TLTEADHD
ICERZEHED,

ANY business enterprise must build a true team and
weld individual efforts into a common effort. Each
member of the enterprise contributes something
different, but they must all contribute toward a common
goal.

Business performance therefore requires that each
job be directed toward the objectives of the whole
business.

A favorite story at management meetings is that of
the three stonecutters who were asked what they
were doing. The first replied: “ 1 am making a living.”
The second kept on hammering while he said: “ I am
doing the best job of stonecutting in the entire county.”
The third one liked up with a visionary gleam in his
eyes and said: “ I am building a cathedral.”
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O REEHEDORINIKT D EBLE B Z 25HMHIE, SREEHEE LML
Wk B O BEBRIZI T 5 E4%1Z. (clearly measurable contribution) (H #Z
efb & MUR) GRS B O T — AR 2 S8 D 2 L)

O F—L LML () OFEWIIMD, (Team tasks) (U —% — D8 J1EHE
EAEATH)

O F—L MR & BEEOBEZE, F—20E & 1%, (an executive team) (F
— LB RESELEERMAFLIL. ) TF—2IIB T 2EBREOKE % L)
BRfEL 92 D)

O L, REEHEOHEFENEBN=— XL > THEI L. EMIZL-T
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7B, MEHOBRR] OfBE—E 13m0, Eo20vH Z Ly, (to span of
control)(to span of managerial responsibility)

O BEALOFPH &I h, BEORPAOKEE Lo, & Eotxr OREZ £ AT
WD D TIEZ2W)y (RER E), HEREELE W I 25, THEIR] OAEE T, [E
1 13KREEIZ B O TRV Dy, (it is not fixed)

O GE O EBERFIIMEL TEW T E FTOREMEZIBRT D 2 LIZi3e bR,
(the management charter of G.E.) Gi—#a OB E BE & FAE B OXLE|
) (R, REEEE LTI, BT ~ONRELE. Bis. Mk
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12-4
IR DEE (CHAPTER 12)

MANAGERS MUST MANAGE (137~EHH—18| )

What 1s a manager’s job?—Individual tasks and team
tasks —The span of managerial responsibility — The
manager’s authority—The manager and his superior.

IRy —DEER, AEEGEBUYIBLVEDTHIVENH D, TLT
IV r—IlE, LRICE>TTIERHEL, £EDOBEIZK>TAHRDIT S
NEIFNIEXE S0,

What Is a Manager’s Job?

A manager’s job should be based on a task to be
performed in order to attain the company’s objectives. It
should always be a real job—one that makes a visible
and, if possible, clearly measurable contribution to the
success of the enterprise.

And that contribution should be visible and measurable.
The manager should be able to point at the final results
of the entire business and say: “This part is my
contribution.”

There are some tasks which are too big for one man and
which can still not be cut up into a number of integrated,
finite jobs. These should be organized as team tasks.

But the most important team task in any business is
the top-management task. In scope, as well as in its
requirements of skills, temperaments and kinds of work,
1t exceeds any one man’s capacity. No matter what the
textbooks and the organization charts say, well-managed
companies do not have a one-man “chief executive.” They
have an executive team.
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