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CHAPTER 1
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The dynamic element in every business—A distinct and a’ lt:agdi'ggj
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group--—Th of management—-—-The free world’s(stake
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THE manager is the dynamic, life-giving element in every business.
Without his leadership the “resources of production” remain re-
sources and never become production. In a competitive economy,
above all, the quality and performance of the managers determine  °
¢he success of a business, indeed they determine its_survival. For
the quality and performance of its managers is the only effective
advantage an enterprise in a competitive economy can have.
Management is also a distinct and a leading group in industiial
society. We no longer talk of “capital” and “labor”; we talk of &
/W“ . » P TR . '
‘management” and “labor.” The “responsibilities of capital
dlsappeared from our vocabulary together with the “rightsof cap1- .
v }«/L
tal”; we hear of the “responsibilities of management,” and : wi;/
L f(a smgularly(gaéless) phrase) of the »prerogativey of management.” = M?y
'‘We are building up a comprehensive and distinct system of “educa-
Jon for management.” And when the Eisenhower Administration

was formed in 1952, it was formed@ as a “Management
Administration.” o e wﬁfw o 57

a The emergence of mgnagement as an essential, a distinct and a
leading institution isﬂ%@t\gb event in social history. Rarely, if
ever, has a new basic institution, a new leading group, ¢merged as s
fast as has management since the turn of this century. Rarely in
human history has a new institution provem so quickly;

/wf/&s;h w«fw& M%m 3 necesaty

o
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and even less often has a new institution arrived with so little
JZ opposition, so little disturbance, so little controversy.

Management will remain a basic and dominant institution perhaps

as long as Western civilization itself survives. For management is

not only grounded in the nature of the modern industrial system and

in the needs of the modern business enterprise to which an industrial

system must entrust jts productive resources—both human and

=0 faman anc
F Imaterial. Management also expresses basic beliefs of modern Western

society. It expresses (the belief]in the possibility of controlling man’s
livelihood through systematic organization of economic resources.

" 1t expressesithe beliefithat economic change can be made into the

most _E_OW_er_f_uLengmﬂ,fan_humn_beLtem;em,and_sacmL]um

that, as Jonathan Swift first overstated it two hundred and fifty
years ago, whoev grass grow where only one
doswvve ErEW before deserves better of mankmd than any Beculatlve philo-

—vel~- sopher or getaﬁhismal_)s t er. olri S g
r This belief thf ihe’ma ter”:ig}can and should be used to advance

. the human spiri¢7s not jusdthe : Ateris
In fact, it is 1ncomgat1ble with materialism as the term has always
been understood. It is something new, distinctly modern, distinctly
Western and outside of, the modern West, resources have
always been considered a limit to man'’s activities, a restriction on
his control over his environment—rather than an opportunity and
a tool of his control over nature. They have always been considered
God-given and unchangeabie. Indeed all societies, except the modern
West, have looked upon economic change as a danger to society and
individual alike, and have considered it the first responsibility of

government to keep the economy unchangeable. b eassedf
Management, which is the organ of society ;pélﬁcally charged
@ . We that is, with-the respons1b111ty for
' organized economic advance, therefore reffects the basic spirit of
the modern age. —and this explains why,

g once begotten, it grew so fast and with so little opposition.

The Importance of Managﬁn’e%[/% Ity Temolo 51wl

Management, its competenc competence, its mtegnty and its performance
will be decisive both to the United States and to the free world in
deoiods—

-
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the decades ahead. At the same time the demands on management /-'/ o
will be risi _g_steadﬂy and steeply.

A “Cold War” of indefinite duration not only puts heavy economic -
burdens on the economy, which only continuous economic advance
' can make bearable; it demands ability to satisfy the country’s military
needs while building up, at the same time, an expanding peacetime
economy. It demands, indeed, an unprecedented ability of the
entire _economy to shift back and forth between peacetime and
defense production, practically at an instant’s notice. This demand,
on the satisfaction of which our survival may well depend, is above
all a demand on the com;geten%_g of the managements, especially of

our big enterprises. hAVosfe L‘*"M‘j kot Pt i

That the United States is the leader today, efonomically and
socially, will make management performance decisive—and adequate
management performance much harder. From the peak there is only
one easy way to go: downwards. It always requires twice as much
jﬁQﬂ@gigm_tq_giy_up_as it did to climb up. In other words, there
is real danger that in@etrospect)the United States of 1950 will come
to look like the Great Britain of 1880—doomed to decline for lack
of vision and lack of effort. There are evidences of a tendency in
this country to defend what we have rather than advance further;
capital equipment is getting old in many industries; productivity is
improving fast only in the very new industries, and may be sfagnan?

Mg_in_m_agy_othhers. Only superior management com-
petence and continuously improved management performance can
keep us progressing, can prevent our becoming smug, self-satisfied
and lazy. M

Outside the United States management has an even more decisive
function and an even tougher job. Whether Europe regains her
economic prosperity depénds, above all, on the performance of her
managements, And whether the formerly colonial and raw-material
producing countries will succeed in developing their economies as
free nations or will go Communist, depends to a large extent on
their ability to produce competent and responsible managers in a
hurry. Truly, the entire free world has an immense stake in the
competence, skill and responsibility of management.

‘ fk’a"“@é /ﬁ ok
Slafe — pols = J e
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THE JOBS OF MANAGEMENT

7
Management the least known of our bas1c ‘The
organ of the enterpnse—'l;hg,ﬁ&_hmpﬁd.ecmi_c.pgjm
ance—The first job: managing a bs}j2 ess—Managing. as creative
.action“~“Management by objectiv anaging managers—The
enterprise as a_genuine whole—-—-Managers%:st manage—“It's the

abilities, not the disabilities; t count”’—Managing wor d
work—The two time dimensions/of management—Theintegrate
nature of management. e . .
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Ay

DEsprTE its ¢rucial importance, its high visibility and its spectacular
rise, management is the least known and,the least understood of our

what their management. does and
how it acts and why, whether it ddes a good job or not. Indeed, the
typical picture of what goes on jifi the “front office” or on “the four-
teenth floor” in the minds otherwise sane, well-informed and
intelligent employees (incJdding, often, people themselves in re-
sponsible managerial and specialist positions) bears striking re-
semblance to the medieval geographer’s picture of Africa as the
stamping ground of the one-eyed ogre, the two-headed pygmy, the
immortal phoenix 4nd the elusive unicorn. What then is manage-
ment: What doeg’it do? | '
There are two popular answers. One is that management is the
the term “management” being little more than
for “the boss.” The other one defines a manager as
and who, as a slogan puts
it, “does his work by getting other people to do theirs,”
: 6
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But these are at best merely efforts to tell us who belongs in
management (as we shall see, they don’t even tell us that). They
do not attempt to tell us what management is and what it does.
These questions can only be answered by analyZing management’s

- function. For management is an organ; and organs can be described
and defined only through their function.

Management is the specific organ of the business enterprise.
Whenever we talk of a business enterprise, say, the United States
Steel Company or the British Coal Board, as deciding”to build a
new plant, laying off workers or Areating its customers fairly, we
actually talk of a management decision, a manageiment action, a
management behavior. The enterprise can decide, act and behave
only as its managers do—py itself the enterprise has no effective
existence. And €onversely/ any business enterprise, no matter what

t monopolies as a Post Office, and the “ministries”
and “trusts” of Communist Russia.)

That management is the specific organ of the business enterprise
is so obvigus that it tends to be taken for granted. But it sets manage-
ment apdrt from all other governing organs of all other institutions.
The Government, the Army or the Church—in fact, any major
institution—has to have an organ which, in some of its function, is
not unlike the management of the business enterprise. But manage-
ment as such is the management of a business enterprise. And the
reason for the existence of a business enterprise is that it supplies

/—13

S economlc goods and seW1cm31ness enterprise
C}%& its economic responsibility so as to strengthen society,
and in accordance with society’s political and ethical beliefs. But
/ | these are (to use the logician’s term) accidental conditions limiting,
modifying, encouraging or retarding the economic activities of the
business - enterprise. The esgence of busmgg en terprise, the vital

L k 2r1nc121e that gggggg;nggg pature, is eco economic perfmlngggga.

> f The First Function: Economic Performance i

Management must always, in every decision and action, put

economic performance first. It can only justify its existence and its
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authority by the economic results it produces. There may be great
non-economic results: the happiness of the members of the enter-
prise, the contribution to the welfare or re of the communit

[* etclYetmanagement has failed if it fails to pmgncr;f_mnomic_te-

sults. It has failed if it does not supply goods and services desired
by the consumer_at a_price the consumer is willing to pay. It has
failed if it does not improve or at least maintain the wealth—pro-
ducing capacity of the economic re d.to it
b In this management is unique. A General Staff will ask itself quite
legitimately whether its basic military decisions are compatible with
the economic structure and welfare of the country. But it woul would be
greatly remiss in its duty were it to start its mlhtary
with the needs of the economy. The economic consequences of
military decisions are a secondary, a limiting factor in these deci-
sions, not their starting point or their rationale. A General Staff,
being the specific organ of a military organization, must, by neces-
sity, put military security first. To act differently would be a betrayal
of its responsibility and dangerous malpractice.}Simlarly, manage-
ment, while always taking into consideration the impact of its
decisions on society, both within and without the enterprise, must

‘always put economic performance first. ololidraiv — Capgfucl Aokt

-

The first definition of management is therefore that it is an

economic organ, indeed the specifically economic organ of an in-

dustrial society. Every act, every decision, every@m of
management has as its ﬁrst dimension an_economic .m

)

I IManagement’s first job is managing a business Wi

This apparently obvious statement leads to conclusmns that are
far from being obvious or generally accepted. It % both severe
limitations on the scope of management and manager, and a major
.| responsibility for creative action.

It means in the first place that the skills, the competence, the |
experience of management cannot, as such, be transferred and ap-
| plied to the organization and running of other institutions. ]['Hi
—Ilet alone a guarantee—of ‘his being successful in government. A
career in management is, by itself, not a preparation for major
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other, lAnd while man can never really “master” his enwronment,

while he is always held within a tight vise of possibilities, it 1s it is
_management’s specific job to make what is desirable first possible
_and then actual. Management is not just a creature of the economy;
it is a creator as well. And only to the extent to which it masters the
economic circumstances, and alters them by conscious, directed

action, does it really manage. 'To manage a business means, there-

fore 1@1&1 Throughout this book this will be a
(A\-.— - I

‘Managing Managers '.— 7&& %wmﬂgﬁmcﬁ?m

To obtain economic performance there must be an enterprise.
Man'agement’s second function is therefore to make a productlve
enterprise out of human and material resources. Concretely this is
the function of managing managers.

The enterprise, by definition, must be capable of producing more
or better than all the resources that comprise it. It must be a genuine
whole: greater than—or at least different from—the sum of its parts,
with its output larger than the sum of all inputs.,

The enterprise cannot therefore be a mechanical assemblage of
resources. To make an enterprise out of resources it is not enough to
put them together in logical order and then to throw the switch of
capital as the nineteenth-century economists firmly believed (and
as many of their successors among academic economists still believe).
What is needed is a transmutation of the resources. And this cannot

H_ come from an inanimate resource such as cap1tal It requires man-

agement.

[l Butitis also clear that the “resources’ * capable of enlargement can

J 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. On
the contrary, the problem in putting non-human resources together
is always to keep to a minimum the inevitable output-shrinkage
through friction, etc. Man, alone of all the resources available to

_ {-man, can _grow and develop. Only what a great medieval political

writer (Sir John Fortescue) called the “intencio populi,” the
directed, focused, united effort of free human beings, can produce
a real whole. Indeed, to make the whole that is greater than the sum
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enough to make certain that the investment in managers, though,
of course, never shown on the books, outweighs the investment in
every other resource in practically all businesses. To utilize this
investment as fully as possible is therefore a major requirement of
managing a business. |

To manage managers is therefore to make resources productive by
making an enterprise out of them. And management is so complex

| and multi-faceted a thing, even in a very small business, that manag- -
ing managers is inevitably not only a vital but a complex job.

A —

uManqging Worker and Work l

“ The final function of management is to manage workers and work.
Work has to be performed; and the resource to perform it with is
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 organiza-
» tion of people so as to make them work most productively and

[\} effectively. It implies consideration of the human being as a resource

—that is, as something having peculiar physiological properties,
abilities and limitations that require the same amount of engineer-
ing attention as the properties of any other resource, €. g., COpper. It
implies also consideration of the human resource as human beings
having, unlike any other resource, personality, citizenship, control
over whether they work, how much and how well, and thus requiring
motivation, participation, satisfactions, incentives and rewards,
leadership, status and function. And it is management, and manage-
ment alone, that can satisfy these requirements. For they must be
satisfied through work and job and within the enterprise; and
management is the activating organ of the enterprise.

There is one more major factor in every management problem,
every decision, €very action—not, properly speaking, . purth

g

function of management, but an additional dimension?
agement always has to consider both the present and the tong-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. A management decision is
irresponsible if it risks disaster this year for the sake of a grandiose
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APTER §

The new industrial revolution—Automation: science fiction and
reality—What is Automation—Conceptual principles, not tech-

niques or Automation and the worker—Automation,
lanning and monopoly—The demands on the manager.
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MANAGEMENT faces the first great test of i and its hard-
est task in the M industrial revolution which we call “Au-

tomation.” A e -
A lot of rather lurid “science fiction” is being written today abouit
Automation. The “push-button factory” is the least fantastic of
them (though it, too, is largely nonsense). The coming of the new
technology has revived all the slogdns of the “planners” of the
thirties. It is producing a new croyé%ﬂ penny-dreadfuls purporting to
give us a glimpse of that nighunare, the technocrat’s paradise, in
which no human decisions, rio human responsibility, no human
management is needed, and in which the push button run by its
own “electronic brain” pyoduces and distributes abundant wealth.
Specifically we are Jpeing told in these mathematical romances
that the new technoldgy will require such capital investments as t2
make impossible all but the giant business. We are told—in Europe
even more thap’ here—that it will make almost inevitable the
elimination of competition and will make both possible and nec-
essary the nationalization of the resulting giant monopolies. We are

told that the push-button factory of the future will have practically
e wovmel/owe fthanah wha will buv the unlimited supply of goods




being told) . And those people that are still needed will be pure tech-
nicians—electronics engineers, theoretical physicists, mathematicians
—oOr janitors. But managers will not be mieeded. Indeed, however
much the prophets disagree on other goints, they seem to be. in
emphatic agreement that managers will not be needed.

It is no accident that so much of this speculation comes from the
advocates of controlled economy/and central planning—especially
in Europe. For every item in the present prediction of things to
come is straight out of the prescription the planners urged us to
swallow yesterday. Now tiat we in the free world no longer accept
the planners’ remedies“as good for us, an attempt is being made
to make us swallow the same nostrums under the pretext that they

are g sonfadle ¢ bl D canoidse— avsial

i oz olocds Do
( What Is Automation?
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Yet every one of these assertions, conclusions and fears.is the
direct opposite of what the new technology really means. Indeed,
we have enough examples of it around—in an oil refinery, for in-
stance, or in a synthetic rubber plant—so that we do not have to
We can show what Automation is and what its effects
will be.  sprecleds by blly guess

Automation is not “technical” in character. Like every technol-
ogy it is primarily a system of concepts, and its technical aspects

are results rather than causes. o Fergstet — e
— The first concept 1s a/ metaphysicall one: that there is a basic pat-
tern of stability and predictability- behind the seeming flux of
phenomena. The second concept is one of the nature of work. The
new technology does not, as did early'individual production, focus
: - L3 “‘ » - - ‘.
on skill as the integrating princip}é of work. Nor does it, as did
—————— s .
Henry Ford’s concept of mass pfoduction, focus on the product
as the organizing principle. It focuses on_the process, which it sees
as an integrated and harmonious whole. Its aim is to arrive at the
best_process—the process thfat will produce the greatest variety of
goods with the greatest stability, at the lowest cost and with the

least_effort. Indeed the/less variety and fluctuation there is in the

process, the greater may be the variety of goods that can be produced.
ViF: ac new fechnology has a concept of control to maintain
the equilibrium bétween ends and means, output and effort. Auto-




and to move it from one machine to the next. All materials han-
dling—which contributes the bulk of unskilled repetitive work
~under mass production—can be mechanijZed. So can changes in
machine setting and routine judgments (for instance, whether the
machine has become too hot or the togl bit too blunt).

This mechanization is not, however, Automation itself. It is only
‘the result of Automation and it j§ not essential to it. We have
plenty of examples of effective miass production without a single
conveyor belt; for instance, the sorting of checks in a clearing house.
We will see examples of Augbmation without a single “automatic
tool,” let alone a single “pudsh button.”

~ Techniques, tools ang’ gadgets are thus in Automation, as in
every technology, specific to ‘the task and determined by it. ‘They
do not constitute Aufomation; nor does Automation consist in their
application. Autgrhation is a concept of the organization of work.

It is therefore as applicablé to the organization of distribution or
of clerical work as to that of industrial production.

uilutomat?o: an;i—the Worker B

The popular belief that the new technology will replace human
labor by robots is utterly false.

“I was in charge of an analogue computer for some time,” one
of my students told me..“I am still appalled by the number of busi-
nessmen who believe that the machine was in charge of me.”
Actually the new technology (though there will certainly be
problems of displacement) will employ more people and, above all,
more people who are highly skilled and highly trained.

A scant twenty years ago, it was widely believed that the mass-
production technology—yesterday’s industrial revolution—threw
people out of work. Today we know that wherever it has been intro-
duced, it has rapidly increased the number of job opportunities in
industry. But it is still widely believed that mass production re-
places skilled labor by unskilled labor. We know this today to be a
fallacy. In the United States, for instance, where mass-production
methods have been applied on the broadest scale, the class of em-
ployess that has been growing most rapidly in numbers and propor-
tion is that of skilled and trained people. And the truly unskilled

laborer of yesterday, who contributed only his brawn, has become

- e S e -
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[new technology will @ the utmost in decentralization, i’_{ . Z - f
¥ |flexibility and in management autonomy. Any society in the era} ~

of the new technology would perish miserably were it to attempt to
get rid of free management of autonomus enterprise so as to run
the economy by central planning. And so would any enterprise
that attempted to centralize responsibility and decision-making at
the top. It would go under as did the great reptiles of the Saurian
age who attempted to control a huge body by a small, centralized
nervous system that could not adapt itself to rapid change in the
environment.

——————

-

For all of these reasons, no description of the nature of manage-
ment will be complete that fails to take Automation into account.
I am inclined to believe that Automation will not inundate us
in a sudden flood but will seep in gradually though steadily. But
there can be little doubt that it is coming. There can be little doubt
that the industrial country YT it SnderEnE ATTORANGT 2
will lead in productivity and wealth
. e twentieth ce@, just asfthe Unite
-?_aﬁ through understanding and applying mass production, came
. To Tead the world during]the first atf of This centuiy] And there is
even less doubt that this leadership position will fall to the country

whose managers understand and practice management in its fullest
sense.
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THE SEARS STORY
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What is a business and how it is managed—@i territory
—Sears, Roebuck as an illustration— ow 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. 1

pvr——

How to manage a business{would seem to be of such lmportance

Gtan sty @;gﬂ%abbe 00 books em=thre=swbiect. Actually there
are almost none, %Mmss oL A PRa, ‘

There are hundreds, if not thousands, 6f 'books on the manage-
ment of the various functions of a business: production and market-
ing, finance and engineering, _purchasing, personnel, public rela-

*.ions and so forth{(Bup what 1t 15 to manage a business, what it re-

quires, what management is supposed to do and how it should be
. . /—-\ -
doing it, have$o {33 been neglectedd 7 | oy svepc kgl

——— L LT A=a3 Y = 2P
R 2

-+ T IS gVeErsis® 18 16 accident. 1t reflects the absence of any tenable"1ake

economic theory of business enterpnse._dstar ut gy
. . . == —2@ss
theorizing ourselves, we shall therefore firs (takd a good look at the o4

- - ————— - - | "
is no better illustration of what a business is\@and what managing

s, that one of America’s most successful enterprises: Sears,
oebuck and Compan - ‘

1The only exception I know of is the short essay by Oswald Knauth: Man.
agerial Enterprise (New York: Norton, 1948). See also Joel Dean’s Managerial
Economics (New York: Prentice-Hall, 1951). Though Dean is concerned mainly
‘with the adaptation of the economist’s theoretical concepts and tools to business
'management, the book, especially its earlier, general parts, is required reading

for-any manager. - - _ _ —27
2For the data on Sears I have drawn heavilv an Emmat. 2 Tancl Matalamese and
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l Sears became a businessi around the\turn of the century with the
&WV\ realization that the American farmer Tepresented a_separate and
distinct_ market. @@g@, because of his isolation which made

_ 'existing channels of distribution virtually _inaccessible to him; dis-
@ because of his specific needs which, in important respects, were
d1fferent from those of the city consumer. And while the farmer’s

Topp | purchasin power was individually low, it represented a tremendous,
almost,@» buying potential in the% "“‘““"("_:W"V /""14_.4’”

best” To reach the farmer a new distribution channel had to be created,
useol hadig_m produced ¢ answep his needs and wants. It
FFad to be brought to him in large quantities, at low price, and with

¢~ | a_gnarantee of regular sugp_ﬂy He had to be given a warranty ranty of
reliability and honesty on the part of the supplier, since his physical
isolation made it impossible for him to inspect merchandise before
‘\_delivery or to seek redress if cheaied. . . .
J | To create Sears, Roebuckas a business therefore required analysis
_Q&w_and_markﬂ and especially of what the farmer con-

sidered ‘‘value.” Furthermore, it required innovation in five distinct

£ r“.fm'ﬂ%'i’

farmer needed in the quality and quantity he needed them and at

a price he could pay. m it required a_mail-order catalogue.

capable of serving as adequate substitute for the shopping trips to
the big city the farmer could not make. For this reasopn the catalogue

e a regu lcation rather Thaipan announcement .
of spectacular “bargains” at irregular intervals. It had to break with
the entire tradition of mailselling and had to learn not to h]gh-
pressure the farmer into buying by exaggerated boasts, but to give
him instead a factual description of the goods offered. The aim had
to be to create a permanent customer by convincing him of the
re-liabilitv of the catalogue and of the company behind it; the

3logue had to become ¢ M&w_the_tmﬂ.

Press, 1950), one of the best company histories written so far. For the inter-
_ pretation of these data I am alone responsible, however; and I also bear sole
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be found to fill large quantities of customer : /¥
quickly. Without the mail-order plant, conduct of the business
would have been physically impossible. :
- human organization had to be built—and when Sears,
Roebuck started to become a business, most of the necessary human
skills were not available. There were, for instance, no buyers for
this kind of an operation, no accountants versed in the new re-
quirements of inventory control, no artists to illustrate the cata-
logues, no clerks experienced in the handling of a huge volume of
customer orders. B CURR — A ) (s A5 9 %
f( ﬁichard Searsfgave the company his name. But it was not he who
made it into a modern business enterprise. In fact, Sears’s own
operations be called a “business.” He was a shrewd
¢Speculaton, buying up distresssmerchandise and offering it, one
batch at a time, through spectacular advertising. Every one of his
deals was a complete transaction in itself which, when finished,
liquidated itself and the business with it. Sears could make a lot of
money for himself. But his way of operation could never found a
business, let alone perpetuate it. In fact, he would have been forced
(oud of business within a few years, as all the many people before
him had been who operated on a similar basis.
$~ (It was Julius Rosenwald]who made a business enterprise(oub of
Sears in the ten years between 1895 when he took control, and 1905
when the Chicago mail-order plant was opened. He made the analy-

sis of the market. He began the systematic development of mer:

Iz
i ci};andlse sources. He invented the regular, factual mail-order cata-
logue and the policy of “satisfaction guaranteed or your money

hack.” He built the productive human organization. Mr_lxﬁe
to management people the maximum of authority and full respon

mbxhty for results. Later he gave every employee an ownershlp_
Stake in the compan bought for him out of profits. Rosenwald is

thus the father :.,m)) of Sears, Roebuck@ f the “distribution
ch has made over twentieth- -century America and

which_is so_vital_a_factor in_our ‘economic-growth. |
Only one basic contribution to the early history of Sears was
not made by Rosenwald. ago.mail-order. plant was de-
4 @gned by/Otto Doeringjin 1903. It was, five years
ern mass-production plant, complete with
Q - > - - B - ®
w of all work into simple repetitive operations, assembly
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line, conveyor belt, standardized, interchangeable parts—and, ébove
@u_;;g planned plantwide scheduling.? -

It was on these foundations that Sears had grown by the end of
World War 1 into a national institution ﬂlts ‘wish-book” the
only literature, outside of the Bible, to be found in many farm
homes.

7 HE :he second phase ?ln the Sears story begins in the mid-twenties.
Just as the nTs ter was dominated by one man, Julius Rosen-
wald, the second cha ter was dominated by another:\General Robert
Z onc caapic O . i ——-
P » d

By the mid-twenties, when Wood joined Sears, the original Sears
—market was changing rapidly. The farmer wasio longep isolated;
the automobile had enabled him to go to town and to shop there.
He wasTio longer a distinct market but was, largely thanks to Sears,
rapidly assimilating his way of life and his standard of living to_
those of the urban middle classes. \
| At the same time a vast urban market had come into being that
' was, in its way, aé( isolated{and as badly supplied as the farmer had

been_twenty-five yegrs earher The low-income groups in the ci J\S
SULZrOWID ir di

In other words,»— C country was rap1dly becoming one blg homoge-
prhe distribution system was still one of separate

and dlstmct class markets.
\mﬁzf’ Wood had made this analysis even before he joined Sears. Out
n 9/% of it came the decision | h Sears’s emphasis over to retail

the motorized farmer gar@ the city

| M populatlon :
| ﬁjy;& Again a whole series of innovations had to be undertaken to make
| this decision possible. To the finding of sources of supply and to
V' the purchase of goods from them, merchandising had to add two new
¥ major functions: the design of products and the development of
107 manufacturers capable of producing these products in large quan-

%77

8 There is indeed a persistent legend at Sears that Henry Ford, before he

Loea20a L2l mae £ n Ve %A ol L 1YL a0 aLl m 2l Teeean A s Qanvaa
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tity. Glass market” products—for instance, refrigerators in the

twenties—had to be redesigned for a “mass market” @M

purchasing power. Suppliers had to be created—often with Sears

money and Sears-trained management—to produce these goods.
§ |This also required another important innovVation: a basic policy for
the relations between Sears and its suppliers, especially those who
¥ /%; ended on the company’s purchases for the bulk of their business.
| Merchandise planning and research and the systematic building of
hundreds of small suppliers capable of producing for a mass market
§ || had to be 1nvented—--largely by T. V. Ho@ for many years the
company’s mercnancusmg vice-president. They are as basic to mass
~ distribution in Sears’s second phase as mail-order house and cata-
logue were in its first. And they are as distinct a contribution to the /
[Amerl an e - o

Mail- order selhng did not prepare 2 man for the management of
a retail store. 'The greatest bottleneck for the first ten or fifteen years
of Sears’s retail operation, that is almost until World War II,
was the shortage of managers. The most systematic innovations had
to be in the field of manager development; and the Sears p011c1es
of the thirties became the startmg point for all the work in man-

ager_development @oWw going on in American industry,

Expansion iito retail selling also meant ra innovations in
T"_—'_'“—‘—‘—.—_'_'—'——-_._

grgamzat:on structure. - Mail-order selli i entralized
operation——or at least it has always been so in Sears @ retail

stores cannot be run from headquarters two thousand miles away.
They must be managed locally. Also only a few mail-order plants
were needed to supply the country; but Sears today has seven
hundred stores, each with its own market in its own locahty A

dﬂ:n__ahzed__ezgamaatmm_sjnmmx ,_methods of managing a de-
tralized compan ing the performance of store managers

and maintaining corporate unity with maximum local autonomy—
all these had to be created to make possible retail selling. And new
compensation policies had to be found to reward store managers
for performance.

Finally, Sears had to turn innovator in respect to location,
architecture and physical arrangement of the stores. The tra-
ditional retall store was unsulted for the Sears market. It was not

‘___.n. p— - n
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and of providing it with an adequate parking lot. The whole
concept of the retail store had to be changed. In fact, few people
even at Sears realize how far this innovation has gone and how
deeply it has influenced the shopping habits of the American people
as well as the physical appearance of our towns. The suburban
shopping center, touted today as a radical innovation in retail sell-
ing, is really nothing but an 1m1tat1on of concepts and methods

evelo 165
‘The basic decisions underlying the expansmn into retail stores

ere taken in the mid-twenties; the basic innovations had been
made by the early thirties. This explains why Sears’s volume of
business and its profits grew right through depression, World War
II and postwar boom. And yet, almost thirty years after these basic

decisions were taken, they are still not fully carried through into
practice. '

Merchandise planning—the systematic design of quality goods
for mass distribution, the systematic development of mass producers
for them—has still to be applied to_the women'’s fashion field. The
traditional production organization for women’s fashions—the New
York “Garment District”—simply does not go with mass-distribu-

tion requirements. And while Sears has been able to transform
other equally traditional industries to mass production and mass

distribution—and is doing so today with smgular success In Latin
America—it_has ¢ cen_yupable ¢ vill Ange
production system of women’s fashlon Eoods

Another area in which the transition has not yet been completed
is that of public relations. Sears, under|]x Julius Rosenwald; pioneered
in public relations; and everyone at Sears considers it a vitally
important area. Yet although it was basic to the analysis that
underlay the expansion into retail stores that the Sears market
had become urban, at least in its shopping habits, Sears’s public
relations are stil used primaril ¢ fa ’s friend.”
In view of the reality of the Sears market, this can only be con-
sidered an agrarian nostalgia unsuited to the needs of the business,

etired {from the chairmanship of Sears in the
spring of 1954, and/T. V. Housertook his place. This well symbolizes
the end of an era for Sears, which now faces new problems and

-_—
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For the automobiledthat changed Sears’s market once seems to be

about to change it again. In most of our cities driving has become

.50 unpleasant and parkmg so difficult, that the automobile is

rapldly ceasing to
worst enemy.
housewife, te

e shopper and is becommg 1ts own

~

R

5 be employed(and at work during

_§hggp__g_hmlr Or else she has small children and nobody to leave
ith when she goes sho '

28

—

analysis_of market and customer :@ was made in the two earlier
turning points in its history. New objectives will have to be
developed. A new type of distributive organization might be needed
in which the local store becomes headquarters for order-taking

salesmen, traveling (perhaps with a sample car) from house to

house. Such a development might well be foreshadowed in the

growing volume of door-to-door sales during the last few years: This
change would almost certainly require new concepts of organization,
new compensation policies and new methods. It would create a
new problem of finding the right personnel as difficult as was find-
Ing retail store managers twenty years ago. Servicing the Sears

products in the customer’s home might well become of central im-

portance—perhaps eventually as important as was the original

money-back warranty of forty years ago. The bulk of customer buy-
ing. might again shift to catalogue buying—though no longer by mail
—either from a traveling salesman or over the telephone. And this in
turn would require a ological change in the mail-order plant
which, to this day, operates almost unchanged from the basic pattern
developed fifty years ago b)@m The filling of customers’
orders, whether received by mail, by telephone or through sales-
men, would appear to demand a fully automatic plant based on a
radical application of the principles of Automation and feed-back.
Even in merchandising there might be need for new objectives;
for today’s most important customer—the young married mother
and housewife, who often holds down a job as well—is in many
ways as distinct a market as the American farmer ever was in the
days of his most complete isolation.
Olice” again, in other words){Sears may have to think through

what s Dlisiness 1s, where its markets are, and what innova-
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THE SEARS STORY (27~29 B b—14[H)

What 1s a business and how it 18 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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Mail

‘ Sears commodity center

farmer /

home
O O O

N

O O O

Automobile

Sears Market

factory worker

Producer

I

7

inhabitant

Distributer

l

inhabitant home

N 4

O O O

Inter net

—

Sears may have to think through what its business is what

inductions are needs. Where its market are.

1900 —

1950 —

2000 —

Five elements to reserve

1) systematic merchandizing for the farmer.
2) a regular 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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Business created and managed @‘-
:7[‘“"!"’2’ fallacy of “profit maximization”—F

Ao of economic activit

, not by forces—The
ofit” the objective condition
; Hot 1ts rationale—The purpose of a husiness:

FRRL e,

= Jfo Lreatea customert—The two entrepreneurial functions‘market-
ingl andYimpoyation~Marketing not. a specialized activity—The

General Electric solution—The enterprise as the organ of eco-
nomic growth—T uctive utilization of all wealth- producmg
resources—What i3|productive [labor?—¢ ) x, ocess
@u and orgamization structure as factors in p‘rmiuctlwty—THe
ction of profit=How much profit is required?—Business man-
agement a {ationa) activity. A

Daerktony Q) lnpvalion @/%Mc/ﬂ“g/ﬂ ——
AT =i, — Mot /Dfny/,‘/{-

proostady . f'hms;'aauax' ohpaniz =3
| L. C usionf to be drawn from the Sears story 13 that a
o usiness enterDrlse is created and managed dy | ) It is not
Jmanaged by “forces.” Economic forces set llmxts to what manage-
ment can do. They create opportunities for management's action.
But they, by themselves, do not determine what a business is or
what it does. Nothing could be sillier than the oft-repeated asser-
tion that “management only adapts the business to the forces of

the market.” Mgingygg_oﬂlv finds these “forces”; Jnanage-
mentreates) them by its o own_action, Just as it took a(]ullus Eosen-

wald fifty years ago to make Sears into a business enterprise, and a

((_}Eﬁa"al_%\f)@ twenty-five years ago to change its basic nature and

thus insure its growth and success during the depression and World

War I, it will take somébody—and probably quite a few people—

to make the decisions that will determine Whethep Sears is going

to continue to prosper or will decline, whether it will survive or
%ensgg

d%‘tb?ut{_WiH e.ventuallig And that is true of every business. -
EY/4

f\
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g The second condusmnt;s that a business cannot be defined or
explained in terms of /orofit

The average busines when asked what a business is, is likely
to answer: “An organization to make a profit.” And the average
economist 1s hkely to give the same answer, But this answer.is not
only false; it is irrelevant. |

Similarly, there is total bankruptcy in the prevailing economic

-theory of business enterprise and behavior: the the ey - of the
“maximization of profits”—simply/ a complic Zy-of phrasing
the old saw of “buying cheap and%elli “hig thedrem may
adequately explain how |Richard; Speratedt: StAs—bank-

rupt . prelc/i?y__bseauﬁ canirot -explain how Searyy Roebuck—or
any other’business enterpfise—operates, nor how 19@10}1&@ operate.
- This shows clearlyin the attempts the economists themselves must
make to salvage the theorem. Joel Dean, the m %}lhant and

fruitful. of the economists analyzing business today, st maintains
the as such. But this is how he defines it:
bl racs, /,QA& A)

ECOIIOI]]IC theory makes a fundamental assumptlon at maxu:mzmg
profits is the basic objective of every firm. But in recent years “profit
maximization” has been extensively qualified by theorists to refer to the
long run; to refer to management’s rather than to owners’ income; to in-
clude non-financial income such as increased leisure for high-strung execu-
tives and more congenial relations between executive levels within the
firm; and to make allowance for special considerations such as restrain-
ing competition, maintaining management control, warding off wage de-
mands, and forestalling anti-trust suits. The concept has become so gen-
eral and hazy that it seems to encompass most of men’s aims in life.

‘This trend reflects a growing realization by theorists that many firms,
and particularly the big ones, do not operate on the principle of profit
maximizing in terms of marginal costs and revenues. . . 2

Surely a theorem that can be used only when qualified out of

e

existence has ceased to have meaning or usefulness. s A
This does not mean that profit and profitability are unimportant. — T «

It does mean that profitability isngp the purpose of business enter-
Mhnsim«daawity@@'gg it. Profit is not

the explanation, cause or rationale of business behavior and busi-
ness dec1s1ons,® Fﬁe test of their yalidity] If archangels, instead of

VM

! Managerial Economics (New York: Prentice-Hall, 1g51), page 28. “779}”7”%
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businessmen, sat in directors’ chairs, they would still have to be
concerned with profitability despite their total lack of personal
interest in making profits. And this applies with equal force to those
far from angelic individuals, the Commissars who run Soviet
Russia’s business enterprises. For the problem of any business is
the maximization of profit @ the achievement of sufficient
profit to cover the risks of economic activity’and thus to avoid loss.

The root of the confusion is the mistaken belief that the motive
of a person—the so-called “profit motive” of the businessman—is an
explanation of his behavior or his guide to right action. Whether
there is such a thing as a profit motive at all is highly doubtful. It
was invented by the classical economists to explain economic
behavior that otherwise made no sense. Yet there has never been
any but negative evidence for the existence of the profit motive.
And we have long since found the true explanation of the
phenomena of economic change and growth which the profit motive
was first put forth to explain.

But it is irrelevant for an understanding of business behavior,

| including an understanding of profit and profitability, whether there

15 a profit motive or not. That Jim Smith is in business to make a
profit concerns only him and the Recording Angel. It does not tell
us what Jim Smith does and how he performs. We do not learn any-
thing about the work of a prospector, hunting for uranium in the
Nevada desert, by being told that he is trying to make his fortune.
We do not learn anything .about the work of a heart specialist by
being told that he is trying to make a livelihood, or even that he
is trying to benefit humanity, The profit motive and its offspring,
maximization of profits, are just as irrelevant to the function of
2 business, the purpose of a business and the job of managing a
business. "- |

In fact, the concept is worse than irrelevant. It does harm. It is’
a major cause for the misunderstanding of the nature of profit in
our society and for the deep-seated hostility to profit which are
among the most dangerous diseases of an industrial society. It is
largely responsible for the worst mistakes of public policy—in this

, country as well as in western Europe—which are .squarely based

on a lack of understanding of the nature, function and purpose of
business enterprise.
QLBINESs enterprise.
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The Purpose of a Busines;j | J-r0

If we want to know what a business is we have to start with its
purpose. And its_purpose must lie outside of the business it itself.
In fact, it must lie in society since a business enterprise is an organ
of society. There is only one valid definition of business- purpose:

to create a customer.

ets are not created by God, nature or economic forces@

) by businessmen. The want they satisfy may have been felt by the

customer before he was offered the means of satisfying it. It may
indeed, like the want for food in a famine, have dominated the
customer’s life and filled all his waking moments. But it was a
theoretical want before; only when the action of businessmen makes
it effective demand is there a customer, a market. It may have been

-an unfelt want, There may have been no want at all until business

action created it—by advertising, by salesmanship, or by inventing

something new. In every case it is business action ghat creates the

customer.

It is the customer who determines what a busmess is. For it is the
customer, and he alone, who through being willing to pay for a
good or for a service, converts economic resources into wealth, thlggs
into goods. What the business thinks it produces is not of first im-
portance—especially not to the future of the business and to its
success. What the customer thinks he is buying, what he considers

“yalue,” is decisive—it determines what a business is, what it
produces and whether it will prosper.

Th omer_is the foundation of a business and keeBs it in

existence. He alone gives employment And it is to supply the con-

sumer that society entrusts wealth-producing resources to the
business enterprise.

R Sy

The Two Entrepreneurial Functions Y
w_

Becauge it is its purpose to create 3 customer, any business enter-

prise 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 is set apart fr from all other human organizations
by the fact that it markets a product or a service. Neither Church,




}37/7 social prejudice against “selling” as ignoble and parasitical, 4nd)in

,/ favor of “production” as gentlemanly, with its resultant theoretical

{\n’/‘ <

bt

nor Army, nor School nor Statedoes tion
fulfils itself through markenng a product or a service, IS a busmess.

Any organization in which marketmg is either absent or incidental
is not a business and should never be run as if it were one. >t/

The first man to see marketing clearly as the unique and central func-
tion of the business enterprise, and the creation of a customer as the
specific job of management, was Cyrus McCormick. The history books
mention only that he invented a mechanical harvester. But he also in-
vented the basic tools of modern marketing: market research and market
analysis, the concept of market standing, modern pricing policies, the
modern service-salesman, parts and service supply to the customer and
installment credit. He is truly the father of business management. And he
had done all this by (i850) It was not until fifty years later, however,
that he was widely imitated even in his own country.

The economic revolution of the American economy since (1god
has in large part been a markeung revolution caused Fy the as-

sumption of responsibility for cr ve aggressive, pioneering mar-
keting by American management: fty Fifty years ago the typical atti-
tude of the American businessman Loward marketing was still: “The
sales department will sell whatever the plant produces.” Today it is
increasingly: . “It is our job to produce what the market needs.” But
our economists and government officials are just beginning to under-
stand this: only now, for instance, is the U. S. Department of Com-
merce setting up an Office of Distribution.

In Europe_th ill alm ing that marketing

is the specific business function—a major reason for the stagnation

of the European economies of today. For to reach full realization of
the importance of marketing requires overcoming a deep-rooted

fallacy of considering production as the main and determmmg func-

tion of a business. .
A good example of this historical attitude toward marketing are

those big Italian companies which have no. domestlc sales managers
even though the home market accounts for *ZO\Jper cent . of their
business. e
Actually marketing is so basic that it is not just eno‘ughv.-to have
a strong sales department and to entrust marketing to it. Marketing
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is not only much broader than selling, it is not a specialized activity
at all. It encompasses the entire business. It is ‘the whole business
seen from the point of view of its final result, that is, from the
customer’s point of view. Concern and responsibility for marketmg
must therefore permeate all areas of the enterprise.

One illustration of this concept of marketmg is the policy worked
out by the General Electric Company over the last ten years, which at-
tempts to build customer and market appeal into the product from the
“design stage on. It considers the actual act of selling but the last step
in a sales effort that began before the first engineer put pencil to drawing
paper. This, according to a statement in the company’s 1952 annual
report, “introduces the marketing man at the beginning rather than the
end of the production cycle and would integrate marketing into each
phase of the business. Thus marketing, through its studies and research,
will establish for the engineer, the designer and the manufacturing man
what the customer wants in a given product, what price he is willing to
pay, and where and when it will be wanted. Marketing would have author-
ity in product planning, production scheduling and inventory control,
as well as in the sales distribution and servicing of the product.”

[The Enterprise as the Organ of Economic Growth I

But marketing alone does not make a business enterprise. In a
static economy there are no “business enterprises.” There are not
even ‘“businessmen.” For the “middleman” of a static society 1s
simply a “broker” who receives his compensation in the form of a
fee. ' . |
A business enterprise can exist only in an expanding econoniy,

or at least in one which conside‘rs change both natural and desirable.
And business is the specific organ of growth, expansion and qhang_.
The second function of a business is therefore innovation, that is,

the provision of better and more economic goods and services. It is
not enough for the business to provide just any economic goods and
services; it must provide better and more economic ones. It is not

necessary for a business to grow blgg r; but it.is necessary that it
constantly grow better.

Inpovation may v take the form of lower price—the form with
which the economist has been most concerned, for the simple reason
that it is the only one that can be handled by his quantitative tools.
But it may also be a new and better product (even at a higher

WP e




price), a new convenience or the creation of a new want. It may u

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 cold, is finding a new market; to sell 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.

(2 Innovation goes right through all phases of business. It may be
innovation in design, in product, in marketing techniques. It may
be innovation in price or in service to the customer. It may be
innovation in management organization or in management methods.
Or it may be a new insurance policy that makes it possible for a
businessman to assume new risks. The most effective innovations
in American industry in the last few years were probably not the
much publicized new electronic or chemical products and processes
but innovations in materials handling and in manager development.

Innovation extends through all forms of business. It is as im-
portant to a bank, an insurance company or a retail store as it is
to a manufacturing or engineering business.

In the organization of business enterprise innovation can there-
fore no more be considered a separate function than marketing. It
15 not confined to engineering or research but extends across all
parts of the business, all functions, all activities. It is not, to repeat,
confined to manufacturing business alone. Innovation in distribu-
tion has been as important as innovation in manufacturing; and so
has been innovation in an insurance company or in a bank.

- The leadership in innovation with respect to product and service
can normally be focused in one functional activity which is responsi-
ble for nothing else. This is always true in a business with a strong
engineering or chemical flavor. In an insurance company, too, a
special department charged with leadership responsibility for the
development of new kinds of coverage is in order; and there might
well be another such department charged with innovation in the
organization of sales, the administration of policies and the settling

- of claims. For both together are the insurance company’s business.
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CHAPTER 6

WHAT IS OUR BUSINESS—.
AND WHAT SHOULD IT BE?

EMhat is our mneithe‘r 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 is successful—Who s the customer’—What does the
customer buy?—Cadillac and Packard—What is value to the
customer?—What will our business be}—What should our busi-
ness ber—Profitability as an objective,

NOTHING may seem simpler ' i at a
company’s business is. A steel mill makes steel, a railroad runs trains sccepi
to carry freight and passengers, an insurance company ,Lln\de_mmixmofmw

fire risks. Indeed, the guestion looks so simple that it is seldom rick
raised, the answer seems so obvious that it is seldom given.

Actually “:laz‘I:]gt 1s our business” is almost glwavs a_difficult ques-
tion which can be answered only after hard thinking and studying.
And the right answer is usually anything but obvious. |

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 it 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 com.
munity support-for its survival. Secondly there had to be the realization

¥ 49
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that community support could not be obtained by propaganda cam-
paigns or by attacking critics as “un-American” or “socialistic.” It could
) only be obtained by creating customer-satisfaction. This realization meant
i _radical innovations in business policy. It meant constant indoctrination
}f - in dedication to service for all employees; and public relations which
stressed service. It meant emphasis on research and technological leader-
ship; and a financial policy which assumed that the company had to give
_service wherever there was a demand, and that it was management’s job
to find the needed capital and to earn a return on it. In retrospect all
these things are obvious; but it took well over a decade to work them
out. Yet would we have gone through the New Deal period without a
serious attempt at telephone nationalization but. for the careful analysis
of its business that the Telephone Company made around 19o5?

4 y

4 nd

“What is our business i determined by tb_’g;};x:_gd.g_c_e@ by
the_consumer. It is@ defined by the company’s name, statutes
or articles of incorporation @by the want the consumer satisfies
when he buys a product or a service. [he question can_therefore
be answeres -@:‘ by looking at the business-tra uf.@q
the point of view of the customer and the market. What the con-
sumer sees, thinks, believes and wants at ariy given time must be
accepted by management as an objective fact deserving to be taken
as seriously as the reports of the salesman, the tests of the engineer
or the figures of the accountant—something few managements find
it easy to do. And management must make a conscious effort to get
honest answers from the consumer himself rather. than attempt_to.

read his min

1t is, then, the first responsibility of @em&mt to ask the
question “what is our business?” and to make sure that it is carefully
studied and correctly answered. Indeed, the one sure way to tell
whether a particular job is top management or not is to ask whether
its holder is expected to be concerned with, and responsible for, that
answer. ' '

That the question is so rarely asked—at least in a clear and
sharp form—and so rarely given adequate study and thought, is
perhaps the most important single cause of business failure. Con-
versely, 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 thought-
fully and thoroughly.
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WHAT IS OUR BUSINESS—-—AND WHAT SHOULD IT BE? hl
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! “What Is Our Business?” Most Importarﬂ < u _

L ol +"1
/ o

\_tn Successful Business
. . . W
‘The example of Sears also shows that it is not‘a question that
needs to be raised only at the Anception of a business or when the

company is in trouble. Oun the_contrary: to raise the question and
to study it thoroughly is most needed When a business 1s successfuy
Eor then failure to raise 1t may result in rapid decline.

' At the very inception of a business, the question often cannot be
raised meaningfully. The man who mixes up a new cleaning fluid /&;ﬂ—
and peddles it from door to door need not know more than that
his mixture does a superior job taking stains out of rugs and
‘upholstery fabrics. But when the product catches on; when he has
to hire people to mix it and to sell it; when he has to decide

- whether to keep on selling it directly or through retail stores,
whether through department stores, supermarkets, hardware stores
or through all three; what additional products he needs for a full
“line”—then he has to ask and to answer the question: ‘“what is
my business?”” If ils_to answer it when successful, he will, even
with the best of products, soon be back wearing out his own shoe
leather peddling from door to door.

It is as important a question in a business that appears to have
little control over what it produces physically—a copper mine, for
instance, or a steel mill—as in a business such as a retail store or an
insurance company, that seems to have a great deal of control. To
be sure, a copper mine produces copper. If there is no demand for
copper, it will have to shut down. But whether there js demand for
copper depends substantially on management’s action in creating
markets, in finding new uses, and in spotting, well in advance,
‘market or technological developments that might create oppor-
tunities for copper or threaten existing uses. o .

‘The product-determined or process-determined industries—steel
making, petroleum chemistry, mining or railroading—differ from
the rest only in their being, inevitably, in many businesses rather
than in one. This means that they have a much more difficult task
deciding which of the wants that customers satisfy with their

. products are most import mMost promising. | .
~ What failure to do so can mean is shown by the fate of the
" American anthracite coal industry and by the steady decline of the
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{77 railroads’ competitive position in the freight and passenger business.
Neither industry, it can be asserted with confidence, neced have
tumbled from the high estate it occupied less than a generation age
had managements thought through what business they were in,
instead of considering the question so obvious as to answer itself.

LF[ Who Is the Customer? | % 1&

The first step toward finding out what our business is, is to raise.

the question: “Who is the customer?”—the actual customer and the

~ potential customer? Where is he? How does he buy? How can he
be reached? | -

One of the companies that had come into existence during World War
II decided after the war to go into the production of fuse boxes and

switch boxes for residential use. Immediately it had to déqideﬁe?‘ts
customer should be the electric contractor and builder 63 the_homeowner
/ making his own electric installations and repajrs. To reach the first would
require a major effort at building a distributive organization; the home-
owner could be reached through the mail-order catalogues and retail
stores of such existing distributive organizations as Sears, Roebuck and
Montgomery Ward. -

Having decided in favor of the electrical contractor as the larger as
well as the stabler (though the more difficult and much more competi-
tive) market, the company had to decide where the customer was. This
innocent-sounding question required major analysis of population and
market trends. In fact, to go by past experience would have meant disaster
to the company. It would have led them to look for their customer in the
big cities-—and the postwar housing boom was primarily suburban. That
the company foresaw this and built a marketing organization centering in
the suburbs—unprecedented in the industry—was the first major reason

1. for its success. . . '

I ‘The question Egow does the customer bujy?" was fairly easy to answer
in this case: the electrical contractor buys through specialty wholesalers.
But ;hgquesﬁmg_f_@bgst to reach hiﬂ was hard—indeed, today, after
almost ten years of operations, the company is still undecided and is still
trying out various methods such as salesmen or manufacturer’s agents. It
has tried to sell direct to the contractor—by mail or out of central sales
warehouses. of its own. It has tried something never attempted before in
the industry: to advertise its products directly to the public so as to build
up ultimate-consumer demand. These experiments have been successful
enough to warrant the suspicion that the first supplier who finds a wav
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around the traditional wholesaling organization of the industry with jq
high distributive expenses will sweep the market. - 7

The next question is: * € customer buy?” The
Cadillac people say that they make an automobile and their bus;-
ness is the Cadillac Motor Division of General Motors. But does the
man who spends four thousand dollars on a new Cadillac buy trans.
portation or does he buy Primarily prestige? Does the Cadillac, in

other words, compete with the M@d; or does it

compete—to take an extreme example—with diamonds and mink

and security in an insolvent and Insecure world. By the mid-thirties, how-
ever, this was no longer adequate. Since then Packard has found it difficult

to figure out what its market is. Though it has highly priced -cars, they
do. not symbolize that the owner has “arr,ived"——perhaps' because they are -
not high-priced enough. Though jt brought out medium-priced cars, it
did not succeed in ' making them symbolize the sterling worth and solid
achievement of the successfu] professional. Even a new management re-
cently come in did not find the right answer. As a result, Packard in the
midst of 2 boom had to merge with another company to stave off disaster

-

To raise the question “what does the customer buy?” is enough to
- prove inadequate the concepts of market and competition on which
managements usually base their actions. '

‘The manufacturer of gas kitchen stoves used to consider himself in
Competition only with the other manufacturers of gas stoves. But the
housewife, his customer, does not buy a stove: she buys the easiest way.

to cock food. This may-be an electric stove, a gas stove (whether for
) manufactured, natural or bottled gas), a coal stove, a wood stove, or any
combination thereof, She only rules out—a¢ least in today’s America—
the kettle over the open fire. Tomorrow she might well consider a stove
that uses supersonic waves or infrared heat (or one that runs water over
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a yet-to-be-discovered chemical). And since she, being the customer, decides
what the manufacturer really produces, since she, being the customer alone
can create an economic good, the gas-stove manufacturer has to consider
his business as that of supplying an easy way to cook, his market as the

| cooking-implement market, his competition as all supphers of acceptable
ays of cooking food. ; 0

Another example:

Twenty-five years ago or so a small manufacturer of packaged and
branded foods analyzed his business by raising the question of what his
customer—the retail grocer—actually bought when he bought his product.

he conclusion-l-and it took five years of hard work to reach it—was that
I iT"grocer looked to the manufacturer for managerial services, espe-
|,‘ cmlly for advice on buying, inventory keepmg, bookkeeping and display,
'.,! “rather than fm which he could get from many other sources. As a
{5 “result the company shifted the emphasis m@ The salesman
cl has become a serviceman whose, first responsibility is to help the customer
|
|
?
|

work out his own problems. He will, of course, push the company’s

| products. But he is expected to advise the customer objectively and im-
! partially on how much of the competitors’ products he needs, how to
r

display them, how to sell them. And he is being judged by service stand-

ards and paid first for service performance. %ihn% the company’s own
Jroduct has become a by-product, It was(this decisiop that the company
1‘1 still considers responsible for its rise from 7 fairly minor to a leading
! position m the mdustly -

[ What Is al to the ‘

Fmally,“dgre is the most -difficult question: “What does the cus-

L . tomer consider value? What does he look for when he buys the

| product?” = .

W Traditional economic theory has answered this question with

| the one word: price. But this is misleading. To be sure, there are

few products=in which price is not one of the major considerations.
, is not a simple concept.

facturer; his customers,. the contractors, are extremely price-conscious.
Since all the boxes they buy carry a quality guarantee accepted by the
trade as well as by building inspectors and consumers (the Underwriters’
Laboratories label), they make few quality distinctions between brands, but
. shop around for the cheapest product. But to read “cheap” as meaning

i
l
} To return, for 1llustrat10n s sake, to the fuse-box and sw1tch—box manu-
|
|
]
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