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CHAPTER 1 3

THE SPIRIT OF AN ORGANIZATION

I co nmon men do uncommon things: the test of per-
formancegth—Practmes, not reachments—-
7% The danger of safe giediocrity—"You can’t get rlcm 't
get fired”—*“We can’t promote him but he has been here too long
to get fired”—The need for appraisal-—Appraisal by performance
and for strengths—Compensation as reward and incentive—Does
delayed compensation pay?—OQOveremphasizing promotion—A ra-
tional promotion system—The “life and death” decisions—Man-
agers’ self-examination of the spirit of their organization-—Whom
not to appoint to management jobs—What about leadership?

Two sayings sum up the|“spirit of an orgamzatlon

on Andrew Carnegie’s @@

wagsls

s G

s

Here lies a2 man

Who knew how to C““‘%‘y’ 5’#»@9""- '

In his service
Better men than himself

The other is the slogan of the drive to find jobs for the physically
handicapped: “ t's the abilities, not the disabilities,

"One is the

m’ 'fs_%:{, e v

Management by objectives tells a manager what he ought to do.
The proper organization of his job enables him to do it. But it is
ithe' spirit of the organizat/igﬁ’/ that determines whether he will do
irit that motivates, that calls upon a man’s reserves
and effort, that decides whether he will give his
Ubst or do just enough to get by.

- . . ~
It is the purpose of an organization #o “make common men do

144
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M}’——mis phrasing is Lord Beveridge;s_. No organiza|

tion can depend on genius; the supply is always scarce and always
Aunpredictable. But it is the test of an organization that it make
ordinary human beings perform ‘better thap they are capable of,
that it bring out whatever strength there is in its members and
use it to make all the other members perform more and better. It
is the test of an Organization that it neutralize the weaknesses of its
members.

Good spirit requires that there be full scope for individual ex-
cellence. Whenever excellence appears, it must- be recognized, en-
couraged and rewarded, and must be made productive for all other
members of the organization. Good spirit therefore requires that

(Ehe focuy be on the strengths of a man-—on wh can do rather’
than on what he cannot do. It requires constant improvement of

the competence and performance of the whole group; yesterday’s
good performance must become today’s minimum, yesterday’s ex-
cellence today’s commonplace. ' | ' |
Altogether the test of good spirit is not that “people get along
together”; it is performance, not conformance. “Good human rela-
tions” that are not grounded in the satisfaction of good performance
“and the harmony of Proper working relations are actually poor
human relations and result in poor spirit. They do not make people
grow; they make them conform and contract. 1 shall never forget
the university president who once said to me: “It is my job to make
it possible for the first-rate teacher to teach. Whether he gets along

with his colleagues or with me—and very few of the really good

teachers do either—is: dtrelevant,) We certainly have a collection ™ Y
_,-&17&1)-

of problem children here—but, boy, do they teach.” And when his
Successor substituted for this a policy of “peace and harmony,”
both the performance and the spirit of the faculty rapidly went
to pieces.

Conversely, there is no greater indictment of an organization than
that the strength and ability of the outstanding man become a
threat to the group and his performance a source of difficulty,
frustration and discouragement for the others, And nothing destroys
the spirit of an organization faster than focusing on people’s weak-
nesfes rather than on their strengths, building on disabilities rather

/

than on abilities. The focus must be on strength,
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[Practice, not (Preachments ) \=§ / %

A

Good spirit in a management organization means that the energy
turned out is larger than the sum of the efforts put in. It means the
creation of energy. This, clearly, cannot be accomplished by mechani-
cal means. A mechanical contrivance can at its theoretical best
conserve energy intact; it cannot create it. T'o get out more than is
. _being put in is possible only in the moral sphere.

What is necessary to produce the proper spirit in management
must therefore be morality. It can only be emphasis on strength, i
stress on@ and high standards of justice and conduct. -

But morality does not mean preachments. Morality, to have any
meaning at all, must be{a principle of action.|It must not be ex- ()
hortation, serman or good intentions. It must be practices. To be
effective, morality must, indeed, be independent of the abilities and
the attitudes of people. It must be tangible behavior, things every-
one can see, do and measure. ' ’ | :

‘Lest I be accused of advocating hypacrisy, let me say that all
the organizations in human history that have achieved greatness of
spirit have done so through a code of practices. This is true of the
_United States Supreme Court with its ability to transform hack
_politicians into great judges. Practices make the famed esprit de
corps of the U. S. Marines or of the British Navy. Practices——sys-
tematic and codified—underlie the spirit of the most successful “staff
organization” in the world, the Jesuit Order. I

Management therefore needs concrete, tangible, clear practices.
These practices must stress building on strength rather than on
weakness. They must motivate excellence. And they must express
and make tangible that spirit is of the moral sphere, and that its

foundation therefore is integrity.
There age five areas jn which practices are requi to insure the

right spiritthroughout the management organization.

1. There must be high performance requirements; no condoning of
poor or mediocre performance; and rewards must be based on performance.

2. Each management job must be :_a rewarding job in itself rather than
just a step in the promotion ladder.

¢ 3. There must be a rational and just promotion system.
4. Management needs a_‘charter” spelling out clearly who has the
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pPOWer to- make life-and-death decisions affecting a manager; and there
should be some way for a manager to appeal to a higher court.

5. In its appointments anagement must demonstrate that it realizes
that_integrity is the one absolute requirement of a manager, the one
quiality that he has to bring with him and cannot be expected to acquire
later on, |

(LThe Danger of Safe @_ediocﬁ@l M?

. Few things damn a company and its spirit as thoroughly as to
have its managers say: “You can’t get rich here but you won’t get
fired.” This puts the emphasis on safe mediocrity. It breeds bureau-
crats and penalizes what every business needs the most: entrepre-
neurs. It does not even, as often believed, encourage people to risk
making a mistake; it discourages them altogether from trying any-
thing new. It does not build spirit—only high performance can do
that. Indeed, it does not even create g feeling of security. The

The first requirement . of Mmanagement spirit, then, is a high
demand on performance. Managers should not be driven, but they
should drive themselves, Indeed, one of the major reasons for
- demanding that Management be by objectives and that jt be
founded in the objective requirements of the job, is the need to
have managers set high standards of performance for themselves.

Consistently poor or mediocre performance cannot be condoned,
let alone rewarded. The manager who sets his goals low, or who
consistently fails in performance, must not be allowed to remain in

7=

his job. He must be removed—and moved to a lower job or dis- .

missed rather than “kicked upstairs,”

This does not mean that people should be penalized for making
mistakes. Nobody learns except by making mistakes.[ The better a
man is the more mistakes will he mak I-—for_ the more new things
he will try. T would never promote a man into a top-level job who

has_ not made mistakes, and big ones at that, Otherwise he is sure

to be mediocre. Worse still, not having made mistakes he will not -

have learned how to spot them early and how to correct them.
Tbat a man who consistently renders poor or mediocre per-
formance should be removed from his job also does not mean that
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CHIEF EXECUTIVE AND BOARD

The bottleneck is at the head of the bottle—How many jobs does
the chief executive have’—How disorganized is the job?>—Need ol ol
for work simplification of the chief executive’s job—The |
of the one-man chief executive—The chief-executive job a~team
job—The isolatior: of the top man—The problem of his succes-
sion—The demands of tomorrow’s top-management job—The
Son

crisis of the one-man chief-executive concept—Its abandonment
in practice—How to organize the chief-executive team—Team,
not committee-—No appeal from one member to another—Clear
assignment of all parts of chief-executive job—How many on the

~ team?—~The “Board of Dlrectors—Why a Board 15 needed—
What it should do and what it should be. .

“THE bottleneck is at the head of the bottle,” goes an old saw.

No business is likely to be better than its top management, have
broader vision than its top people, -or perform better than they do.

A business—especially a large one—may coast for a little time on the
vision and performance of an earlier top management. But this
only defers payment—and usually for a much shorter period than

is commonly believed. A business@a central governing organ @
and a_central organ of review and appraisal. On the quality of
these two organs, which together comprise top management, its
performance, results and spirit largely depend.

Some time ago I attended a dinner party given by a few men,
mostly presidents of sizable companies, for one of the elder statesmen
of American business. The guest of honor had built up a large com-
pany from small beginnings and had been its president for many
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years before becoming chairman of the Board of Directors a year
earlier. After the dinner he began to_feminisce and soon was
talking enthusiastically about the work of his successor. For almost
an hour he described in detail how the new president did his job.
While he spoke I jotted down the various activities as they were
brought up. When he finished, saying: “The best thing I ever did
for the company was to pick this man as my successor,” I had the
following list of the activities and duties of a chief executive of a
business. |

I give it here not because it is necessarily the right analysis of the
chief-executive job but because it reflects faithfully the thinking
of one of the most successful practitioners.

‘The chief executive thinks through the business the company is
in. He develops and sets over-all objectives. He makes the basic
decisions needed to reach these objectives. He communicates the
objectives and the decisions to his management people. He educates
these managers in seeing the business as a whole and helps them to
develop their own objectives from those of the business. He measures
performance and results against the objectives. He reviews and
revises objectives as conditions demand.

‘The chief executive makes the decisions on senior management
personnel. He also makes sure that future managers are being
developed all down the line. He makes the basic decisions on com-
pany organization. It is his job to know what questions to ask of
his managers and to make sure they understand what the questions
mean. He co-ordinates the product businesses within the company
and the various functional managers. He arbitrates conflicts within
the group and either prevents or settles personality clashes.

Like the captain of a ship, he takes personal command in an emer-

gency.

“One of our main plants had a fire five months ago,” the speaker said.
“It interrupted all our schedules. Rush work had to be shifted to other
plants, and some had to be subcontracted to our closest competitors.
Other work had to be postponed. Important customers had to be placated
or substitute sources of supply had to be found for them. We had to
make an immediate decision whether to repair the plant, one of our
older ones, or build a new, modern one from scratch. We could have
repaired the plant in six months at a cost of two million dollars. Instead,

AL e T
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you have your president sit in on labor negotiations? My personnel
vice-president insists that I do.” “What about that strike you had
in Chicago last year?” asked a third. “Who handled that?” Not one
of the men at the table said: “This or that I don’t do but delegate.”
And it was not until an hour later that one of the company presi-
dents in the room asked the question that had been on my lips ever
since the guest of honor had begun to speak: “Tell me, how many 1
‘heads and hands does this president of yours have?” By that time
"I had a list of forty-one different activities that experienced com-

pany presidents consider to be part of the job which can only be

Wd by the chief executive himself.
perdprw. , corrg ouX”

T How Disorganized Is the ]ob?'l
There is no job_that needs to be organized as carefully and as
systematically as that of the chief executive. The president’s day has
only twenty-four hours like anybody else’s. And he certainly needs as
many hours for sleep, rest and relaxation as a man burdened with
lesser responsibilities. Only the most thorough study of the job
can prevent total disorganization. Only the most systematic assign-
ments of priorities can prevent the chief executive from frittering
away his time and energy on the less important activities to the
neglect of vital matters. | o .
Yet, this careful study, @systemanc organization. jab,lare )
almost unknown. The result is that a great many chief executives—
in small business or large—are disorganized, do indeed fritter away
their time.

The only: published study of the way chief executives actually spend
their day has been made in Sweden by Professor Sune Carlsson.! For several
months Carlsson and his associates clocked with a stop watch the working
day of twelve leading Swedish industrialists. They noted the time spent
on conversations, conferences, visits, telephone calls and so forth. They
found that not one of the twelve executives was ever able to work un-
interruptedly more than twenty minutes at a time—at least not in the
office. Only at home was there some chance of concentration. And the

~ only one of the twelve who did not make important, long-range decisions
“off the cuff,” and sandwiched in between unimportant but long tele-
phone calls and “crisis” problems, was the executive who worked at home
every morning for an hour and a half before coming to the office.

! Described in his book Executive Behavior (Stockholm: Stromberg, 1grs).
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job should be. What activities must the chief executive do himself?
What activities can he leave to others—and to whom? Above all:
_what activities come first? How much time must be set aside for @
them, no matter what crisis” pressures there are?

The intuitive manager, in other words, cannot do the chief
executive's job, no matter how brilliant, how quick, how perceptive
he is. The job has to be planned. And the work has to be per-

- formed according to plan. olse suuprrsdc o

| Th Fallacy) of the One-Man Ghief Executive |

Even if the job is studied most systematically, organized most
thoughtfully, and with the maximum of decentralization, it still
1s not a job one man could or should do. Indeed, go per cent of the
trouble we are having with the chief executive’s job is rooted in
our of the one-man chief. We still, as did Henry For
model the chief executive of the modern business after the single
proprietor of yesterday’s economy.

‘There will always be too many activities in the job for any one
man’s working day. Half the activities in the list I gave above
should probably be taken out of the chief executive’s -hands and
given to other people. The remainder would still be unmanageable
for one man; there would still be some fifteen or twenty major,
activities. Each of them would be of vital importance to the enter-

- —————

prise. Each would be difficult. Each would be time-consuming. And
each would require careful planning, thought and preparation. The
job, if pared to the bone, would still exceed the span of managerial
responsibility of any one man. An unlimited supply of universal
geniuses could not save the one-man chief-executive concept unless
they could also bid the sun stand still in the heavens. And even
Joshua could accomplish this only once, whereas the one-man
chief executive would have to perform the miracle seven days a
week. o dLsforant- 1 |
The activifies that together make up the chief-executive job are
also too (diverse) to be performed by one man. The list includes
things that have primarily to do with planning, analyzing and policy
formulation, like the determination of the company'’s business, the
setting of objectives and so forth. It includes things that require fast
decisive action: for instance, the handling of a major crisis. Some
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'CHAPTER 1§ o

DEVELOPING MANAGERS

_ ) ot daa L 2
Manager development a (threefold responsibility:% the enter-
Puiséto_societytfo_the individus ~What manager development
is not—It cannot be promotion planning or finding “back-up
men”—The fallacy of the “promotable man”-~The principles of
manager development—Developing the entire management group
—Development for tomorrow’s demands—Job rotation is not
enough—How to develop managers—The individual's develop-
ment needs—Manager manpower planning—Manager develop-

ment fiot a luxury a necessity.

THE if not the of any business depends on the

performance of its managers of tomorrow. This is particularly true
today when basic business decisions require for their fruition an-
increasingly long time-span. Since no one can foresee the future,
management cannot make rational and responsible decisions unless
it selects, develops and tests the men who will have to follow them
through—the managers of tomorrow.

Management itself is becoming increasingly @ In addition
to a rapidly changing technology which, at least in the United

%;\ States, makes competition daily. more important and more Gtin-
R £

ot BNt management today has to be able to handle many new “rela-
~ tions” problems—relations with the government, relations with

suppliers and customers, relations with the employees or with labor
unions—all of which require better managers.

- The numerical demand for executives is steadily growing. For it
is of the essence of an industrial society that it increasingly substi-
tutes for manual skill theoretical knowledge, ability to organize and

to lead—in short, managerial ability. In fact, ours is the first society
S~
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in which the basic question is not: How many educated people can
society spare from the task of providing subsistence? It is; How @
aany uneducated people can we afford to have? _ § -2l > (\/n.a‘é(@ﬂ?/k
But manager development is also necessary to ATg €
elem{éntaxy responsibilities the business enterprise owes to society 5
—and if the business does not discharge these obligations by its SQ
own actions, society will impose them. For continuity, especially of p
the big business enterprise, is vital. Our society will not tolerate— %,
and cannot afford—to see such wealth-producing resources jeopard-. £
—ized through lack of competent successors to today’s management. ™
Increasingly it is to business that our citizen looks for the fulfil-
ment of the basic beliefs and promises of society, especially the
promise of “equal opportunity.” Manager development from this
point of view is little but a technical name for the means through
‘which we carry out a central and basic part of our social beliefs
and political fleritage. Y fraslif.. |
Increasingly it is in his work that the citizen of 2 modern indus-
trial society looks for the satisfaction of his creative drive and in-
stinct, for those satisfactions which go beyond the economic, for his
pride, his self-respect, his self-esteem. Manager development is
therefore only another name for the way in which management
discharges its obligation to make work and industry more than a
way of making a living. By offering challenges and opportunities
for the individual development of each manager to his fullest
ability, the enterprise discharges, in part, the obligation to make a
"~ Recognition of these needs underlies the sudden emergence of
manager development as a major concern of American business
during these last few years. Fifteen years ago when 1 first became in-
terested in the subject, I could find only one company that even
saw the problem: Sears, Roebuck. Today there are literally hundreds
of manager development plans in operation. There is hardly a
single large company without one. Even small companies are in-
creasingly developing programs of their own.

@LManager Development Is w

Manager development cannot be just “promotion planning,” @

confined to “promotable people” and aimed at_finding “back-up

men” for top-management vacancies. The verv term “hacl 1in saon’
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implies that the job.of a manager as well as the organization struc-
ture of the comparty will remain unchanged so that one simply has

to find people to step into the shoes of today’s executives. Yet, if one
thing is certain, it is that both job requirements and organiza-
tion structure will change in the future as they have always done in
the past. What is needed is the development of managers equal to
the tasks of tomorrow, not the tasks of yesterday.

Ralph J. Cordiner, the President of General Electric, has made
the point clearly:

If we were forced to rely entirely on conventional methods of increasing
_productivity, inch o regard this goal [of increasing General

Electric 50 per cent in less than ten years] as wishful
thinking. Our laboratories—and factories will continue fo find ways to
produce more and better goods with a lower expenditure of time, effort
and cost. But we cannot expect the physical sciences to carry the whole
load. | _

There has been a growing realization in American industry that great
untapped opportunities lie in finding ways to develop more fully our
human resources—particularly the managers of our business enterprises.
Technological advances and the increasing complexities of managing
under today’s and tomorrow’s conditions have made manager development
a necessity as well as an opportunity. Those who have been closest to
this field believe that an opportunity exists in General Electric to increase
productivity 5o per cent in the next ten years through better management
alone.

‘The concept of the back-up man for top management jobs also
overlooks the fact that the most important decisions regarding to-
- MOITOW’s management are made long before a man is promoted to a
senior position. Tomorrow’s senior positions will be filled by men
who today occupy junior positions. By the time we have to find a
man to take over the managership of a big plant or sales organiza-
tion, our choice will already be limited to three or four people. It
is'in appointing people to positions as general foreman or depart-
ment superintendent, as district sales manager, as auditor, etc., that
we make the decisions that are crucial. And in making these deci-
sions the typical back-up planning helps us little, if at all.

Altogether the concept of a promotable man who shows high
potential is a fallacy. I have yet to sée any method that can predict

@]
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a man’s development more than a short time ahead. And even if
we could predict human growth, we would still have no right to
play providence. However “scientific’ the method, it would still at
best only work with 6o or 70 per cent of accuracy; and no man has
a right to dispose of other people’s lives and careers on probability.
Above all, however, the promotable-man concept focuses on one
man out of ten—at best on one out of five. It assigns the other nine
~to limbo. But the men who need manager development the most
are not the “balls of fire” who are the back-up men and promotable

people. They are those managers who are not good enough to be

promoted but not poor enough to be fired. These constitute the
great majority; and they do the bulk of the actual managing of the
business. Most of them will, ten years hence, still be in their present
jobs. Unless they have grown up to the demands of tomorrow’s job,
the whole management group will be inadequate—no matter how
good, how carefully selected and developed, the promotable people.
And whatever can be gained by developing the chosen few will be
offset by the stunting, the malformation, the resentment of those
who are passed over. No matter how carefully the promotable men
are chosen, the fact of their choice must condemn the whole system
in the eyes of the management people as arbitrary, must convince
them that it is the rankest favoritism.

—_—————

LThe Principles of Manager Devclopment/ |
pe— |

The (ﬁ’@ principle of manager development must therefore be
the development of theientiré management group. We spend a great
deal of time, money and energy on improving the performance of
a generator by 5 per cent. Less time, less money and less eﬁergy
would probably be needed to improve the performance of managers
by 5 per cent—and the resulting increase in the production of

energy would be much greater.
The @ principle is that manager development must be
dynamic. If must never aim at replacing what is today—today’s
managers, their jobs, or their qualifications. It must alwéys focus
| mw. What organization will be needed to
attain the objectives of tomorrow? What management jobs will that
require? What qualifications will managers have to have to be equal

(%)
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Organization '@ and the ‘ manager—Activities

analysis—Decision analysis—Relations analysis.
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UntiL well into the seventeenth century, was performed
not by doctors but by barbers who, untaught and unlettered, a lied
whatever they'had picked up during theif@(fghim
Doctors, observing a literal interpretation of their oath not to
inflict bodily harm, were too “ethical” to cut and were not even
fsupposed to watch, But the operation, if performed according to the
rules, was over by a learned doctor who sat on a dais well
ove the struggle and read what the barber was supposed to be
% | doing aloud from a Latin classic (which the barber, of course, did
it | .not understand). Needless to say, it was always the barber’s fault if
the patient died, and always the doctor’s achievement if he survived.

g And the doctor got the bigger fee in either event. fgﬁéz—g"f /A
i There is some resemblance between the state of surge four
centuries ao@ the state of organization theory until recently.
There is of books in the field; indeed, organization theory

is the main subject taught under the heading of “management” in
many of our business schools. There is a great deal of importance od)
‘and value in these books—just as there was a great deal .ofV
value in the classical texts on surgeryfbut the practicing manager |
has only too oiten Telt the way the barber must have felt. It iS not
that he, as a “practical man,” resisted theory. Most managers,
especially in the larger companies, have learned the hard way that

performance depends upon proper organization. But the practicing
—, |
103
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manager did not as a rule understand the organization theorist,
and vice versa. whong

We know today what has been amiss. Indeed, we are speedily
closing the gap by creating a unified discipline of organization that
is both practical and theoretically sound.

We know today that when the practical manager says “organiza-
tion,” he does not mean the same thing the organization theorist
means when he says “organization.” The manager wants to know
what kind of a structure he needs. The organization theorist, how-
ever, talks about how the structure should be built. The manager,
50 to speak, wants to find out whether he should build a highway and
from where to where, The organization theorist discusses the
relative advantages and limitations of cantilever and suspension
bridges. Both subjects can properly be called “road building.” In-
deed, both have to be studied to build a road. But only confusion
can result if the question what kind of a road should be built
is answered with a discussion of the structural stresses and strains
in various types of bridge.

In discussing organization structure, we have to ask both what
kind of a structure is needed and how it should be built. Each
question is important; and only if we can answer both systematically
can we hope to arrive at a sound, effective and durable structure.

Aast jéf‘“- /&77;‘:@_

@ we must find out what kind of structure the enterprise

needs,

Organization is not an end in itself but a means to the end of
business performance and business results. Organization structure
is an indispensable means; and the wrong structure will seriously
impair business performance and may even destroy it. Still, the
starting point of any analysis of organization cannot be a discussion
of structure. It must be the analysis of the business. The first question
in discussing organization structure must be: What is our business
and what should it be? Organization structure must be designed so
as to make possible the attainment of the objectives of the business
for five, ten, fifteen years hence. ‘

There are three specific ways to find out what kind of a structure
is needed to attain the objectives of a specific business: activities
analysis; decision analysis; relations analysis. |
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[The Activities analysis | b owek
" To find out what activities are needed ¢o_attaifp the objectives
of the business is such an obvious thing to do that it would hardly
seem to deserve special mention. But analyzing the activities is as
good as unknown to traditional theory. Most traditional authorities
assume that a business has a set of “typical” functions which can be

“applied everywhere and to everything without prior analysis.
Manufacturing, marketing, engineering, accounting, purchasing and
personnel—these would, for instance, be the typical functions of a
manufacturing business. |

Of course, we can expect to find activities labeled “manufactur-
ing,” “engineering” or “selling” in a business that manufactures
and sells goods. But these typical functions are empty bottles. What
goes into each? And do we need a pint bottle or a quart bottle for
the functions labeled “manufacturing,” for instance? These are the
really important questions. And to these the concept of typical
functions has no answers. The average manufacturing business will -
indeed use these functions; but an individual manufacturing
business may not need all of them or may need other functional
containers as well. We also have to find out therefore whether these
classifications are indeed appropriate for the activities of the specific
business. To ignore these questions and operate in terms of a pre-
established set of typical functions is like first giving a patient
medicine and then diagnosing what ails him. And the results are
just as dubious. |

These questions can only be answered by analyzing the activities
that are needed to attain objectives.

In the woman’s dress industry engineering as such is unknown; and
manufacturing is so simple by and large, as not to deserve ranking as a
major function. But design is all-important. -

At Crown-Zellerbach, the big West Coast pulp and paper manufacturer,
long-range forest management is so important and so difficult that it had
to be organized as a separate major function.

The American Telephone and Telegraph Company has organized the
raising of capital in the financial markets as a separate major function,
distinct alike from accounting and from longrange capital-investment
planning.
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CHAPTER 1%

- BUILDING THE STRUCTURE

The three structural éigquﬁemenm of the enterprise;CDOrganiza-
tion for performance=The least possible number of management
levels~Training and testing tomorrow’s top managers—ILhe two
structural principles—Federal decentralization—Its advantages—
Its requirements—Its limitations—The rules for its application—
Functional decentralization—Its requirements and rules—Com-
mon citizenship under decentralization—The decisions reserved to
top management—Company-wide promotions—Common princi-
ples—The symptoms of malorganization—A lopsided age struc-
ture of the management group.

-y
e

| THE first concern in building a management structure is the require-

ments it has to satisfy. What are its typical stresses and strains? What
performance does it have to be capable of? .
There are three major answers to these questions.
(1) It must be organization for business performance. This is the
end which all activities in the enterprise serve. Indeed, organization
can be likened to a transmission that converts all activities into the

1

eéflicient the more s, that is, the less it has to

one “drive,” that is, business e\Organization is the more
1recy_an
\__—o'/ - - . . a e e
change the speed and direction. of individual-activities to make them

result in business performance. The largest possible number  of
managers should perform as businessmen rather than as bureaucrats,
should be tested against business performance and results rather than
primarily by standards of administrative skill or professional com-
petence. |

Organization structure must not direct efforts toward the wrong

202
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performance. It must not encourage managers to give major atterition
to the old and easy but tired products and businesses while slighting
the new and growing, though perhaps difficult, products. It must
discourage the tendency to allow unprofitable products and busi-
nesses to ride on the coattails of the profitable lines. It must, in
brief, make for willingness and ability to work for the future rather
than rest on the achievements of the past, and to strive for growth

- rather than to put on fat. |

(2) Hardly less important is the requirement that the organization
structure contain the least possible number of management levels,
_and forge the shortest possible chain of command.

Every additional level makes the attainment of common direction
and mutual understanding more difficult. Every additional level
distorts objectives and misdirects attention. Every link in the chain
‘sets up additional stresses, and creates one more source of inertiaj
| friction and slack. _

Above all, especially in the big business, every additional level
adds to the difficulty of developing tomorrow’s managers, both by
adding to the time it takes to come up from the bottom and by
making specialists rather than managers out of the men moving up
through the chain. "

In several large companies there are today as many as @
between first-line supervisor and company president. Assuming that a man
- gets appointed supervisor at age twenty-five, and that he spends only five
years on each intervening level—both exceedingly optimistic assumptions—
he would bé eighty-five before he could even be considered for the
company’s. presidency. And the usual cure—a special promotion ladder
for hand-picked young “geniuses” or “crown princes”—is worse than the
disease. -

‘The growth of levels is a serious problem for any enterprise, no_
matter how organized. For levels are like tree rings; they grow by
themselves with age. It is an insidious process, and one that cannot
be completely prevented.

Here, for instance, is Alfred Smith, fairly competent as a plant manager
but hardly good enough to be promoted. Under him, however, is Tom
Brown, first-rate and “rarin’ to go”~~but where? He cannot be promoted
around Smith—there js no job even if the company were willing to let
him leap over his boss’s head. Rather than see Brown leave in frustration,
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management kicks Smith upstairs into a new job as Special Assistant to
the Manufacturing Manager in charge of tool supply; and Brown is put
in as plant manager. But Smith knows enough to get busy in his new
assignment; soon a veritable avalanche of mimeographed papers rolls out
of his office. When he finally retires, one of the bright young men—
Tom Brown II—has to be put in to clean up Smith’s mess; being a bright
young man, he soon makes a real job out of what was originally nothing
but the easy way to solve a personality problem. And when something has
to be done for the next Alfred Smith—and, like the poor, they are
always with us—a new job has to be set up; he is to be a “co-ordinator.”
 And so two new levels are created, both soon “essential,” and both, in no
time, hallowed by tradition. -

Without the proper organization principles, levels will simply
multiply. Yet, how few levels are really needed is shown by the
example of the oldest, largest and most successful organization of
the West, the Catholic Church. There is only one level of authority
and responsibility between the Pope and the lowliest parish priest:
the Bishop. : - ——
( “(3) Organization structure must make possible the tmz‘ning anQ}

testing of tomorrow’s top managers[Tt must give people actual man-
agernent responsibility in an autonomous position while they are
still young enough.to acquire new experience. Work as a lieutenant
or assistant does not adequately prepare a man for the pressures of
making his own decisions. On the contrary, nothing is more com-
mon than the trusted and effective lieutenant who collapses when
he is put on his own. Men must also be put into positions where
they at least see the whole of a business, even if they do not carry
direct responsibility for its performance and results. Though ex-
perience as a functional specialist is necessary, certainly at the start
of a man’s career in management, if exposed to it too long, a man
will be narrowed by it. He will come to mistake his own corner for
the whole building. S

Training is not enough. A man must also be tested in his capacity
to manage a whole business responsibly. He must be tested long
before he gets to the top. And he should be young enough so that
failure on his part does not finish him for good but still allows the
company to use his services as a specialist, or a lieutenant. The job,
while independent, should be small enough so that failure in it
does not endanger the prosperity or survival of the business. And
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n the large enterprise there should be several such jobs in succession
or a man so that future top managers can be selected by the only
ational principle of selection and tested by the only adequate test:
hat of actual business performance on their own.

The job must also be junior enough so that a man who fails can
asily be removed. To remove a president or an executive vice-
resident is difficult, In the pubhcly owned corporation with its
ompletely dispersed ownership it is well-nigh impossible. “Once
ou have a president you are stuck with him and can only hope for
he intervention of providence through ‘coronary thrombosis,” a
ynical company director once phrased it.

rhe Two Structural Principles

To satisfy these requirements organlzatlon structure must apply
ne or both of two principles:

It must whenever possible integrate activities on the principle of
ederal decentralization;} which organizes activities into autono-
nous product businesses each with its own market and product and
vith its own profit and loss responsibility. Where this is not possible
t must use Mﬁecentmlizatﬂ which sets up integrated
mits with maximum responsibility for a major and distinct stage
n the business process.

Federal decentralization and functional decentralization are com-
lementary rather than competitive. Both have to be used in almost
11 businesses. Federal decentralization is the more effective and
10re productive of the two. But the genuinely small business does
ot need it, since it is in its entirety an “autonomous product busi-
ess.” Nor can federalism be applied to the internal organization of
1anagement in every large business; in a railroad, for example, the
ature of the business and its process rule it out. And in practically
very business there is a point below which federal decentralization
i no longer possible, below which there is no “autonomous prod-
ct” around which management can be organized. Federal decen-
-alization while superior is thus limited.

Functional decentralization is universally applicable to the
rganization of management. But it is a second choice for any but
1e small enterprise. It has to be used in.all enterprises sooner or
iter, but the later it can be resorted to the stronger the organization.

4
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CHAPTER 18

THE SMALIL, THE LARGE,
THE GROWING BUSINESS

The myth of the idyllic small business—How big is bigt-—Number
of employees no iteriop—Hudson and Chrysler—The other
factors: industry position; capitalization needs; time cycle of deci-
sions, technology; geography—A company is as large as the man-
agement structure it requires—The touy stages of business size
—How big is too big?-—-'l‘_héDu_r_m_lanageable business— Lhe*prob-
lems of smallness—The lack of management*scope and vision—

The®family business—What can the small business do>—The:
problem of bigness—The chief executive and its job—The danger
of inbreeding—The service staffs and their empires—How to

organize service work—The biggest problem: growth——@
n )

osing) the growth ‘stage—Changing basic attitudes—Growth:
Toblem of success.

o rhﬂ}lm Llisf<

It 15 almost an article of the American €reed) that in the small
business there are no problems of spirit and morale, of organization
structure or of communication. Unfortunately this belief is pure
rn’l_}it_lll aa““ﬁ/ggent of the Jeffersonian nostalgia that is so marked in
our national sentiment. The worst examples of poor spirit are
usually found in a small business run by a one-man dictator who
brooks no. opposition and insists on making all decisions himself. I
know no poorer communications than those of the all too typical
small business where the boss “plays it close to the chest.” And the
greatest disorganization can be found in small business where every-
body has four jobs and no one quite knows what anyone is supposed
to be doing. In fact, if the Ford Motor Company in the thirties was

Do
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2 model of poor spirit, poor organization and poor communications, ]
it was because the elder Ford tried to run it the way the typical
small business tends. to be run. It was only the size of his operations
that made appear extraordinary what in a small business migh:
well have passed for commonplace. )
Tt is not even true that the small business offers greater oppor-
tunities for the development of managers—Ilet alone that it develops
them “automatically.” The large business has definite advantages,
It can much more easily do a systematic job of manager develop-
ment. It can afford to keep promising people even if it does not have
immediate use for them. Above all, it can offer many more manage.
ment opportunities, especially to the beginner. For it has oppor-
tunities to move sideways which allow a beginner to find the place
for which he is most fitted. And it is rare luck for a beginner to start
out in the work or place for which he is best fitted. That so many
of our young college graduates look for jobs in the big business
may reflect their search for security, as is so often said. It certainly
expresses a sound appraisal of the realities and of their own best
interests,
[ = S1z€, then, does not change the nature of business enterprise nor
the principles of managing a business, It does not affect the basic
problems of managing managers. It in no way affects the manage-
ment of work and worker. —)
But size vitally affects the structure of management. Different size
demands different behavior and attitudes from the organs of man-
agement. And even more influential than size is change in size, that
is, growth. | : |

How big is big has been a a) question in economic and
business literature. The most common measurement used is the
number of employees. When a business grows from thirty to three .
hundred employees, it does indeed undergo a change in structure
and behavior; and another qualitative change usually occurs when
a business grows from three thousand to thirty thousand employees.
But while ¢elevan®, number of employees is not by itself decisive)

There are businesses with a handful of employees that have all
the characteristics of a very large company.
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still small and when both their competence and their vision was
adequate to the job. As the company grew, the job grew. It was lifted
up as if by geological pressure. But the man did not grow with
the job. . '

- There is the bookkeeper who became comptroller of a large
company because the accounting department grew under him and
pushed him up. There is the plant superintendent who finds him-
.self in charge of twenty plants because he was the senior foreman
when the company started. These men often do not know how to
manage. Indeed, they often do not even realize that these things
are now required of them. They still behave as if their job were to
keep the cash ledger or to supervise four production foremen. As
a result, they stifle, frustrate and crush the men under them. And
because managements—with commendable.sentiment—do not like
to hurt these old-timers by promoting people around them, they
become a bottleneck depriving the entire company of management
talent. ’ |

/ Growth always requires new and different competence in top
management. It requires that top management realize that its own
function is no longer to know what goes on in the plant or in
the regional sales offices. It is important indeed for top manage-
ment to learn that the problem of size cannot be met by trying
to keep in communication with managers and ??!, employees as far
down as possible—that this is neither required nor even desirable. j
——AS the business gets larger, the job of top management acquires
a different time dimension; the larger the business the further ahead
in the future top management operates. It requires a different ratio
between objectivesetting and doing; the larger the business, the
more will top management concern itself with setting objectives,
the less will it be concerned with the steps to their attainment. It
requires different relations inside management. The emphasis in
- communication shifts: the larger the enterprise the less will top
-mianagement be concerned with communications down, the more
itwill have to work on establishing communications upwards, from
lower management to itself. |
:Growth demands of management the understanding and applica-

tion of principles, rigorous, emphasis on organization structure,
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clear setting of objectives and unambiguous assignment of respons;j.
bilities on all levels. The change in attitude, vision and competence
that is needed cannot be avoided through good intentions, through
native intuition, through *he warm heart or the glad hand. That
the top man of a large. company knows all his foremen by their
first name is not something to boast of; it is rather something to be
ashamed of. For who does the work of top management while he
memorizes names? The personal touch is no substitute for per.
formance. '

Indeed, the good intentions that are all too common make im-
possible the solution of the problem of growth. They make it difficult
for the managers themselves to see that a problem exists. Every
one of the top executives in a company that has undergone great
growth sees that his associates have not changed but are still be.
having as if they managed the repair shop in which they started.
He sees that the problem exists in other companies. Indeed, he
usually sees that the attempt of these other people to tackle the
situation with good intentions is a mistake. But (just as every girl
at one stage of her growth seems to be convinced that she, and she
alone, can reform a drunkard) every one of these men is convinced
that he, and. he alone, can continue to manage in the old way
because “he knows how to keep in touch with his people,” has the
human touch, has “his communications.” And the fme glow of
righteousness that these phrases emit, blinds him to the fact that
he has failed to face a problem that demands of him a change in
attitude and in behavior.

e

I know only one way in which management can diagnose the
state of growth of the enterprise. This is by analyzing the activities
needed to attain objectives, analyzing the decisions needed and
analyzing the relations between mangement jobs. These analyses
would have shown at Johnson & Johnson that twenty-seven people
had to be consulted in a decision on any one product. They would
have shown in the other company cited both that the president had
to give time to basic capital-expenditure decisions and that he had

re business “fighting fires,”

These three analyses are also the only means to bring aboutf
changes in attitudes and behavior. In the first place, they identify




“the priorities in a man’s job. A decision analysis would have forced ]

1 also have made it possible for the division general managers to get

~ make clear to them what decisions they .should take. They curb
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the president in the seemingly decentralized company to realize
that he had too many basic long-range problems to worry about to
spend all his time in the division general manager’s office. At the
least, it would have forced him to choose between the twao things.
A relations analysis would have forced him to realize that “keeping |
in touch with the employees” was no longer his job. The two might |

across to the president that he was actually running their job (at,
least they might have found some Board member willing and able
to break this to the president).

‘These analyses of the kind of structure the enterprise needs also
show operating managers what they are supposed to be doing. They

their tendency to “pass the buck upstairs.” And they protect them
against the boss’s wrath if they really make the decision they are
supposed to be making. Finally, they lead to the establishment 01

clear performance standards without which the problem of the
incompetent old-timer cannot be tackled.

cause_of business growth is a

Growth (provided it is not the mere addition of fat) is the result
of success. A company grows because it is doing a good job. Its
products meet with. increasing demand. It can only service its cus-
tomers by becoming bigger; a company making tin cans, for in-
stance, has no choice but to become a national distributor for the
simple reason that its customers demand delivery of tin cans for

- crops that grow in Oregon as well as for those that grow in New

York State. A company may grow because it has mastered a particular
technology. It may grow, as most of the chemical companies did,

i, because research produced new products for which a market had

to be found. It is true that some big companies are the result of
financial manipulation and of merger rather than of successful
management. But, in an economy in which monopolies are out-
lawed, the normal reason for business erowth is success. The normal
gﬂpetent management,

]

That the problems of grow problems of success is the
reason why they are so difficult JHroblems of success are always
the hardest—if only because the human mind tends to believe that
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