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CHAPTER Y .',((_.;;

THE OBJECTIVES OF A BUSINESS

The fallacy of the si objective—The eight key areas of busi-
ness enterprise—{ Tangibje” and (“intangible” objectives—How

to set objectives—The Tow state of the art and science of measure-
ment—Market standing, Innovation, Productivity and ‘‘Contrib-_
uted—Value”—The physical and finaiicial resources—How much
Profitability>—A rational capital-investment policy—The remain-

ing key areas.

Most of today’s lively discussion of management by objectives is
concerned with the search for the one right objective. This search is
@only likely to be as unproductive as the quest for the philoso-

her’s stone; it is certain to do harm and to misdirect.

To emphasize only profit, for instance, misdirects managers to
i nate sti, the point where theval of the business. To
| week2i~ obtain profit today they tend to_undermine the future. They may
push the most easily saleable product lines and slight those that are ﬂ:i

lﬁ‘] the market of tomorrow. They tend to short-change research, pro-

motion and the other postponable investments. Above all, they shy
| away from any capital expenditure that may increase the invested-
,| capital base against which profits are measured; and the result is
]N dangerous Wi of equipment. In other words, they are
. directed into the worst practices of management.

lﬂ To manage a business is to balance a variety of needs and goals.
!

'l This requires judgment. The search for the one objective is essen-
tially a search for a magic formula that will make judgment un-
necessary. But the attempt to replace judgment by formula is always

L2




“-p

THE OBJECTIVES OF A BUSINESS 63

_irrattonal; all that can be done is to make judgment possible by nar-
rowing its range and the available alternatives, giving it clear focus,
a sound foundation in facts and reliable measurements of the effects
and validity of actions and decisions. And this, by the very nature
of business enterprise, requires multiple objectives.

" “What should these objectives be, then? There is onlv 4 )
Objectivgs are needed in every area where performance and results

rectly and vitally affect the survival and prosperity of the business.

"Thesé are the areas which are affected by every management de-
cision and which therefore have to be considered In every manage-
ment decision, They decide what it means concretely to manage the
business. They spell out what results the business must aim at and
what is needed to work effectively toward these targets.

l'Obi‘ect;‘ve_s !1'11: ;h,gs,g_k_gég;;eas should enable us to do! ﬁm gs:

‘@to organize and explain the whole range of business phﬂenomena in
a sma these statements in
- actual experience; t'predict behavior; %o appraise the soundness
of decisions when they are still being madeX4nd to enable practic-
ing businessmen to analyze their own experience and, as a result,
@Jﬂpms_e. their performance. It is precisely because the traditional
theorem of thg maximization_of orofits cannot meet any of these
tests—let alone all of them—that it has to be discarded.

At first sight it might seem that different businesses would have
entirely different key areas—so different as to make impossible any
general theory. It is indeed true that different key areas require
different emphasis in different businesses—and different emphasis at
different stages of the development of each business. But the areas
are the same, whatever the business, whatever the economic con-
ditions, whatever the business’s size or stage of growth.
mgre are gigb.r_amain which objectives of performance and
results have to be set: @ .

“Markét standing;’Inngyation; ﬂoductivity;%ysical and financial

resources;%mﬁﬂbﬁty;@ﬁm&gﬂémlblmmi_dmpu@t;
'@memaw,igublic responsibility. €S54

There should be little dispute over the first five objectives. But

.i: there will be real protest against the inclusion of the ifitangibles:
: 'K*manager performance and development: “w rmance
. e . R _
. and attitude; and_ public_responsibility, s
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Yet, even if managing were merely the application of economics, 3

we would have to include these three areas and would have to
demand that objectives be set for them. They belong in the most
purely formal economic theory of the business enterprise. For neglect
of manager performance and development, worker performance and
public responsibility soon results in the most practical and tangible
loss of market standing, technological leadership, productivity and
profit—and ultimately in the loss of business life. That they look so
different from anything the economist—especially the modern eco-
nomic analyst—is wont to deal with, that they do not readily submit
to quantification and mathematical.treatment, is the economist’s
7 bad luck; but it is no argument against their consideration.

The very reason for which economist and accountant consider
these areas impractical—that they deal with principles and values
rather than solely with dollars and cents—makes them central to
the management of the enterprise, as tangible, as practical—and
indeed as measurable—as dollars and cents,

For the enterprise is a community of human beings. Its perform-
ance is the performance of human beings. And a human community
must be founded on common beliefs, must symbolize its cohesion in
common principles. Otherwise it becomes paralyzed, unable to act,
unable to demand and to obtain effort and performance from its
members.

If such considerations ar@, it is management’s job to
Ws To neglect them is to risk not
only business incompetence but labor trouble or at least loss of
worker productivity, and public restrictions on business provoked
by irresponsible business conduct. It also means risking lack-luster,
mediocre, time-serving managers—managers who are being condi-
tioned to “look out for themselves” instead of for the common good
of the enterprise, managers who become mean, narrow and blind
for lack of challenge, leadership and vision.

| How To Set Objectives |

The rea dlﬁ'lculty lies mdee@ in determining what objectives_

we need{ but in deciding how to set them.

" There 18 onIy one frultful way. to -make this decision: by deter-
mining what shall be measured in. each area and what the yardstick

nf meacnraemant chranld ha Thaw thhn cmannissnen s svenc? oo S o
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CHAPTER 8 | [y 4

TODAY’S DECISIONS
FOR TOMORROW’S RESULTS

bl b

bl

Management must always gnticipate the future—Getting around
the business cycle—Findin range of fluctuations—Finding
economic bedrock—Trend analysis—Tomorrow’s managers the

only real safeguard.
| | Fedogs Dacesi
59 s

- —

;zw\Q,

AN OBJECTIVE, a goal, a target serves to determine what action to
take today to obtain results tomorrow. It is based on anticipating
/&,‘ y [the future. It requires action to mold the future. It always balances .
present means and future results, results in the immediate future
and results.in the more distant future.
belantss This is of particular importance in managing a business. In the
first place, practically every basic management decision is a long-
range decision—with ten years a rather short time-span in these
days. Whether on research. or on building a new plant, on designing
a new marketing organization or a new product, every major
management decision takes years before it is really effective. And
| it takes years for it to be productive, that is, to_pay off the invest-
ment of men or money. foras A | poy et
Management has no choice but to anticipate the future, to attempt
to mold it and to balance shortrange and long-range goals. It is
not given to mortals to do either of these well. But lacking divine
guidance, business management must make sure that these difficult
repsonsibilities are not. overlooked or neglected but taken care of
as well as is humanly possible.
{  Predictions concerning five, ten or ﬁfteen years ahead are always
88




Qo THE PRACTICE OF MANAGEMENT

will be dominated by the business-cycle psychology. They will there-
fore make the wrong decision no matter how good their intentions
and how good the economists’ analytical ability.

g
s f«zﬁ

Moreover, economists doubt more and more whether there is a
real “cycle.”” There are ups and downs, no doubt; but do they

have any @enodmlti, any iniherent predictabﬂn;g? The greatest
T I EHL

of modern economists, the late Joseph™ ﬁumpeter, labored

mightily for twenty-five years to find the “cycle." But at best, his

“business cycle” is the result of so many different cyclical movements

that it can only be analyzed @e’L’? 'And a business-cycle

analysis that only tells where the cycle has been but not where it
will go, is of little use in managing a business.

Finally, the business cycle 1stao short a period for a good many |

business decisions—and for th  1ost important ones. A plant ex-
pansion program in heavy indv  y, for instance, cannot be founded
on-a forecast for the next four  five or six years. It is a fifteen- or
twenty-year program. And the me is true of a basic change in
product or marketing organizi n, of a decision to build a new
store or to develop a new typ f insurance policy.

What business needs therefc dre tools which will enable it to
make decisions without having  try to guess in what stage of the
cycle the economy finds itself. "I'hese tools must enable business to
plan and develop for more than the next three or even the next
seven years, regardless of the economic fluctuations to-be expected

over the cyclical period.
We day'three such tools) In managing a business all three
are useful. L A BORE,

In the first place, we can assume that there will always be fluctua-
Mout attempting to guess what stage of the cycle the econ-
omy is currently passing through. We can, in other words, free

decisions from cyclical guesswork by testing the business decision
against the worst possible and the sharpest possible setback that
past experience could lead us to expect.!

This method does not indicate whether a decision is right or

! For most American manufacturing industries this was not the “Great Depres-
sion” of 1929-g2, but the much shorter “recession” of 1937-38. The rate of decline
during the eight months of that depression was the sharpest ever witnessed in
an industrial country other than the collapse following total dcfeat in war
such us that of Germany or Japan.

A 4
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in the postwar period, had the much-heralded postwar depression actually
come to pass.) |

It was on the basis of this analysis of a development that had already
happened and that could be expected to shape the economy regardless of
business conditions, that the company’s management decided to move into
its new business. Management could justifiably claim that, even though
it planned longrange, no forecast regarding the future was actually in
volved.

92 THE PRACTICE OF MANAGEMENT

| @ Of course, population structure is only one of thé'gedrocjﬂ factory.

In the period immediately following World War II it was probably
a dominant factor in the American economy. In other times, how-
ever, it might well be secondary, if not ifrelevany.

However, the basic method used is universally applicable: to
find events that have already occurred, events that lie outside o
economic conditions, but in turn shape those conditions, thus basing
a decision for the future on events that h dy happened.

But though the best tool we have,
perfect. Exactly the same bedrock analysis—of population trends
with the same conclusion for a postwar housing boom could have
been made in- 1944 for France. The analysis would have been right;
but the French housing boom never occurred. Of course, the
reasons may be totally outside of the economic system proper. Per-
haps they are to be found in strangulation by rent controls and
by a vicious tax system. The boom may only be delayed and may
still be “just around the corner.” And the lack of any appreciable
postwar residential building in France may be a major cause of the
French political and economic._sickness, and therefore should not
have been allowed to happen. This would have been cold comfort
to the businessman, however. In France the decision to go into fuse
boxes and switch boxes, though based on rational premises, would
still have been the wrong decision. _—

in _other words, one cannot say that anything will @nexiia.b\’ly’r—
happen in the future. Even if the inevitable does happen, one does
not know when. Bedrock analysis should therefore never be used
alone. It should always be tested by ird and final method of
limiting the risks of making prediction®*Trend analysis—the most
widely used of the three tools in this country today. Where bedrock
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analysis tries to find the “why” of future events, trend analysis asks
“how likely” and “how fast.” |

‘I'rend analysis rests on the assumption that economic phenomena
—say, the use of electric power by a residential customer or the
amount of life insurance per dollar of family income—have a long-
term trend that does not change quickly or capriciously. The trend
may be confused by cyclical fluctuations; but over the long run it

- will reassert itself. To express it in the terms of the statistician: the

“trend line” will tend to be a “true curve” over a ten-, fifteen- or
twenty-year period. :

- ‘Trend analysis thus tries to find the specific trends that pertain
to the company’s business. It then projects them in such a form that
decisions can be taken for the long term without too much atten-
tion to the business cycle. ,

As a check of the results of bedrock analysis, trend analysis is in-
valuable. But it, too, should never be used by itself lest it become
blind reliance on the past or on a rather mythical “law of social
inertia.” In fact, though quite different in techniques, the two
analyses are really the two jaws of the same vise with which we

- attempt to arrest fleeting time long enough to get a good look at it.

Despite their shortcomings, the three methods sketched here, if
used consistently; skillfully and with full realization of their limita-
tions, should go a long way toward converting management deci-
sions from “hunch” into “educated guess.” At least they will enable
management to know on what expectations it founds its objectives,
whether the expectations are reasonable, and when to review an
objective because the expected has not happened or has happened

_when not exgected.

Tomorrow’s Managers the Only Real Sa egu

W'?jt But even with these improved methods, decisions concerning the

R

future’will always remain anticipations; and the 6ddsywill always be
against their being right. Any management decision must therefore

contain provision for change, adaptation and . Management
must with every decision make provision for molding the future as

far as possible toward the predicted shape of things to.come. Other-
wise, despite all technical brilliance in forecasting, management
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decisions will be merely wishful thinking—as all decisions based
on long-range prediction alone inevitably are. _, 4 . .,ot0f

[~ Concretely this means that today S Tramagers st SySTENAtically |

provide for tomorrow’s managers. Tomorrow’s managers alone can
adapt today’s decision to tomorrow’s conditions, can convert the
“educated guess” into solid achievement. They alone can to-

[ TR

morrow’s conditions to. conform to the decisions made today. \

94 THE PRACTICE OF MANAGEMENT

In our discussions of manager development we tend to stress that
provision must be made for managers capable of making the deci-
sions of tomorrow. This is true; but systematic manager develop-
ment is first needed for the sake of the decisions made today. It
must, above all, provide for men who know and understand these
decisions and the thinking behind them; so that they can act intel-

ligently when'the decisions of today will have become the headaches
of tomorrow.

~In the last analysis, therefore, managing a business always comes
back to the human element—no matter how sound the business

economics, how careful the analysis, how good the tools.
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THE PRINCIPLES OF PRODUCTION
sl

Ability to produce always a determining and a limiting factor——
Production is not the application of tools to materials but the
.application of logic to work—ZEach system of production has its -
own logic and makes its own demands on business and manage-
ment—The three systems of production—Is mass production “new
style” a fourth?—Unique-product production—Mass produgtion,
“old style” and “new style’ —P@UOn——What manage-
ment should demand of its productionl people—What production
systems demand of management—"Automation”; revolution or

gradual change’—Understanding the principles of production
required of every manager in the decades ahead.

Mo MM’K‘W{

[ Pt

MANUFACTURING management, as the term is commonly understo
is not the concern of this book any more than theé management o
selling, finance; engineering or insurance- -company investments. But
@mmmust be a serious concern of top man-
.agement in any business that produces or distributes physical goods.
For in every such business the ability to attain performance goals
depends on the ability of production to supply the goods in the
required volume, at the required price, at the required qualit ity
at the required time or with the required flexibilityYIn any manu-
facturing enterprise, ability to produce physically has to bentm Toa
into account when setting business objectives. Management’s job is o’ Sho
always to push back the limitations set by the hard reality of phys-
ical production facts. It must so manage its business as to_convert /

e physical limitations into opport
U There is, of course, nothmg new in this. But 'traditionally manage-

ne
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ment reacts to the physical limitations of production by putting
pressure on its manufacturing function: there are few areas in which
“management by drives” is as common. And production people
themselves see the answer in a number of techniques and tools,

ranging from machine design to_industrial engineering,

tions or to convert them into opportunities requiresCfirst that man-
agement understand what system of production its operations re-

quire and what the principles of th m are; an that

it apply these principles consistently and thoroughly. Production is

not the application of tools to materials. It is the application
{{ogic_to wo¥h. The more clearly, the more consistently, the more

rationally the right logic is applied, the less of a limitation and the

ment of the business—in all areas and on all levels. Each requires
different competence, skill and performance. One set of demands is
not necessarily “higher” than another, any more than non-Euclidian
geometry is higher than Euclidian geometry. But each is different.
And unless management understands the demands of its system of
production, it will not manage well. | |

Neither, however, 1s the key To push back the physical limita-

more of an opportunity production becomes. weerr
Each systemjof production makes its own demands on the manage-

movmg from one system of production into another. If this move
is considered a mere matter of machines, techniques and gadgets,
{ the business will inevitably reap only the difficulties of the new
system. To reap its benefits management must realize that the new
system involves new principles, and must understand what these

“This 15 particularly imporiant today- when many busmesses are |

\arg. '
‘The Three Systems of Production l\
u{ﬁpal productlon kn W(% to
mdss production] and’ s

roduction.] We may perhaps count four systems; for mass produc-
tion “old style,” that is, the productlon of uniform products, is
different from mass production ‘new style,” which manufactures
uniform parts but assembles them into diversified products.

Each of these systems has its own basic principles; and each makes
specific demands on management.
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investment to be disbanded; it can normally only be created
within the company and with years of effort. It is neither accident
nor philanthropy that the oil companies—typical process businesses
—have tried so hard to keep employment steady even in bad depres-
sion years.

Under Automation there are few “workers.” As said before,
Automation will not (in the traditional sense of the word) cut down

the total number of people employed—just as mass production did
not do so. What we can see so far in the process industries shows
clearly that the total work force does not shrink. On the contrary,
it tends to expand. But Automation requires totally different workers
who are actually much closer to the professional and technical
specialist than to today’s production worker. This creates a problem
“of managing people that is quite different from any “personal man-
agement problem” businessmen are normally familiar with.

&2/ -

o fZ .-

Automation—Revolution or Gradual 'Change?, ufm,é’:;g
olevecd A

) %Jg zave learned to be extremely skeptical of any prediction of

T tévélution or of sweeping changes in technology or
business organization. After all, today, two hundred years since the
first Industriai Revolution, there still flourishes in our midst the

CEﬁ'ﬁ“ﬁ?é\w York garment industry, a large industry organized on the
putting-out” system which, the textbooks tell us, had become
"‘%:ﬂfbbsolete by 1750. It would not be difficult to find other examples of
EL[UCM uch living ancestors who are blissfully (indeed profitably) un-
* aware that they died a long time ago.
%%{- Certainly the obstacles to the Automation revolution are great—
;w;%‘f‘-—’above all, the lack of men properly trained in the new concepts and
i skills. Also it has been estimated that only one tenth of America’s
% industries could readily benefit from Automation at the present state
- of its technology. Even a real “Automation revolution” would be
i# a gradual and highly uneven process.
Still revolutions do happen. And in the American economy there
‘will be one powerful force pushing toward an Automation revolution
in the next decade: the shortage of workers. As a result mainly of
the lean birth years of the thirties, our labor force will increase only
A1 per cent until 1965. Yet, our total population will go up much
faster, even if present record birth rates should not be maintained.
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THE FORD STORY |

Managers the basic resources of a business, the scarcesy, the most
expensive and most perishable—Henry Ford’s atteinpt to do with.
out managers—The fi€ar-collapse of the Ford Motor Company—
Rebuilding Ford management—What it means to manage man-

agers—Management not by The six requirements
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i of managing managers, . :
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THe fundamental problems of order, structure, motivation and
. ‘leadership in the business enterprise have to be solved in the

-+ ‘managing ofm Managers are the basic resource of the @
% husi enterprise its. In a fully automatic factory there
may be almost no rank-and-file employees at all. But there will be
‘managers-—in fact, there will be many times the number of man-

agers there are in the factory of today.
-+ Managers are the most expensive resource in most businesses—and
“‘the one tham and needs the most constant

£3
1, e

.‘;;'} féplenishmenp It takes years to build a management team; but it
D, 4 8

e

g,ban be destroyed in a short period of misrule. The number of man-
é‘g?ers as well as the capital investment each manager represents are
§Dund to increase steadily—as they have increased in the past half
gentury. with this will go an increase in the demands of
%he enterprise on the ability of its managers. These demands have
doubled in every generation; there is no reason to expect a slowing
own of the trend during the next decades.
i /v How well managers are managed determines whether business
. goals will be reached. It also largely determines how well the
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as a personal delegate of the owner has been replaced by the con-
cept of the manager whose authority is grounded in the objective
responsibility of the job. Arbitrary orders have been replaced by per-
formance standards based on objectives and measurements.

The greatest change perhaps—certainly the most visible—is in
organization structure. ,

‘The old Ford Motor Company was rigidly centralized. Not only
was all power and decision in the hands of old Henry Ford; but

~"there was only one set of figures for the whole, complex operation.

The Ford Motor Company owns its own steel mill, for instance. With a .

capacity of 1.5 million tons a year, it is one of the country’s largest. Yet it
was an open secret in Detroit that the cost figures of the steel mill dis-
appeared in the over-all cost figures for the company. The mill superin-
tendent for instance, did not know what price the company paid for the
coal he used. Purchase contracts under the old regime were usually
“top secret.” '

By contrast Ford today is decentralized into fifteen autonomous
divisions, each with its own complete management fully responsible
for the performance and results of its business and with full author-
ity to make all decisions to attain these results. The steel mill, in-
cidentally, is among these divisions, along with major automobile-
producing divisions like Ford and Mercury-Lincoln, parts and
equipment divisions and one division in charge of international
and export business. | |

(Henry Ford IINdid not, of course, invent his concepts of man-
agement and organization. He took most of them—along with his

top managers—from his big competitor, General Motors. They are
~ the concepts on which General Motors was built,2 and which under-
lay General Motors’ rise to the position of largest manufacturing
enterprise in the country. But Henry Ford II is unique in that he
started out with a complete set of principles rather than develop
them imperceptibly (:;s_l%e went along. |His experience is therefore
of particular significance as a test of these concepts. Here was a
company that seemed headed for almost certain decay, if not ruin, a

~2For full description of General Motors’ management concepts and practice
sce my book The Concept of the Corporation (New York, John Day, 1946).
This book presents the results of a two-year analysis. undertaken at the request
of General Motors’ top management.
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company without any management, demoralized and leaderlegi(;
Ten years later, Ford’s share of the market is climbing steadily. It
has joined battle with General Motors’ Chevrolet car for first place
in the automobile market. From being moribund it has become
a major growth company. And th¢ miraclée—for miracle it is—has
‘been brought about by a complete change in the principles of the

management of managers.
/_,—-—-g* n{y@gﬁ,a]i}y«, _/‘v-v'? sax-tlau?s wmun k.

. } What It Means to Manage Managers_) kutpers MWJZ;/(
The Ford story enables us to say dogmatically that the enterprise

cannot do without managers. One cannot argue that management
does the awner’s job by delegation. Management is needed not only
because. the job is too big for any one man to do himself, but because
@,nmg an entergr@ is_something essennallv different from run _@
ning one’s own property..

= The older Ford ran his company quite consciously as a single
proprietorship. His experience proves that, whatever the legal rules,
the modern business enterprise cannot be run this way. The
resources entrusted to it can produce wealth only if they are main-
taine@ the life-span of one man. The enterprise must there-
fore be capable of perpetuating itself; and to do this it must have
managers. The complexity of the task is such, even in a small busi-
ness, that it cannot be discharged by one man working with helpers
and assistants. It requires an organized and integrated team, each
member of which does his own managerial job.

_It is therefore the definition of mo;deg_b&si{mm&_r\w
_requires a management—that is, an organ which rules and runs
the enterprise. The functions and duties of this organ are deter-
mined by only one thing: the objective needs of the enterprise.
Owners may legally be the “employers” of management; they may
even be omnipotent in a given situation. But the nature, functions
and responsibilities of management are always determined by the
task rather than by delegation. Asbur . ass 7ot |

It is true that in its genetic origin management grows out of the
delegatlon to assistants of those tasks which the owner of a small but
growing business can no longer discharge himself. But while growth
in size, that is_quantitative change, makes management necessary
the change itself is qualitative in its effects. Once there is a business
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