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Praise for

50 Business Classics



“Nobody explains the gist of books better than Tom ButlerBowdon, as he demonstrates to great effect in 50 Business Classics. He curates essential wisdom written by leading practitioners, such as Richard Branson, Howard Schultz, and Sheryl Sandberg, the most astute observers (Peter Drucker, Jim Collins, and others), and master storytellers such as Walter Isaacson and Ron Chernow. The revelations about the creation of wealth, the changing nature of work and employment, and the impact of technological advancements are timely, practical, and relevant.”


Bruce Rosenstein, Managing Editor, Leader to Leader; Author, Create Your Future the Peter Drucker Way


“Teaching management, I’m always looking for ways to distil knowledge for the benefit of my students. 50 Business Classics provides an excellent base of management history, mission and goal development, and ethics. Highly recommended as a tool for business and personal growth.”


Lawrence J. Danks, Assistant Professor of Business, Camden County College, New Jersey, author of Your Unfinished Life
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Introduction




“People always overestimate how complex business is. This isn’t rocket science—we’ve chosen one of the world’s most simple professions.”


Jack Welch, former head of General Electric 





50 Business Classics is a mix of intriguing theories, real-life examples, and salutary stories aimed at getting you thinking more deeply about business. From genuine historical classics that still carry meaning, to the best of recent writings, the aim is to pick out the most important ideas that can help you come up with a worthy idea, turn it into a business, and strategize your way to success.


Most business books contain only one or two major ideas; the rest of the pages simply fill out the argument with illustrations and examples. On the assumption that a single idea remembered is more powerful than a set of concepts and examples stored somewhere in your notebook or computer, I have tried to cut through the texts and capture the essence for you. Writing about expensive business degrees such as MBAs, the marketing thinker Seth Godin once wrote, “it’s hard for me to understand why this is a better use of time and money than actual experience combined with a dedicated reading of 30 or 40 books.” 50 Business Classics does not claim to be an alternative to doing a comprehensive course of business study, but it may save you a lot of time trawling through many of the texts you feel you should have read, but haven’t. Business may not be rocket science, but it is full of ideas, any one of which could transform how you do things or help you discover the next big thing. This book is a shortcut to those ideas.


Is business an art, a science, a discipline, or a practice? When, in the early twentieth century, business schools started springing up, and management emerged as a field of study in its own right, many claims were made that it could be “scientific.” And yet, business did not become a science, or even a social science. One reason is that the main unit of analysis, the company, comes in billions of different shapes, sizes, and flavors, and with different people involved, so it is a bit of a stretch to generalize “laws” from one business to the next. Another is that companies exist in markets which are constantly changing: no sooner do you get a picture of what that market looks like than it is disrupted, disappears, or bifurcates into more specialized fields. Just as economists have found when looking at economies, anything that rides on human expectations and motivations is hard to pin down and properly analyze. Business is no different.


Though it can never be a proper science, business is at the same time something more than an art. “Practice” is the best word. There are some insights, practices, and ways of thinking which do seem to hold true across companies and markets, and it has been through the business literature that they have been identified and disseminated. A good business book is one that provides new ideas for how things can be done, using examples of successful execution that you can apply to your own organization. A great business book not only does this, but also fires the imagination, promising some kind of leap forward or breakthrough. The business book genre has sometimes been accused of being too inspirational, with not enough statistical foundation, but sometimes a bit of motivation is all we need to kick off some new enterprise which might change the world in some way, making people’s lives easier, more productive, or more beautiful. Such noble intentions can make business a vocation as much as a career, because in striving to provide something of value we transform ourselves in the process. 


A quick tour of the literature


The titles covered in this volume can be grouped according to three broad themes: 


• Entrepreneurship & Innovation


• Management, Leadership & Effectivenesss


• Strategy & Marketing 


Entrepreneurship & Innovation


Richard Branson   Losing My Virginity


Ron Chernow   Titan: The Life of John D. Rockefeller Sr.


Duncan Clark   Alibaba: The House That Jack Ma Built


Martin Ford   Rise of the Robots


Michael E. Gerber   The E-Myth Revisited


Conrad Hilton   Be My Guest


Ben Horowitz   The Hard Thing About Hard Things


Walter Isaacson   Steve Jobs


Guy Kawasaki   The Art of the Start


Stuart Kells   Penguin and the Lane Brothers


Phil Knight   Shoe Dog


Marc Levinson   The Box


Eric Ries   The Lean Startup


Howard Schultz   Pour Your Heart Into It


Seema Singh   Mythbreaker


Brad Stone   The Everything Store


Peter Thiel   Zero To One


Donald Trump   The Art of the Deal


Ashlee Vance   Elon Musk


The “origin stories” of businesses—accounts of the early days of significant companies such as Virgin, Apple, Penguin, Tesla, Nike, Starbucks, Amazon, and Alibaba—may not be scientific, but they are often very inspiring. It is easy to look at a large corporation or chain of restaurants or hotels, or a successful online platform, and see its rise as having been inevitable. Usually it was anything but, and only unscientific grit, passion, luck, and faith pushed people forward after the initial enthusiasm, through frequent troubles, to achieve something they still believed in. One only has to read the stories of Nike’s Phil Knight, Alibaba’s Jack Ma, and Starbucks’ Howard Schultz to appreciate what a white-knuckle ride business can be, even after a brand has become known. As venture capitalist Ben Horowitz points out in The Hard Thing About Hard Things, the world is full of good business ideas, but it is execution that ultimately matters. No one can understand what it is like to run a company until they are in that position, and his book looks at the psychological costs of leadership that few talk about.


Often it is only the size of the initial vision that keeps an entrepreneur going. In Losing My Virginity, Richard Branson notes how he has never gone into a business purely to make money; it has to change the way things are done in some way, and it has to be fun. Ashlee Vance’s biography of Elon Musk reveals a person driven to change the world through electric cars and affordable space travel. As a character, Musk is uncannily like the late Steve Jobs in his intense demands on people to achieve almost impossible things. Both truly fit the description “visionary” in terms of their ability to shape the future and build entirely new products and even industries, not just reacting to what the rest of their peers are doing. Indeed, in Zero To One, PayPal founder and venture capitalist Peter Thiel bemoans what he sees as a trend away from vision and toward incrementalism or tinkering. What the world really needs is transformative products and whole new industries that can solve some of the biggest problems. Ironically, this can be achieved with seemingly mundane inventions. In The Box, Marc Levinson tells how the invention of the shipping container had a huge impact on world trade, eliminating wastefulness in ports and linking up global supply chains as never before. 


John D. Rockefeller’s relentless push to dominate the oil industry has often been painted as an exercise in greed, but his efforts to standardize oil quality, making it safer and more uniform, paved the way for the automobile age. Neither should we lessen the achievements of retail innovators such as Amazon’s Jeff Bezos. Amazon’s masterstroke of having millions of user ratings of products helped make buying decisions more objective, while reducing prices and making purchasing safe. Jack Ma’s Taobao and Tmall websites have done a similar thing for Chinese retail, which until Alibaba was characterized by an unappetizing combination of state-owned department stores, small shops, and street markets. 


The raison d’être of every entrepreneur and innovator is surely to lift up humanity in some way while making a profit. There are few better examples than the Lane brothers’ leap of faith to launch, in 1935, a new “Penguin” book series of top-flight writing at a tiny price. Suddenly, people on low incomes could afford to educate and elevate themselves, and for their part, the Lanes were able to get rich and create one of the first global media businesses. 


If you are able to begin a new enterprise, you can save yourself a lot of wasted resources by reading great start-up books. Guy Kawasaki’s The Art of the Start remains popular, as does Michael E. Gerber’s reminder in The E-Myth Revisited to avoid getting overwhelmed by the nitty-gritty of running a business. Finally, Eric Ries’ The Lean Startup articulates the incremental, iterative approach to innovation, which provides a reality check on ego-driven ideas that look good on paper but won’t fly in reality. As all great entrepreneurs know, business success comes from a curious mix of blue sky thinking and a love of feedback and data.


Management & Leadership


P. T. Barnum   The Art of Money-Getting


Andrew Carnegie   The Gospel of Wealth


Alfred Chandler   The Visible Hand


W. Edwards Deming   Out of the Crisis


Peter Drucker   The Effective Executive


Roger Fisher, William Ury & Bruce Patton   Getting To Yes


Josh Kaufman   The Personal MBA


Terry Leahy   Management in Ten Words


Patrick Lencioni   The Five Dysfunctions of a Team


Stanley McChrystal   Team of Teams


Douglas McGregor   The Human Side of Enterprise


Tom Rath & Barry Conchie   Strengths Based Leadership


Sheryl Sandberg   Lean In


Eric Schmidt & Jonathan Rosenberg   How Google Works


Alice Schroeder   The Snowball


Peter Senge   The Fifth Discipline


Alfred P. Sloan   My Years with General Motors


Matthew Syed   Black Box Thinking


Frederick Winslow Taylor   The Principles of Scientific Management


Robert Townsend   Up the Organization


Jack Welch   Jack: Straight from the Gut


James P. Womack, Daniel T. Jones & Daniel Roos   The Machine that Changed the World


“Management” was only really invented in the early twentieth century, in France with the writings of mining engineer Henri Fayol and in the United States with Frederick Winslow Taylor’s The Principles of Scientific Management. Taylor worked as a machinist in a steel plant, and saw at first hand the rank inefficiencies involved in the “craftsman” way of turning out goods. By standardizing every step of the manufacture of a good, it could be turned out a lot quicker and with higher quality. The massive efficiencies that Taylor unleashed enabled the modern world of cheap, mass-produced goods, of which Henry Ford’s factories were a great example. 


Once mass production became ubiquitous, what separated one firm from another, and one country from another, was the quality of the output. W. Edwards Deming studied systems of quality control and gave his insights to Japanese manufacturers at a time when American makers weren’t interested. The story of the rise of Japan’s quality-obsessed companies, which evolved the “lean” ethos and “just in time” methods made famous by Toyota, is well told in Womack et al.’s The Machine that Changed the World.


In a capitalism, it is accepted that the “invisible hand” of the market is what drives demand. Alfred Chandler argued instead that it is the visible hand of managerialism in the form of the modern industrial enterprise, with its legions of professional managers, that actually coordinates the activities of the economy and allocates its resources. There was no better example of this than General Motors, and Alfred Sloan’s influential account of his three decades at its helm is an insight into how a huge corporation can stay responsive to changes in consumer tastes and needs. 


The hierarchical, command-and-control management system of big companies was challenged in Douglas McGregor’s path-breaking The Human Side of Enterprise, which argued that employees would perform better, and be more fulfilled, if they were given more autonomy and responsibility. “Theory Y” companies understood that people were not just motivated by money, but by the desire for personal development and contribution. As Peter Senge writes in The Fifth Discipline, great companies are communities in which there is a genuine commitment to every member’s potential being realized. Bob Townsend’s success running Avis, he claimed, was due to following McGregor’s principles, and McGregor’s emphasis on teamwork is still being played out today. In the US military’s efforts in Iraq, General Stanley McChrystal found that only a radical sharing of information and devolved power could create a force capable of defeating Al-Qaeda. 


The goal of management, of an organization and of one’s self, is effectiveness. Peter Drucker’s The Effective Executive reminded us that an executive is paid not to “put out fires,” but to make a few really important decisions that help define the organization and its purpose. The true executive is always more strategic than reactive. The executive must also work to their strengths, rather than trying to correct their weaknesses, which is a theme taken up more recently in Rath and Conchie’s Strengths Based Leadership. The Gallup researchers tell us that leadership is an inevitability when people turbocharge their existing talents.


No organization can be truly effective, Sheryl Sandberg argues in Lean In, if it does not purposefully try to represent the population at large: if you don’t, you end up with a one-dimensional workplace that is not fit to create products and services that cater to 100 percent of the population. Addressing a conference, Bill Gates was asked his best tip for business success. For a start, he said, you will never achieve your economic potential if one half of the population—the female half—with all its brains, talents, and different points of view, is cut out of the workforce.


If you can build a great business, then its effects can be greater and more long-lasting than you ever imagined. If you succeed financially, the mind naturally turns to the legacy you want to leave, your wider impact. The person who dies rich, as Andrew Carnegie put it, “dies disgraced.” Carnegie’s wealth funded hundreds of libraries and a foundation for peace. Warren Buffett’s money will join together with the fortune of Bill Gates to help eradicate preventable diseases. Businesses do not exist within a vacuum, but are part of society. When we succeed, we show gratitude and give back to the community whose existence made it possible. 


Strategy & Marketing


Clayton Christensen   The Innovator’s Dilemma


Jim Collins   Great by Choice


John Kay   Obliquity


W. Chan Kim & Renée Mauborgne   Blue Ocean Strategy


Richard Koch & Greg Lockwood   Simplify


Theodore Levitt   Marketing Myopia


Geoffrey A. Moore   Crossing the Chasm


Al Ries & Jack Trout Positioning


Simon Sinek   Start With Why


Strategy has its roots in warfare, but became applicable to the business world as companies grew larger and more complex, and had to make important choices about where to devote their resources. Strategy, in essence, is focus—becoming clear on the markets and avenues that you won’t pursue, so that all your capabilities and intellectual fire power can be thrown at what you have identified as your company’s strength. The great advantage of strategic focus is that it helps you to avoid competition. As Kim and Mauborgne argue in the strategy blockbuster Blue Ocean Strategy, the aim is to create a product or service that is so differentiated it creates a new category and “owns” that market. 


In a similar vein, Richard Koch and Greg Lockwood’s Simplify: How the Best Businesses in the World Succeed, argues that the great success stories in business, from Ford to Ikea to Google, were ones of radical simplification of price or product. Products that are suddenly made much cheaper than the competition, or which are much easier to use or a lot more advanced, sweep the market. Smart companies, to avoid being stuck in a mushy middle, choose one or the other. Michael Porter’s Competitive Strategy (1980) argued that firms should choose either between cost leadership of product differentiation, but Simplify contains a myriad of contemporary examples, from Airbnb to Uber to Facebook, that make these concepts come alive for today’s reader. 


The challenge of getting strategy right is wonderfully expressed in Clayton Christensen’s The Innovator’s Dilemma, which shows how established companies can become a victim of their own success. They need to keep generating revenue from profitable products in order to cover all their fixed costs and make a profit, but in doing so they can fail to spot emerging technologies that at the start appear to have little commercial value. Smaller firms, because they have little to lose, start selling a basic version of the technology to a limited market, but as their product gets more advanced, the firm dominates the niche market, which grows and grows. By this time, it may be too late for the established players to make a name for themselves. 


However, as Jim Collins observes in Great by Choice, many companies, from Intel to Genentech, have only become great through a combination of being open to the new and innovative, yet also being uncommonly disciplined when it comes to being able to deliver and sticking to financial targets. In achieving such a balancing act, it is crucial to be crystal clear on what your organization stands for. Simon Sinek’s Start With Why provides inspiration for companies that have lost their way, and is must reading if you are in the process of starting one. 


There is often a fine line between strategy and marketing, and in fact Al Ries and Jack Trout’s seminal Positioning led to a new field of “strategic marketing,” which helps firms attain clarity on how to position themselves, or a product or service, within a market. As the public will quickly equate your offering with an idea (e.g. Volvo = safety), awareness of this allows you to build marketing perceptions into the creation of a product from the start. Making a product without fully understanding its likely positioning in people’s minds does not give marketing its due place within strategy. 


Finally, British economist John Kay’s Obliquity provides an original take on business strategy by noting that it is companies which do not put profits or shareholders first that tend to do best. The reason is that, when they have some great mission, it galvanizes and inspires all involved to achieve it, and the buying public appreciates the authenticity too. We can see right through organizations that exist only for themselves, feeling little responsibility for employees or the wider world.




About the list


Perhaps half the books on the main list can be classed as undeniable classics; other selections are more subjective choices that are underrated and deserve to be more widely read, or that articulate some important business idea extremely well. Equally, in considering the selections I was careful not to include books simply because they were known as “classics.” The definition of a classic is surely something that remains relevant despite its age, and the business landscape is constantly changing. 


John Brooks’ Business Adventures, for instance, despite being recommended by Bill Gates and Warren Buffett, is a collection of journalistic stories of events in American business and finance in the 1960s that I did not find particularly relevant for today. Tom Peters’ and Robert Waterman’s In Search of Excellence, though a breakthrough business book in its time, uses examples of companies that either no longer exist or have totally changed in the ensuing period. If there was a recent edition, with updated examples, it would be included. Having said that, at the end of the book you will find an additional list of “50 More Classics,” divided into the same categories outlined above, that includes these titles and more. 


Final word


I hope this volume achieves its purpose of helping you discover business ideas, texts, and people you didn’t know about before. It is said that “A little knowledge is a bad thing.” This may be true for people who are happy with a little, but for most of us a taste of knowledge leaves us wanting more. Enjoy these commentaries, but don’t hesitate to read the complete books which are discussed here. There is no substitute for having a physical book on your desk, or by your bedside, to remind you of its message.


Related books


As businesses operate within economies, it makes sense to educate yourself to a basic level about economics and capitalism. 50 Economics Classics (2016) may help you toward that end.


50 Business Classics touches on the personal development side of business success, but if you would like to go deeper into this area you may enjoy 50 Success Classics (2nd edition, 2017).


Reader bonus


As a thank-you for buying the book, allow me to send you two free commentaries. The first is on a standout title on effectiveness: Deep Work: Rules for Focused Success in a Distracted World (2016), by computer science professor and productivity expert Cal Newport; the second is on Katherine Graham’s classic autobiography, Personal History (1998). Graham, played by Meryl Streep in the Spielberg film The Post (2017), was the first female editor of a major American newspaper. Just send an email to tombutlerbowdon@gmail.com with “Business Bonus” in the title bar and you’ll be sent the bonus chapters. 







1880


The Art of Money Getting


“The foundation of success in life is good health: that is the substratum of fortune; it is also the basis of happiness. A person cannot accumulate a fortune very well when he is sick.”


“We are all, no doubt, born for a wise purpose. There is as much diversity in our brains as in our countenances. Some are born natural mechanics, while some have great aversion to machinery … Unless a man enters upon the vocation intended for him by nature, and best suited to his peculiar genius, he cannot succeed.”


“The possession of a perfect knowledge of your business is an absolute necessity in order to insure success.”




In a nutshell


There are no shortcuts to wealth, aside from right vocation, good character, and perseverance—and don’t forget to advertise.


In a similar vein


Andrew Carnegie The Gospel of Wealth


Ron Chernow Titan: The Life of John D. Rockefeller Sr.




CHAPTER 1


P. T. Barnum


P. T. Barnum was possibly the greatest showman who ever lived, famous for his circuses and museums of “curiosities.” His shows transformed nineteenth-century commercial entertainment, and he was considered a master of promotion whose ideas are still studied by marketers today. Modern audiences have learned about Barnum’s dramatic life through Hugh Jackman’s brilliant portrayal in the film The Greatest Showman (2017).


Barnum’s autobiography tells his colorful story, but it is The Art of Money Getting, or Golden Rules for Making Money that offers a recipe book for success in business. Consistent with a great marketer, the title is a slight exaggeration of the content. There are, in fact, no detailed ideas or techniques for getting rich. Instead, the author provides 20 rules for personal advance and the development of good character that, indirectly, will make a person’s financial rise almost inevitable. Contrary to the image of Barnum as an over-the-top impresario, the book is actually a solid business ethics primer.


Health, wealth, and happiness


Barnum draws attention to something which is, on the face of it, obvious, yet is so often overlooked: you need to have good health in order to be successful. The pursuit of riches requires gusto, and poor health saps that. The successful person therefore, if they wish to remain so, ignores the laws of health at their peril.


Barnum, who once smoked ten to fifteen cigars a day, goes on the offensive against the “filthy weed” tobacco. Its effects on the taste buds closes the smoker off to the simple pleasures of life, like delicious fruit; all they can think of is their next wad to put under their tongue or puff. But he reserves his greatest attack for alcohol: “To make money, requires a clear brain. If the brain is muddled, and his judgment warped by intoxicating drinks, it is impossible for him to carry on business successfully. How many good opportunities have passed, never to return, while a man was sipping a ‘social glass,’ with his friend!”


Recalling the phrase, “wine is a mocker,” Barnum notes the way alcohol initially flatters the drinker into feeling omnipotent, then drains them of vital energy. Apart from this is the sheer amount of time that is wasted by the drinker when they could be studying and developing real opportunities. 


Choose the right career


Barnum notes at the beginning that, in a country like the United States, where there is “more land than people,” money can be made by anyone who properly applies themselves. There is room for good people in any vocation. But you have to make sure you choose the right vocation.


Ahead of his time in emphasizing the importance of choosing a career that you love, Barnum goes as far as saying that selecting a vocation on the basis that it was “congenial to [your] tastes” was the surest way to success for a young person. We are all born for some purpose, he opines, and the fact of the extraordinary differences between us suggests that people were made to do some things and not others: 


“Unless a man enters upon the vocation intended for him by nature, and best suited to his peculiar genius, he cannot succeed. I am glad to believe that the majority of persons do find their right vocation. Yet we see many who have mistaken their calling, from the blacksmith … to the clergyman. You will see, for instance, that extraordinary linguist the ‘learned blacksmith,’ who ought to have been a teacher of languages; and you may have seen lawyers, doctors and clergymen who were better fitted by nature for the anvil or the lapstone.”


… then the right location 


Yet Barnum goes further than the now hackneyed exhortation to “do the work you love” in his even more practical tip about where you do it:


“You might conduct a hotel like clock-work, and provide satisfactorily for five hundred guests every day; yet, if you should locate your house in a small village where there is no railroad communication or public travel, the location would be your ruin.”


He refers to a man he met running a museum of curiosities in London. The gentleman was good at what he did, but was not attracting much custom. Barnum suggested he move to the United States where his show would find more enthusiastic audiences. The man duly did, working first for two years in Barnum’s New York Museum and then establishing his own “traveling show business.” Some years later, Barnum reported, the man was rich, “simply because he selected the right vocation and also secured the proper location.”


Stick to your business, master your field


Too many people scatter their powers. Barnum notes that “A constant hammering on one nail will generally drive it home at last.” When you are focused on one thing only, you will soon see ways that it can be improved and made more valuable. While it is tempting to have many irons in the fire, a lot of fortunes have passed people by because they cast themselves too wide and not deep.


No one succeeds, Barnum asserts, without knowing their field inside out. His reflection on nineteenth-century countrymen could be applied to people in any time and place: 


“As a nation, Americans are too superficial—they are striving to get rich quickly, and do not generally do their business as substantially and thoroughly as they should, but whoever excels all others in his own line, if his habits are good and his integrity undoubted, cannot fail to secure abundant patronage, and the wealth that naturally follows.”


“Be both cautious and bold”


The founding member of the Rothschild banking family had this as a maxim. At first glance a paradox, it simply means to be very careful in the making of your plans, but once made do not hold back on their execution.


Learn your own lessons


It may be convenient to be given or to borrow a load of money to start a business, but as Barnum notes, “Money is good for nothing unless you know the value of it by experience.” John Jacob Astor noted that it was more difficult for him to make his first thousand dollars than it was to accrue all his succeeding millions. But the lessons learned in creating the initial capital—self-denial, industry, perseverance, and patience—were priceless. Even in Barnum’s time most successful businesspeople were self-made, and the same is true today. Do not depend on or wait for other people’s capital, particularly inheritances. If anything, this “easy money” will hold you back.


If it’s good, tell people about it


You would expect the greatest showman of his time to advise promoting your wares, but what he says is just common sense:


“When you get an article which you know is going to please your customers, and that when they have tried it, they will feel they have got their money’s worth, then let the fact be known that you have got it. Be careful to advertise it in some shape or other because it is evident that if a man has ever so good an article for sale, and nobody knows it, it will bring him no return.”


Avoid the unlucky


Barnum mentions the Rothschild family’s maxim, “Never have anything to do with an unlucky man or place.” There is always a reason why a person is unlucky, even if they are honest or intelligent; it may not be evident, but there will always be some defect that has held them back from success.


Read a good newspaper


He who does not read newspapers, Barnum says, is “cut off from his species.” Even in Barnum’s time there was rapid daily advance in terms of technologies and changes to industries. To succeed in any field you have to know what is happening in it.


Final comments


Though the examples given are typical of the pen of a nineteenth-century American, with glowing mentions of the rich and famous of his day, The Art of Money Getting is remarkably relevant today for anyone wanting to make the most of their talents and chances in life. 


Some of the points may seem obvious, but it does not hurt to be reminded of them, especially the idea that personal virtue is the foundation of wealth. Without honesty and reputation, fortunes can disappear overnight; with these things, an enterprise or a service can create prosperity for all involved. Barnum himself saw both “struggles and triumphs” in his career, but he never actually uttered the remark famously attributed to him, “There is a sucker born every minute” (it was a competitor). If this really had been his attitude, according to his own rules he would not have become so well established or wealthy. It should not be a surprise that the Rothschilds are mentioned twice in the book, a family who built a fortune not on “taking advantage,” but on trust.


The Art of Money Getting is short because it was essentially a speech Barnum often gave on the speaker’s circuit. It is in the public domain and can be downloaded free from the internet.


P. T. Barnum


Phineas Taylor Barnum was born in Bethel, Connecticut, in 1810, the oldest of five children. His father ran an inn and a store. Barnum displayed early business sense, and by 12 had done well from selling lottery tickets. However, at 15 his father died, and for the next few years he had to try his hand at a range of enterprises. One of his early ventures was a newspaper, the Herald of Freedom, which attracted several libel suits.


After moving to New York City in 1834, he discovered his calling in the “show business.” He established a popular show whose main draw was Joice Heth, an ex-slave who was promoted as being 161 years old and the nurse to a baby George Washington. In 1841 he bought an existing museum that became Barnum’s American Museum; its natural history exhibits, memorabilia, and oddities, including the midget General Tom Thumb and the Feejee Mermaid, entertained and educated millions. It burned to the ground in 1865. A new museum was built three years later, but was also razed by fire. 


Barnum was 60 by the time he moved into the circus business. His Grand Traveling Museum, Menagerie, Caravan, and Circus (also known as the Greatest Show on Earth), which covered five acres, toured America. He is also remembered for bringing Swedish opera star Jenny Lind to the country. Despite paying her $1,000 a night, Barnum made a large profit on the tour.


In later years Barnum turned to politics, getting elected to the Connecticut legislature in 1865 and serving two terms, fighting unsuccessfully for a seat in Congress, and becoming mayor of Bridgeport, Connecticut in 1875. He died in 1891.


Barnum wrote several books, including The Life of P. T. Barnum: Written by Himself (1854, with later revisions), The Humbugs of the World (1865), and Struggles and Triumphs (1869). He intentionally put his autobiography into the public domain, and by the end of the nineteenth century it was second only to the New Testament in terms of copies in print. 




1998


Losing My Virginity


“You’re trying to create something that is original, that stands out from the crowd, that will last and, hopefully, serve some useful purpose. Above all, you want to create something you are proud of. That has always been my philosophy of business. I can honestly say that I have never gone into any business to make money.”


“I may be a businessman, in that I set up and run companies for profit, but, when I try to plan ahead and dream up new products and new companies, I’m an idealist.”


In a nutshell


Don’t be afraid to be different. On entering any new field or an industry, aim to really shake it up and provide new value. 


In a similar vein


Duncan Clark Alibaba: The House That Jack Ma Built


Conrad Hilton Be My Guest


Howard Schulz Pour Your Heart Into It


Ashlee Vance Elon Musk




CHAPTER 2


Richard Branson


Everyone knows who Richard Branson is: the entrepreneur famous for the Virgin brand name, the adventurer who has crossed oceans in a hot air balloon, and the philanthropist knighted by the Queen. 


What most of us know about Branson comes from snippets on television and newspaper articles, but there is a reality behind the image that only a good autobiography reveals. There are hundreds of “how I did it” stories by well-known businesspeople, but Losing My Virginity is better than most. This is thanks to the rich material Branson has to draw from (he is an inveterate note taker and diarist, and his scribblings over a 25-year period enabled the book to be written), but also because he manages to avoid self-aggrandizement. If you are an aspiring entrepreneur, it is a great read. The message: being different is not an obstacle, but almost a requirement, in achieving business success. 


“You will either go to prison or become a millionaire”: 1


Born in 1950, Branson enjoyed a happy childhood, with parents who considered their children equals and who often set challenges to make them self-reliant. Though decidedly upper middle class, the family never had a great deal of money, and Branson’s mother was always thinking up ways to earn extra income from cottage industries in the garage.


At the private school he attended, Stowe, Branson was considered a bit slow and lazy. He was, in fact, dyslexic and admits that by age 8 he still couldn’t read and was hopeless in mathematics and sciences. On leaving school, his headmaster said to him, “You will either go to prison or become a millionaire.”


Branson’s first entrepreneurial success was a national magazine for students, which included interviews with Mick Jagger and John Lennon. He admits he did not go into it to make money, more as a fun enterprise. In fact, it did not make money, but was kept going with the help of his friends and a bit of advertising. 


Branson’s friends were obsessed with music, and he hit upon the idea of selling records cheaply through mail order, particularly ones that were not stocked in the high street stores. The business mushroomed, but a postal strike made him realize how vulnerable it all was. He began looking around for a retail space.


“You will either go to prison or become a millionaire”: 2


The first Virgin record store, opened in 1971, became a hangout for young people, and was the first to cater exclusively for the youth market. Many more stores followed around Britain. 


The early days of Virgin were anything but regular. The business was run not from office quarters but basements, church crypts, and houseboats, with plenty of hangers-on helping out, only some of whom were earning the standard Virgin salary of £20 a week. Branson never obeyed the business rule to not work with your friends; most of the Virgin inner circle for the first 15 years were people who had grown up with him. Though there were inevitably fallings out, this accidental management strategy was remarkably effective. 


In an atmosphere of free love and plenty of drugs, someone had to be getting up early and worrying about paying the invoices and salaries, and Branson was unusual in his coterie for not indulging much, preferring instead “to have a great time and keep my wits about me.” Behind the barefooted, long-haired hippy was a businessman who wanted to make a difference.


Though his chain of record stores was growing, with all the overheads Virgin was actually losing money. Branson accidentally fell upon a solution to the problems that would almost fulfill the bad part of his headmaster’s prophecy. He began buying records wholesale, saying they were to be sold in Belgium, and thus escaping hefty UK domestic sales duties. After three trips taking the records across the English Channel to imaginary buyers, records which he then sold at great profit back in the Virgin stores, his activities were discovered by the Customs and Excise men. To escape jail he had to pay back three times the amount not paid in duties (£60,000 in 1971—a lot of money). Under tremendous pressure, he somehow met the payments from stores’ earnings, but the experience burned him, and he resolved never to do anything close to illegal again. Barely 21, he was growing up fast.


Entering the big time: music


Fond of the idea of having his own record label whose acts could be promoted through the Virgin stores, Branson scraped together enough money to buy an old manor house in Oxfordshire, which was slowly converted into a recording studio.


The first act Virgin signed was an unusual choice. A young musician called Mike Oldfield had spent months perfecting a recording that had no vocals and lots of bells and other unusual instruments. This was a bizarre first choice for what was intended as a rock music label, but it paid off. Oldfield’s Tubular Bells was one of the biggest selling albums of the 1970s, and it bankrolled Virgin’s early years in the business. It later attracted The Sex Pistols, Culture Club, Phil Collins, The Human League, and other stars to its fold, and by the early eighties had become a major label. Branson had achieved his wish for a “vertically integrated” music company, in which the Virgin stores, including the famous Virgin Megastores, could promote the bands that Virgin Music had signed. 


Entering the big time: airlines


With his focus on the music industry, Branson had never considered starting an airline. But when he received a proposal to establish a transatlantic service to compete with British Airways, he could not resist. Against the better judgment of his advisers, he called Boeing in Seattle and negotiated to lease a 747 for a year, “just to see” if the whole idea would work. Virgin Atlantic was soon a reality, aiming to satisfy the demand that Freddie Laker’s Laker Airways had tapped before British Airways had forced it out of business. 


Virgin Atlantic almost never got off the ground. On the inaugural flight, a flock of birds flew into one of the uninsured engines, ruining it at a cost of £600,000. This brought the company over its overdraft, and it came close to being bankrupted. Only an emergency recall of cash from Virgin’s overseas operations got it through. Between 1984 and 1990 Virgin Atlantic remained tiny, however, with only a handful of planes.


The fuel price jump brought on by the first Gulf War was a major obstacle, as was the sudden loss of passengers after the events of September 11, 2001. Virgin also had to contend with a constant dirty tricks assault from British Airways, which saw Virgin as a threat that had to be crushed, whatever the means. As Branson’s airline soaked up more and more cash, its bankers were losing patience, and he was led to a painful realization: either sell Virgin Music and keep Virgin Atlantic flying, or lose the airline and leave the Virgin brand name in tatters, not to mention losing thousands of people’s livelihoods.


Again, in spite of the good advice of family and friends, Branson took the decision to sell Virgin Music, which he and his team had spent 20 years developing. It was a harrowing decision, particularly as he had just signed The Rolling Stones, marking the culmination of the label’s rise. He had “lost his virginity,” but the sale brought in £560 million, or $1 billion, and gave Branson the freedom to chart the course of the Virgin group of companies without bankers yapping at his heels. His share of the sale, he noted, gave him money “beyond his wildest dreams.” 


The Branson style


Branson notes that, no matter what people may tell you, there is no “recipe” for business success that can be applied to any field. There is, however, a Branson style of doing business that might be instructive for the aspiring entrepreneur.


Throughout the book Branson never comes across as exceptionally brainy. Rather, the secrets of his success could be boiled down to:


• Thinking big and taking calculated risks: “My interest in life comes from setting myself huge, apparently unachievable, challenges and trying to rise above them.” 


• Being less stressed than others by uncertainty.


• Trying to prove people wrong.


• Having the simple belief that “you can do it”.


Branson’s main criterion for entering a new market or industry is that it be fun. There has to be room to shake up stodgy markets and provide something new. Unfortunately, this often involves being the minnow trying to take on corporate whales. 


During the war with BA, there were lots of rumors that Virgin Atlantic was about to go bankrupt. At one point it owed £55 million to banks, and Branson had to do a tremendous juggling act to keep things afloat. He notes at one point, “It sometimes seems to me that I have spent all my life trying to persuade bankers to extend their loans.” Since the Virgin group has always reinvested profits back into the businesses, it has never had a cash cushion like established corporations, so there was always the danger of it running out. Every record deal Branson made seemed like putting the company on the line, and it was only in the mid nineties that the Virgin group could relax a little. 


Branson’s reflection on these difficult years provides good advice for anyone in business under financial pressure: “However tight things are, you still need to have the big picture at the forefront of your mind.” Whenever he found himself in a tight spot and his advisers suggested shrinking back a little and playing it safe, was the point where he would actually go out on a limb. 


Other insights include:


• He generally makes his mind up about people and new business proposals “within about 30 seconds.” Though a business plan has to be good, he ultimately goes on gut instinct.


• He is not a fast talker or a great public speaker, and admits that it often takes him time to properly answer a question: “I hope that people will trust a slow, hesitant response more than a rapid, glib one.”


• He hates criticizing people who work for him, and the lowest points of his working life have been when he has to let people go. He always tries to get someone else to do it instead.


• He admits many of his successes were not his own ideas (he did not even come up with the name “Virgin”). Despite the image of a lone entrepreneur, like any great company, Virgin was in fact built by a core of trusted managers and advisers.


• Virgin has no huge corporate headquarters, but buys houses in UK and American cities for staff to work from. Branson saw a lot of his two children when they were growing up because he literally worked from home. He and his wife Joan lived on a London houseboat well into their thirties.


Final comments


A significant portion of the book relates to Branson’s various efforts to break world hot air ballooning and ocean powerboat records. Why has he felt compelled to go off on such adventures (which have brought him close to death several times), when he is already someone—with his wealth, success, and happy family—who “has it all”? His answer is simply that it adds another dimension to his existence and makes him feel alive. 


One of the interesting parts is the soul-searching that came upon him on turning 40. Was he going to spend his life creating and building companies? Surely there was something more? For a time, he considered selling off his assets and going to university to study history. Today, however, he puts much of his non-work energies into philanthropy. Among his causes have been climate change, HIV Aids, African wildlife, and young entrepreneurship.


Yet it is through his companies that he has changed people’s lives the most, constantly seeking ways to deliver new value to the public, whether through low cost flying, mobile phones, or cheaper credit cards. Virgin Galactic may become one of the first companies offering commercial passenger flights into space. This enterprise fulfills Branson’s business criterion of only going into fields that are fun and exciting, yet where there is also money to be made. 




1899


The Gospel of Wealth


“This, then, is held to be the duty of the man of Wealth: First, to set an example of modest, unostentatious living, shunning display or arrogance; to provide moderately for the legitimate wants of those dependent upon him; and after doing so to consider all the surplus revenues which come to him simply as trust funds, which he is called upon to administer … in the manner which, in his judgment, is best calculated to produce the most beneficial results for the community … doing for them better than they would or could do for themselves.”


“The man who dies rich thus dies disgraced.”




In a nutshell


The wealth creator has a moral obligation to enrich the lives of others in whatever way they can.


In a similar vein


P. T. Barnum The Art of Money Getting


Ron Chernow Titan: The Life of John D. Rockefeller Sr.




CHAPTER 3


Andrew Carnegie


It might be a nice difficulty, but it is a difficulty nonetheless: if you are incredibly rich, what will you do with all your money when you die? 


When in 1901 he sold his huge iron and steel interests to financier John Pierpont Morgan, personally receiving over $225 million, Andrew Carnegie became the richest individual of his age. The son of a poor Scottish linen weaver, he was the classic American immigrant success story who, in addition to possessing great judgment and drive, also admitted he had been in the right place at the right time. 


Carnegie’s family had settled in Pittsburgh, then a cradle of America’s industrial revolution, and as a young man he held jobs in the country’s emerging telegraph and railroad industries. Later, as a captain of industry, he was sharply criticized for keeping wages low and hours long (the famous Homestead strike in 1892 at one of his plants resulted in the deaths of ten men), yet he also kept with him a European sense of the “public good,” spending the last part of his life working out how to give his money away for the greatest benefit. 


Carnegie’s grandfather had been the first to establish a small lending library in Carnegie’s native Dunfermline, Scotland, at a time when there were no public libraries. His family were far from well-off, but the love and respect for book knowledge made a permanent mark on young Andrew. Later, when he was rich, Carnegie’s massive endowment of libraries were the obvious choice for his largesse. 


One evening in 1868, aged 33, Carnegie wrote a memorandum to himself while living in the St Nicholas Hotel, New York. He began the memo with a goal: “Thirty three and an income of $50,000 per annum!” He would organize his business affairs so as to bring in the same sum annually, while spending the surplus on “benevolent purposes.” Getting more philosophical, he wrote of his intention to retire at 35 and henceforth devote his life to reading and study. He did no such thing, but in these words, you have the seeds of his later philanthropy. Knowledge gained from reading and study represented real value; a good life was one that truly opened the mind. Money alone was worthless.


Though not very well-educated himself, like Benjamin Franklin Carnegie knew that “leaders are readers” and that wealth was created from deeper knowledge and better thinking. When his first donated library came to be built, he was asked for his coat of arms to put above the entrance. He didn’t have one. Instead, he asked for a plaque portraying the sun and its rays and the words “Let there be light.” 


The Gospel of Wealth, as it became known after publication in Britain, was an essay originally published in the North American Review. It became famous across the Atlantic when former prime minister William Gladstone helped organize its publication in the Pall Mall Gazette. Even today its influence is out of all proportion to its length (a few thousand words).


Freedom, inequality, and wealth


Carnegie begins his essay by noting the huge differences in wealth in the modern world. Voicing a common view of his times, he argues that this great inequality is the natural way of the world, a demonstration of the self-evident principles of “survival of the fittest” and advancement of the best able. Luck certainly plays a part, he admits, in the fortunes of men, but in a free society the people of ability and ambition naturally prosper while others lag. All wealth comes from healthy individualism and the freedom to create and do. In a free country, we are free to make a million, and free to starve. 


All this, according to Carnegie, was a given. But the big question facing a capitalist order was this: if the order leads to great wealth being concentrated into the hands of a few, what should be done with all the excess? Even though some people have been “born lucky” in terms of attributes, it is also true that whatever they create through enterprise cannot be achieved without the public’s patronage. Therefore, he reasoned, great wealth ultimately belonged to the society that had helped created it. 


What to do with it


Noting the obvious, that “you can’t take it with you,” Carnegie runs through the ways in which a rich person can get rid of their fortune. They can: 


• Leave it to their family 


• Bequeath it to the public on their death


• Dispense and distribute it during their lifetime


What was the point, he asked, in leaving all your money to your family? History shows that large fortunes are to their heirs more of a burden than a boon. Though some heirs turn out to be exemplary stewards of the family resources, without an incentive to work hard most children of the wealthy tend to lead mediocre lives, and some are destroyed by their money. Naturally, he comments, a magnate would want to leave their wife and daughters well provided for, but they should think hard about leaving much to their sons. 


As a general rule, he noted, most fortunes are not passed on because of thoughts of the welfare of children, but because of family pride. But what use was pride when you were dead? Much better, he felt, to distribute your fortune during your lifetime, using the same imagination and diligence that you had displayed in creating it. This meant avoiding the typical philanthropist’s path of simply giving it away to charity, but working actively yourself to ensure maximum social benefit for your bucks. 


Where to spend it


According to Carnegie, it was a waste of money to give directly to those who had nothing, since they would fritter it away on “indulgence” and “excess.” He sternly noted that “Neither the individual nor the race is improved by alms-giving.” Resources should only go to those who could help themselves, and to worthwhile public projects that government did not have the funds to build. 


In another, related essay, he listed some areas that were deserving of entrepreneurial largesse. They included universities, libraries, parks, museums and art galleries, hospitals, concert halls, swimming baths, and churches. He observed that wealth, “passing through the hands of the few, can be made a much more potent force for the elevation of our race than if it had been distributed in small sums to the people themselves.” People on their own could not be trusted to make the best use of given money, but give them a noble institution or needed facility and they would use it to good ends. Carnegie became famous for his endowment of public libraries (close to 5,000 around the world) and funding of institutions devoted to peace (he pulled out all the stops to try to prevent World War One). 


New York City already had been endowed with the Astor and Lenox libraries, which were combined to create (with further funds from Samuel J. Tilden) the famous New York City Public Library. Carnegie takes his hat off to other philanthropists in this mold, mentioning Tilden, Cooper, Pratt, Stanford (endower of Stanford University), and the Vanderbilt family, which built the university named after them while they were still in their financial prime.


Final comments


Wealthy people are always eager to find ways around the biblical line, “It is easier for a camel to go through the eye of a needle, than for a rich man to enter into the kingdom of God.” Carnegie, however, did not dispute the warning, wryly noting that it “betokens serious difficulty for the rich.” His own Gospel, he believed, expressed the full intent of Jesus’s words, in its recognition that a person who dies rich, “dies disgraced.” 


Some have viewed Carnegie’s attitude—that a great fortune given away wisely would do much more good to society than millions of “trifling amounts” given away to many—as paternalistic. Yet he honestly believed that individuals counted for little in relation to the progress of humanity overall. This included himself. 


Software king Bill Gates and investor Warren Buffett, two of the richest individuals of our age, have both been influenced by The Gospel of Wealth. Their fortunes, joined in the one Bill and Melinda Gates foundation, represent by far the biggest endowment in history, now dispensing billions of dollars a year to worthwhile causes, mostly relating to health and education. Chuck Feeney, the duty-free billionaire behind Atlantic Philanthropies, was also inspired by the essay. In relation to big giving, Carnegie set the modern standard, and beyond the millions of lives enlightened by his libraries and other institutions, this is his even greater legacy. 


Andrew Carnegie


Born in Scotland in 1835, Carnegie enjoyed his childhood in Dunfermline in the bosom of an extended family. His father moved the family to the United States when he was in his early teens. His first job, at 13, was in a cotton mill, followed by work as a telegraphist and a railroad clerk. He quickly rose through the ranks at the Pennsylvania Railroad Company before launching himself as an iron manufacturer in Pittsburgh. 


When the Civil War erupted, he was asked to take charge of US government railways and telegraphs. He was a Republican and opposed slavery, and this provided an opportunity to serve the cause. 


After selling his iron and steel works, Carnegie spent his retirement years at his beloved Skibo castle in Scotland. He died in Lenox, Massachusetts in 1919, the same year as industrialists Henry Clay Frick, Henry John Heinz, and William Woolworth. Carnegie’s endowment was mainly for the building of public libraries throughout America and Britain, plus large gifts to universities. He also funded the Carnegie Endowment for International Peace. 


A keen writer, his books include Triumphant Democracy (1886), Round the World (1884), The Empire of Business (1902), James Watt (1905), and Problems of To-day (1907). He also inspired Napoleon Hill’s research into successful American businessmen, which led to the writing of Law of Success (1928) and Think and Grow Rich (1937).




1977


The Visible Hand


“Historians as well as economists have failed to consider the implications of the rise of modern business enterprise. They have studied the entrepreneurs who created modern business enterprise, but more in moral than in analytical terms. Their concerns has been more whether they were exploiters (robber barons) or creators (industrial statesmen). Historians have also been fascinated by the financiers who for brief periods allocated funds to transportation, communication, and some industrial enterprises and so appeared to have control over major sectors of the economy. But they have paid almost no notice at all to the managers who, because they carried out a basic new economic function, continued to play a far more central role in the operations of the American economy than did the robber barons, industrial statesmen, or financiers.”




In a nutshell


Our civilization is as much managerial as it is capitalist.


In a similar vein


Ron Chernow Titan: The Life of John D. Rockefeller Sr.


Alfred P. Sloan My Years with General Motors


Frederick Winslow Taylor The Principles of Scientific Management




CHAPTER 4


Alfred Chandler


In The Visible Hand: The Managerial Revolution in American Business, which won a Pulitzer Prize in 1978, Alfred Chandler describes the transformation of American business from millions of small, family-run firms to the age of big business. Any economic historian could have done this, but his more original assertion was that the modern business enterprise took the place of the market “in coordinating the activities of the economy and allocating its resources.” In other words, he famously writes, the visible hand of management replaced what Adam Smith called the invisible hand of the market.


The market generated the demand of goods and services, of course, but their supply increasingly became the domain of business enterprises with a modern bureaucratic structure that not only controlled present production and distribution, but looked ahead and shaped the future supply of goods and services. Thus dawned the age of “managerial capitalism”; the large business enterprise, run by professional managers, became the defining feature of American political economy—and all developed economies.


The shape of business changes


Chandler defines the modern business enterprise as having “many distinct operating units” that are “managed by a hierarchy of salaried executives.” Each unit or division could in theory be run as its own enterprise. How different this was to the traditional shop, factory, or bank, which typically was at one location, providing a single product or service, and run by a single family or owner. Where once all managers had been owners, now a class of middle managers and executives arose often without any ownership stake, charged with organizing thousands of workers. If, once upon a time, a bank manager would have to find employment with another bank if he moved state, now he could get a transfer within the same company.


The small, family-run firm was constantly trimming production or investing depending on current prices and the winds of the market, to which it was totally exposed. The new, big, managerial firms, in contrast, were set up to cater to many markets across a whole region or even the nation at large. Because of their larger market share and often dominance in a particular product or service, they were less at the mercy of market forces. Their size meant that they could internalize and integrate functions which a small firm had to perform in the marketplace. 


What is remarkable is the speed with which this transformation happened. Within just over a century, between the 1820s and 1940s, the American economy went from being an agrarian economy to an industrial, urban one; the landscape of American business was utterly changed. This took economists a long time to get used to, since economics was based on the assumption that production and distribution were managed by lots of small firms adjusting to the market; giant businesses such as Du Pont, General Motors, and Sears, Roebuck, geographically dispersed and performing many of their functions in house, called into question how economies actually worked. Indeed, when the big managerial corporations arose, economists dismissed them as an aberration borne of the desire for monopoly power. By their very nature, it was contended, these firms upset the sacred power of competition and the invisible hand, and went against the efficient allocation of resources. Meanwhile, historians had not been very interested in the large firm either, preferring instead to look at individuals and judge them “robber barons or industrial statesmen, that is, bad fellows or good fellows.” Both economists and historians, Chandler contends, failed to see the big change that had swept modern political economy: the rise of management itself.


The managerial revolution


One reason for the success and spread of the modern business enterprise, Chandler says, is that its structures of management encouraged longevity. Whereas traditional firms were often wound up at the death of the owner, the big new firms did not depend on individuals. “Men came and went. The institution and its offices remained.” Yet managers had an incentive to make good, long-term decisions because their careers depended on the success of the company. Indeed, Chandler argues, managers were more likely than owners (who simply wanted a regular dividend out of the firm to fund their lifestyles) to play a long game, favoring future growth over short-term profits. 


The other crucial difference between large managerial enterprises and traditional firms was that jobs were filled according to talent and experience rather than family connections or capital. Until World War One, Chandler notes, the Du Pont family still managed the businesses it owned. Thereafter, its firms were run by professional managers, and only those De Ponts who were graduates of top engineering schools and had experience in the company were allowed to be managers.


Because it was worth firms’ while to invest in their managers, the quality of management increased. The scion of a smaller family firm probably wouldn’t get the same level of management training and experience that he or she would in a big firm, so “talent” was naturally drawn away from the old forms of business. Management schools arose, and management became a profession. As standards were upped, so the modern managerial corporation, based on scientific allocation of resources, quickly nudged aside firms run through the nous of a wise family member, or driven along by the greed of a financier.


Why it happened in the United States


Britain’s industrial revolution, despite its impact on the world, was more technological than managerial, Chandler says. Founding families of enterprises, often backed by large banks, appointed capable overseers and foremen to run things, but a managerial class such as the one which arose in the United States between the 1820s and the 1940s, did not evolve to the same degree. Chandler’s explanation for why the US became the home of managerial capitalism was simply the sheer size and nature of its home market. Already by 1900, this market was twice the size of Britain’s, and by 1920 thrice as big. Moreover, it was growing much quicker than those of the major European nations, the US market being more homogeneous (incomes were more equal than in Europe, and social class was less important). Lastly, the newness of the United States as a social and political entity meant that ways of doing business were not set in stone, and new ideas in production, distribution, marketing, and management were quickly adopted along with technological innovations. 


Increased coordination meant lower costs and higher productivity, and so higher profits compared to traditional ways of doing business. A big portion of the lower costs came through internalizing many transactions in the company. For a manufacturer, an army of permanent wage laborers saved on the costs of hiring and firing in the marketplace, internal divisions for sales, marketing and distribution reduced the costs of obtaining market information, and ownership of suppliers took the uncertainty out of production. Greater coordination of inputs and production meant more intensive use of plant, equipment, and labor.


Crucial to the transformation of American business were new technologies which allowed for much greater volumes of production of a single good and constantly expanding markets for these goods. Chandler argues that technology and new markets almost required the new form of business enterprise to come into being. Fast population growth and the spread of people across the US required both the ramping up of production and the administrative coordination of distribution of goods and services across territories and regions. And increasing per capita income meant people could afford the new mass-produced, standardized goods, including cloth, clothing, shoes, saddlery, groceries, confectionery, tobacco, furniture, pharmaceuticals, jewelry, and tableware. The sheer scale of production and economies of scale brought profits to the large industrial concerns, much of which was reinvested in new product lines and production capacity. Thus happened a virtuous circle of rising population and rising wages, while at the same time the cost of consumer goods dropped. These trends only reinforced the dominance of the big industrial players. 


Perhaps the greatest benefit that expanding markets brought was coordination. After all, much greater administrative coordination was required to run a regional or transcontinental railroad network moving people and freight across large distances, compared to a network in just one state. If it was not very well run, losses quickly mounted. 


Industrial behemoths from Standard Oil to Ford built their own sales and distribution networks, and succeeded in coordinating the flow of production from the sourcing of raw materials to point of sale to the consumer. Coordination was also necessary to manage a national telegraph system. When telegraphy began to be replaced by telephones, there was already a management system in place that could adapt to the new technology. In distribution and marketing, small commission merchants were pushed aside by large wholesalers, commodity dealers, and mass retailers. Despite legislation in various states to protect the small merchant, chain store and department store fortunes were made and families such as Wanamaker, Kresge (later K-Mart), Straus (of Macy’s), and Woolworth became household names. The mass retailers, because they became such large operations, often became their own wholesalers, sourcing their own stock directly from suppliers. In finance, size also began to make sense. By expanding the number of branches and outlets, a bank could make more intensive use of the centralized head office operations that had already been set up. 


In total contrast to traditional enterprises, the new large corporations in rail, steam, communication, energy, retailing, and banking were by their very nature expansionary, demonstrating a good blend of centralized policy development while letting regional offices have a free hand to respond to local conditions. The bigger they got, the more productive and more profitable they became, providing security for the phalanxes of middle and upper managers who ran them.


Managers rule


Yet as enterprises grew, there was pressure to sustain themselves and not to give up any market share to rival concerns. When management’s efforts were directed into defensive measures, it is easy to understand how the result could be suboptimal for consumer and nation—for instance, the tangle of private railroads that existed in the nineteenth century, requiring passengers to get a variety of tickets, change trains, and so on. Standard Oil, which provided a public boon in standardizing fuel for lighting and transport, poured huge energy and money into ensuring that it had no competitors.


Chandler notes that there was plenty of public and government opposition to large-scale enterprise, which seemed to go against American values of freedom of opportunity for all, particularly the entrepreneurship of the small proprietor, factory owner, or farmer. The new class of executives, who seemed to have so much power over modern life, were accountable only to their bosses and shareholders, not the public or politicians, and public anger led to a framework of law to counteract it. Yet the backlash did little to stop the rise and rise of big business in America and around the world. Growing populations and the demand for goods and services made the “technology of management” as important as technology itself in satisfying this demand.


The size of relative affluence of the US domestic market made the development of mass production techniques almost a necessity, whereas in the smaller markets of Europe and Japan traditional structures of retailing, wholesaling, production, and management were not forced to change so quickly. Even when family firms combined to protect markets or supplies, the structures were more federal than central and did not require a cadre of professional managers. When they did employ managers, the family and their financiers retained control. 


After World War Two, as markets grew and prosperity spread among societies, differences between Europe, Japan, and the US diminished. Managerial capitalism became the default for any country wishing to be economically powerful, and everywhere, Chandler notes, “the paraphernalia of professional management has appeared—the associations, the journals, the training schools, the consultants.” 


Final comments


One important factor in the story of modern business enterprise, Chandler reminds us, is stronger and bigger government. After the shocks of the Great Depression and World War Two, and with the intellectual revolution in Keynesian economics, governments were expected to act to maintain full employment and keep economic demand steady through state spending and monetary policy. The private sector, despite its power, had not been able to regulate demand, and it fell to government to ward off the threat of another depression. A mass production, mass distribution economy, it seemed, needed a correspondingly large government to keep things on an even keel.


This suggests that our civilization is not strictly a capitalist civilization, but a managerial one. Prices and markets provide crucial information on where resources are best allocated, just as Adam Smith said, but given the sheer size of the consumer base today, and the variety of products and services, huge coordination is required to feed, clothe, house, and entertain us. It is hard to imagine this being achieved without large corporations and their thousands of managers acting within a regulatory environment which protects their interests and which enforces contractual and intellectual property rights that are often the result of huge investments in research, design, and technology. As Joseph Schumpeter observed, the bigger the economy and society, the more such things are routinized and organized, and become no longer the job of the individual entrepreneur. In rich nations people retain a misty-eyed view of the entrepreneur and the quaint small proprietor, but in poorer parts of the world people wish for the greater sophistication and efficiency that come with professional management and large firms.
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