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The Actual Is Limited: The Possible Is Immense.

 



INSCRIPTION ABOVE THE FRONT DOOR OF THE 
LINCOLN ELECTRIC FACTORY IN CLEVELAND






PREFACE

THE MAINTENANCE STAFF began clearing away the tables in the cafeteria right after lunch on December 12, 2008. At one end of the huge windowless room, technicians hustled to put the finishing cosmetic touches on a small stage, attaching the company logo, testing the sound system and the big-screen TVs. At three o’clock, at least 1,000 employees of the Lincoln Electric Company would try to squeeze in for a ritual dating back to the Great Depression: the annual announcement of the profit-sharing bonus by the chairman of the board. Those who couldn’t get into the cafeteria, which is located off a pedestrian tunnel running under the main factory of Lincoln Electric in suburban Cleveland, would watch the ceremony on huge video screens set up in the several other company buildings located next door and across St. Clair Avenue. More screens were being installed in a second factory complex in Mentor, Ohio, twenty miles to the east, and in sales offices across the country, employees would be able to watch the ceremony streamed live onto their computers. In all, the vast majority of Lincoln Electric’s 3,300 employees in the United States were planning to stop work early, anxious to hear what 2008 would mean to both their pocketbooks and their futures.

For most Americans on that December afternoon, the verdict on 2008 was already in. It was a lousy year, and 2009 was guaranteed to be worse. The stock market had taken a nosedive, taking their 401(k)s down with it. Housing prices were falling, imperiling the millions of people who had borrowed with subprime mortgages. Commodity prices, car sales, and job numbers were following suit. It seemed as if the whole economy was poised to fall right off a cliff. Even the national euphoria over the election of Barack Obama that November was starting to wane as the enormity of the crisis he would soon face in the Oval Office began to dawn on supporters and opponents alike.

The Lincoln Electric Company is the world’s largest manufacturer of electric arc welding machinery and products, a market position it has held for many decades. Apart from its American workers, the company employs more than 6,000 people in nineteen other countries, including Canada, Mexico, France, China, Brazil, and Indonesia. Since the 1930s the company has been widely regarded as the technological leader in many sectors of the global welding industry. The company regularly appears in  Forbes magazine’s listing of the 400 Best Big Companies in America and on the Fortune 1000 list as well.

Of course, by late 2008, an impressive historical résumé and a balance sheet solidly in the black hardly constituted an insurance policy against the carnage being inflicted by a deepening economic crisis. Many, if not most, of the other successful companies on those “best of” lists were already in serious trouble, and tens of thousands of their employees were paying the price: more than 500,000 jobs had disappeared just in November.

Lincoln Electric was founded in Cleveland in 1895, at a time when the city was one of the most important industrial centers in the United States. But starting at the end of World War II, Cleveland’s big manufacturing companies deserted this quintessential  Rust Belt hub in a steady stream, hollowing out the once-healthy local economy and relentlessly inflating the ranks of the unemployed year after year. The pain continues to this day. In 2006- 2007 Cleveland suffered the largest decline in population of any city in the United States. As the mortgage crisis grew through 2007 and 2008, Cleveland’s housing foreclosure rates regularly topped many national listings of the worst of the worst. Yet Lincoln Electric has stayed put, expanding its footprint in the community year after year by buying up the neighboring deserted properties of those who fled, as well as investing heavily in a new research center for robotic welding and expanding operations abroad.

As a manufacturer of welding machinery, Lincoln Electric is precisely the type of “sunset industry” in which, according to many international trade experts, America simply can’t (and, it’s often suggested by those experts, shouldn’t) compete. Low labor costs grant emerging economies such as China, India, and Brazil a comparative advantage. Well before the latest financial maelstrom spilled out from Wall Street, American manufacturing companies had already been among the hardest hit by the intense competitive pressure of globalization.

None of the 3,300 American employees preparing to listen to the annual bonus announcement had any illusions that their company was immune from the economic chaos affecting the global economy. The global welding market was in trouble just like virtually every other part of the economy. But unlike millions of other American workers, those at Lincoln Electric could look back over their company’s long history for reassurance that they could survive the hard times ahead. Two indisputable facts provided comfort. First, for more than sixty years, no permanent employee of the Lincoln Electric Company in Cleveland who meets the firm’s performance standards had ever been laid off due to lack of work. It’s a promise, a company policy enshrined in the  Employee’s Handbook and in the Form 10-K Annual Report that is submitted each year to the Securities and Exchange Commission in Washington. Second, for seventy-four uninterrupted years starting in 1934, the company had paid out a profit-sharing bonus just before Christmas. Based on an annual merit-rating program, the bonus had almost always exceeded 60 percent of an employee’s basic earnings. In a number of those years, it had exceeded 100 percent.

When John Stropki, the chairman, president, and CEO of the company, took the stage at three o’clock, the cafeteria was completely packed. Latecomers who found themselves stuck behind the many red concrete support pillars eagerly peered around to see the boss. Toward the end of the thirty-minute presentation in which he reviewed the year just ending and then looked ahead to 2009, Stropki quoted Charles Dickens’s “best of times, worst of times” line, adding, “No one is certain as to how long the current recession will last or how severe it will be. In anticipation of a long, deep recession, we will continue to look for ways to reduce our overall costs and do it in a way that protects our long-term financial viability and preserves our long-standing and very successful Guaranteed Employment Policy.”

Then, before every employee in the cafeteria—and across the United States—was handed a personalized white envelope, Stropki announced that the check inside represented roughly 61 percent of each employee’s base earnings: The average bonus being handed out was $28,873. Furthermore, no permanent Lincoln Electric employees in the United States were laid off for economic reasons in 2008.
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HOW IS IT THAT what most Americans would call an old-fashioned business in an old-fashioned industry, based in the wounded heartland of the economically beleaguered Midwest, has been  able to survive two world wars, the Depression, and other economic crises, expand internationally, and consistently succeed at avoiding the kind of mass layoffs that devastate communities and local economies?

It’s not as if Lincoln Electric operates in secret. In fact, a case study written in 1975 for MBA students at Harvard Business School remains to this day the best-selling case study in Harvard’s history. The case is widely taught, year after year, in almost every business administration school in the United States and in countless others around the world. Yet very few people in the business world have ever heard of Lincoln Electric. More troubling, the very existence of a profitable company that is able to keep a long-standing promise to its employees to guarantee steady work is widely dismissed as, at best, an admirable but probably irrelevant one-of-a-kind oddity.

This recession, and especially Wall Street’s role in creating it, has produced a widespread cynicism about corporate America’s motives that sours almost every public discussion about possible economic recovery strategies. At the same time, deep down, most people in the United States—whether in their roles as citizens, as workers, as managers, as owners of businesses—surely want to believe that the first response of a profitable business when economic troubles loom should not be, and need not be, to start laying off its employees.

The day before the 2008 bonus was announced, I asked John Stropki, Lincoln Electric’s current CEO and a thirty-six-year veteran of the company, why his firm had stuck for so long with a promise to place the interests of its employees on par with those of its customers and its shareholders. “I don’t think of this as a social responsibility,” Stropki answered as we sat in his office overlooking the vast parking lot at the Cleveland factory. “I think my philosophy and that of my predecessors is that we can perform in an economically challenging environment, and we can spread  that pain in a way that long term will better represent our shareholders’ interests without crucifying our employee base, and we think it is good business, not bad business, to do that.”

Corporate executives say this kind of thing all the time, of course. What’s different is that for nearly a century, through thick and thin, Stropki, his predecessors, and the company’s employees have been able to sustain their unusual and beneficial relationship. The company’s perennially robust profit margins (driven by consistently innovative technology), the dramatically heightened job security and quality of life enjoyed by its employees, and the benefits that accrue to the local Cleveland economy should give the rest of the American business world pause.

Is Lincoln Electric an anomaly, as its critics contend? An anachronism that has somehow survived from a bygone era? Or are there lessons to be learned from this company’s unique management system—lessons that can help American industry get back on course?






 chapter one

 “TOSSED OUT ON THE STREET LIKE WORTHLESS SCRAP”


In the summer of 1895, a John C. Lincoln, a twenty-nine-year-old family man with a wife and two young children, was laid off from his job at a small Cleveland, Ohio, manufacturing company that made electric motors.

A financial panic that had erupted in New York City two years before had brought the economy of the United States to a near standstill. Banks were failing. Foreign investors, fearful about those insolvent financial institutions and worried about many of their other ventures, began pulling their money out to take back across the Atlantic. The resulting credit crunch served to dry up badly needed investment in most sectors of the economy, particularly in the railroads that were so important to the nation’s economic health in those days. Agricultural prices were falling, forcing farmers into bankruptcy. Millions of people were out of work. Washington seemed unable to help.

Lincoln’s partners in Cleveland, who had recruited him several years earlier, concluded that with sales rapidly falling off, they could no longer afford to pay the young inventor’s salary, even though he had recently designed the firm’s most successful product to date. And so Lincoln was “frozen out,” as he called it years later.1


Rather than scramble to take the first job he could find by working for somebody else, Lincoln decided to gamble by striking out on his own: He opened up the Lincoln Electric Company, a business dedicated to designing and manufacturing electric motors, in the basement of his small home.

As a high school student in the 1880s, John Lincoln had fallen in love with the new and rapidly evolving science of electricity. His desire to explore the untapped potential of this new form of energy led him to enroll in engineering at Ohio State University in 1885. Three years later, he quit, sensing he’d learn more through practical experience than from out-of-date college lectures.

Lincoln got all the experience he wanted in spades in his first full-time job with the Brush Electric Company, where he earned ten cents an hour as a trainee.2 Charles F. Brush, a contemporary of Thomas Edison and George Westinghouse, had devoted his life to developing practical uses for electricity. A few years before Lincoln joined the company, Brush had caused a national sensation by illuminating Cleveland’s central square at night with twelve of his electric-arc lamps, a first for the country. In 1884 the first electric streetcar line in the United States opened in Cleveland. Soon, dynamos (an early type of electric motor) made by Brush Electric were powering streetcars in many U.S. cities. In 1891, after being loaned out to work for a colleague of Brush’s, Lincoln found himself in charge of planning and building a complete transit system for Rochester, New York.3


Like any small-scale entrepreneur, Lincoln did everything and anything to grow his new business. He designed small custom-order electric motors, wrote and sold an instructional manual on the principles of electricity, and even began experimenting with electric automobiles, no doubt inspired by his experience with the Brush Electric streetcars.

In 1904 Lincoln’s first electric vehicle hit the streets of Cleveland with a top speed of fifteen miles an hour.4 The inventor soon figured out that achieving higher speeds over longer distances would require both a lighter engine and a longer-lasting battery. His search for a better power source led Lincoln to begin designing and selling battery chargers, which quickly became a new source of profit for his company. A battery charger comprised an electric motor (made by Lincoln, of course) plugged into a wall socket—a relative novelty in those days and rarely available in private homes—that powered a generator to charge a car battery overnight.

Given our current environmental calamities, it’s unfortunate that well before the First World War began in 1914, the electric car in the United States was already losing its battle against the gasoline engine and was soon on its way to becoming a curiosity (at least for another eighty years or so).

But as the electric automobile market withered away, Lincoln realized he was still holding a winning hand in a promising new field: The powerful electrical current produced by his motor-generator unit could do much more than charge a car battery—it could also create an arc of electricity hot enough to melt steel.


WELDING 101

There is nothing mysterious about the process. The edges of the parts to be joined are brought to the proper welding temperature and fused together. The heat required to fuse the metal is developed by an electric arc. An electric arc is nothing more than a sustained spark between two terminals or electrodes. In arc welding, the arc is formed between the work to be welded and an electrode usually held in the operator’s hand.

ARC WELDING, The Lincoln Electric Company, 1926


 


You know you’re laying down a good arc weld when it sounds like bacon frying in a pan.

MARK BOWEN, welding instructor, Ottawa, 2008

 



Human beings have been joining pieces of metal together for at least 5,000 years. Sumerians and Egyptians heated iron over a charcoal fire until it became soft and then hammered two or more pieces together (known as forging). Soldering—thought to be almost as old—involves heating a metal alloy (usually a mixture of tin and lead that melts at a relatively low temperature) and pouring the molten liquid over the joint between two pieces of metal. When cool, the solder acts as glue, although the resulting joint is very brittle. It was not a good way to make swords that needed to withstand a lot of heavy action. Welding involves heating the actual pieces of metal being joined until they melt, which requires much higher temperatures. The liquid metal from both pieces flows together and, once cooled, hardens to create a much stronger joint.

In 1801 Sir Humphrey Davy created the first electric arc (a long-lasting spark) between two plates of a primitive battery. Eighty years later, in France, Auguste de Meritens used the heat of an electric arc to melt and join two metal plates of a battery. He received the first known patent for arc welding. In 1890 an American, C. L. Coffin, received a patent for a process that used the heat of an arc of electricity to melt a metal electrode held by a welder. The molten electrode metal (called “flux”) then “crossed” the arc (in essence, dropped down due to gravity) to help fuse the joint between two pieces of metal below, which were also in a liquid state from the intense heat.5




John Lincoln was convinced that welding would soon become a key technology, and market, for American industry.
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CLEVELAND, OHIO, in 1895 was the right place to be for a talented inventor and entrepreneur like Lincoln, despite the severe economic recession. Over the previous century, what started as a small trading post on the southern shores of Lake Erie had mushroomed into one of the biggest cities in the country and an important driver in the transformation of the United States into a global manufacturing powerhouse. A critical hub for the nation’s iron and steel industry, Cleveland was also the headquarters for hometown magnate John D. Rockefeller’s Standard Oil and home to the second-largest shipbuilding port in the world, after the Clyde River yards in Scotland.6 Most important for John Lincoln, Cleveland was filled with eager inventors who shared his passion to exploit the untapped commercial potential of electricity, whether through lighting, transportation, or communications.

In recent years historians have compared Cleveland at the end of the nineteenth century to California’s Silicon Valley at the end of the twentieth, first for the astonishing level of technological innovation on display by local inventors but also for the fact that the economies of both communities were driven by start-up businesses funded by venture capitalists. Whenever experimenters like John Lincoln achieved technological breakthroughs—and over his lifetime he was granted fifty-five patents—they raced to form their own companies to commercially exploit their ideas rather than let already established firms reap the potential benefits.7


Cleveland was just one of many American cities undergoing an economic transformation toward the end of the nineteenth century. Mark Twain was the first to call this period the Gilded Age, an era when larger-than-life industrialists and financiers such as Rockefeller, Andrew Carnegie, J. P. Morgan, and Cornelius  Vanderbilt presided over the explosive growth of their various business empires. These new ventures—in banking, transportation, and manufacturing—were bigger than anything the country had ever seen, spanning the nation from coast to coast and requiring vast numbers of employees: It was the birth of the modern industrial workforce. In the process, these shamelessly extravagant entrepreneurs also set a very public example for others who aspired to the lives of power and excess that they enjoyed.

Men like Carnegie took the job of making money seriously—and ruthlessly. But he and his fellow titans of industry also harbored a sense of responsibility to the society that nurtured their great fortunes, albeit a responsibility they themselves defined. In 1889 Carnegie published The Gospel of Wealth, in which he argued that the immense power accumulated and wielded by this small elite group of Americans was an unavoidable outcome of industrialization. Equally unavoidable but actually integral to the efficient functioning of the system, Carnegie believed, was the inability of the vast majority of the population to share in the benefits of a growing economy. Yet while the mighty grew richer and richer, they nevertheless had an obligation to use their riches to help those less fortunate, he argued. In Carnegie’s case, it was the impetus to begin funding public libraries in his name across the world.

With immense financial resources at their command, these arch-capitalists were able to sculpt a rapidly industrializing national economy to their own advantage. They were seldom hesitant to react forcefully whenever they felt that their commercial ambitions were being threatened. Moreover, they had little to fear from the federal government of the day: Washington’s influence over the national economy in the last decades of the nineteenth century was incomparably weaker than at present, and as a result, the nation’s political leaders were severely limited in their ability to influence the course of economic and social developments. (Just as in our day, however, Washington was highly susceptible to the influence of “special interests” eager to use the huge sums of money at their disposal to ensure legislators made the “right” decisions.)

There was a dark side to the relentless change. The owners of these industrial empires, very often aided and abetted by all levels of government, exhibited an “exceptional hostility” toward the growing labor movement in the United States.8 Outright violence against workers of all sorts became a regular occurrence whenever they organized to create unions or struck to demand better working conditions. The Haymarket bombing in 1886 of a labor rally for an eight-hour day that killed at least ten people, the Homestead strike against Carnegie Steel in 1892 that resulted in seven workers dying, and the Pullman strike of 1894 that stopped the nation’s railroads until federal troops intervened were just a few of the most notable conflicts.

In John Lincoln’s Cleveland, a streetcar strike in 1899 led to ten days of chaos across the city, burned-out vehicles blocking roads, and a call from a local newspaper for police to shoot rioters. Rockefeller and his fellow business leaders were quick to call upon private guards armed with nightsticks and guns to keep their factories and mines in operation during periods of labor unrest. Protecting factories from angry strikers, while ensuring the buildings also stayed open so that strikebreakers could take up the slack, was a profitable business; in the last decade of the century, the Pinkerton detective agency was widely reported to have had more employees at its beck and call than the entire U.S. Army.


Fear is not a word that is heard very often these days when management gurus expound on how to increase motivation and raise productivity. Now we “incentivize” employees, much to the horror of anyone who loves the English language. But fear was a powerful and prevalent motivator in many if not most American industrial workplaces toward the end of the nineteenth century  and well into the twentieth. Few readers in 1906 of The Jungle, Upton Sinclair’s best-selling novel that exposed the horrors of life inside Chicago’s meatpacking industry, would have thought it was fiction.

In the final years of his life, Frederick Winslow Taylor, the man who is often blamed for doing more than anyone to dehumanize industrial work a century ago with his Principles of Scientific Management, became very worried about the state of the American workplace. “There is no question,” he wrote in 1911, “that a large part of the organization of employers, as well as employees, is for war rather than for peace.”9


For more than thirty years, Taylor had been monitoring and measuring and timing workers in brickyards, mines, and factories from coast to coast. His goal was to analyze the operational mechanics of industries of all kinds, based on his belief that “every single act of every workman can be reduced to a science.” While Taylor’s focus on efficiency at the near-microscopic level of work had unquestionably helped to make some industrial procedures more economically productive overall, it had more often served to support what was then called “the drive system” of industrial management.

Managing with the drive system was relatively easy: Workers were given an ultimatum to work harder, or else—the “or else” consisting of verbal and physical abuse, often horrific work environments, wage cuts, longer hours, no time off, more dangerous assignments, or, most critically, simply being fired on the spot. Under those conditions, it was no surprise that workers commonly quit jobs in unbelievable numbers. Many companies, from mining to manufacturing, suffered employee-turnover rates of 200 to 300 percent each year. When Henry Ford introduced his first moving automobile assembly line at Highland Park near Detroit in 1913, the turnover at the massive facility soared as high as 400 percent a year!10 At first, employers could generally find replacements fairly quickly, hiring from the massive flood of new immigrants that poured into the United States from the 1890s to the start of World War I. Eventually, however, some factory owners began to realize how incredibly costly it was to lose and then replace so many workers on an ongoing basis. With their factories often shut down by picket lines, even those employers who regularly resorted to calling in scab labor could see that overall productivity was being severely reduced and that the quality of production was falling, with dire economic consequences.

The American public also knew that something was desperately wrong in the world of work. Social reformers began to demand action from governments, insisting that at a minimum, some semblance of peace and stability be restored in industry and in the streets. Most businessmen probably didn’t really care much about what happened beyond the doors of their factories, but they too began to realize that for their economic self-interest alone, such high levels of unrest were too costly and the public scrutiny both unwanted and ultimately dangerous. Teddy Roosevelt captured this unsettled mood in his first State of the Union address in 1901. Although he was nervous about the more strident calls to radically overhaul the basic structure of the nation’s economy, Roosevelt was clearly concerned about the overt violence in the streets and worried about so many voting citizens being hurt by economic hard times: “The tremendous and highly complex industrial development which went on with ever accelerated rapidity during the latter half of the nineteenth century brings us face to face, at the beginning of the twentieth, with very serious social problems. The old laws . . . are no longer sufficient. . . . Disaster to great business enterprises . . . is worst for those furthest down. The capitalist may be shorn of his luxuries but the wage-worker may be deprived of even bare necessities.”11


Gradually, those capitalists, whether shorn or not, grudgingly accepted that industrial calm needed to be restored for  the economic health of the country. Their solution was to embrace what has come to be termed welfare capitalism: a set of employment policies based on the belief that it was in every corporation’s long-term financial interest to protect its workers from the worst and seemingly inevitable ravages of the industrialization process. Thus began a period of economic history in which a great many Americans—both employers and workers—would look to the world of business as a source of social stability.
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IT WAS INTO THIS heady environment that John Lincoln launched his newly formed company in 1895. By 1907, as he contemplated how to expand his electric motor business into the new market for welding machinery, Lincoln began to ponder his own role in the coming transition. He was starting to realize that his passion was for invention, not management, and he suspected that running a rapidly expanding business was not the life he wanted to live. Nonetheless, his growing company, which by then had more than thirty paid employees, clearly needed a firm hand in the front office. Lincoln found the answer to his dilemma in his younger brother, James, who had just agreed to join the company after dropping out of engineering at Ohio State (without earning a degree, like his sibling). Almost instantly, it became clear to both men that James was much better suited to the day-to-day challenges of the business world.

With James on the payroll, the Lincolns began to seriously explore the commercial potential of electric arc welding. Within two years they had designed, built, and sold their first welding machine, a behemoth that weighed more than 1,500 pounds. Over the next few years, John devoted more and more of his time to tinkering and inventing. He was soon granted several groundbreaking patents that ensured Lincoln Electric’s early technological lead in the new industry. (John Lincoln’s inventing  instincts were catholic: He once received a patent for using electricity to cure meat.) Those successes in the laboratory, a growing confidence in his younger brother’s business skills, and a series of health problems convinced him that it was time to relinquish the never-ending responsibilities of a company president to someone more suited to the task, and in 1914 he appointed James F. Lincoln, then thirty-one, as general manager.12


By all accounts from those who knew him as a young man and right up to the end of his life in 1965, the younger Lincoln brother was a natural in the business world, an inspiring and charismatic leader who from the start was determined to earn the loyalty of every employee. At Ohio State, Lincoln had been a star fullback as well as captain of the football team. Archival pictures from his early days at the company suggest he was a big man with a powerful physical presence. Some people describe him as intimidating. Donald Hastings, who was hired by James Lincoln in 1952 and later became president and then chairman of the company in the 1990s, recalling his first boss with a smile, said, “He was certainly a man who was comfortable saying ‘no’ to anyone.”13


Under James’s leadership, Lincoln Electric commenced its steady ascent over the next few decades to its prominent position in the global welding industry, and it was James who created a high performance workplace a half century before that term was invented. Virtually everyone remembers that he had an immense respect for people who worked hard, whether they were welding on a Lincoln Electric assembly line, sweeping out a warehouse, or living on the road for months on end as a sales executive. Bob Maffit, who retired in 2006 after forty-three years in the plant, recalled that when he started in the early 1960s, Lincoln would still walk the floor almost every day, always in a shirt and tie, stopping to talk with his employees. On one occasion as he chatted with Maffit, the aging patriarch noticed that his own grandson, working at a summer job, was struggling  on the assembly line a few yards away in the suffocating heat of the unventilated, windowless building; Maffit remembered Lincoln whispering to him, “It’s beautiful to watch that young fellow work up a sweat like that.”14





 TREAT WORKERS AS WE WOULD LIKE TO BE TREATED 

The deep respect that the Lincoln brothers shared for hard work most probably grew out of their early years spent as the sons of a peripatetic and impoverished midwestern preacher. As a young man in London, England, in the 1850s, their father, William, had been captivated by the sermons of a well-respected antislavery preacher visiting from Ohio. Determined to follow in his foot-steps, William emigrated just before the Civil War to the United States, where he enrolled in theology at Oberlin College in Ohio. Soon afterward, he married a fellow student, and in 1866 their first son, John, was born. James came along in 1883.

The elder Lincoln seems to have been an extremely devout and outspoken man, quick to judge the moral failures of his various congregations and then share his verdict with them. Years later John remembered that his father “would first find out what his parishioners were fond of and then attack it.”15 Unsurprisingly, the family moved regularly.

In later life both brothers were quite comfortable in openly expressing a deeply held belief that Christianity offered a foolproof blueprint for a good life here on earth. John became increasingly passionate about the relationship between religion and public morality. In a 1948 book about Christianity, he stressed that “Christ’s object in life was to replace the bad elements in society by good . . . and a greatly improved society would have been the result.” James, his younger brother, was equally familiar with the Bible and able to provide quotations at  the drop of a hat; he was even more explicit in extolling the Good Book’s contemporary importance. James drew a straight line from the Sermon on the Mount to the profitable management of a modern business: “The program that Christ announced, ‘as ye would that others would do to you do ye even so to them’ is the complete answer to all problems that can arise between people. . . . The first change in industry that would occur if we were to accept the Christian philosophy would be the elimination of present labor-management friction.” Several years after guaranteed employment had become a promise at Lincoln Electric, James summed up his conviction that providing workers with steady employment was both an expression of true Christian values and an absolutely essential management policy to ensure any company’s continuing profitability: “If we follow the philosophy of Christ . . . we shall have the proper answer to the problem of lay-offs. When we treat the worker as we would like to be treated, the answer is plain. Continuous employment is needed to secure the cooperation of the worker. It is also basically sound.”16


Despite being prolific writers and lecturers on the subject of Christianity’s place in the executive office, the Lincoln brothers seem to have led their employees by example, not through efforts at conversion. None of the many retirees whom I have interviewed who are old enough to have met James before his death in 1965 recall any discussion of religion in their dealings with him. Former CEO Don Hastings believes that over the years, the Lincolns’ inclination to heed the Bible’s call to respect every person regardless of status simply became deeply imbedded in their company’s DNA: “It is ingrained that people are important as people and jobs are important to their families’ well-being, and that’s important for the long-term success of the company.”




 WELFARE CAPITALISM AND THE BUSINESS OF BENEVOLENCE 

Employers in the very early years of the twentieth century may have sensed that some improvement in the generally deplorable conditions of the average American workplace was necessary, even inevitable.17 But why did some, including Lincoln Electric, voluntarily decide to so significantly raise pay and improve working conditions (in some cases by including a no-layoff promise) for their employees beyond the basic financial terms that had been settled when those workers were first hired?

The standard answers offered by most scholars of the period demonstrate a common suspicion of big business of the time: Owners wanted desperately to keep unions at bay by any means, they wanted to buff up their public image, they wanted to run their businesses more profitably, and on and on. Only in a few instances do historians suggest that employers primarily wanted to do what they genuinely believed was right. In reality, of course, almost every employer had a number of motives for engaging in “the business of benevolence,” as McGill University historian Andrea Tone has called it.

Even during the tumultuous last decades of the nineteenth century, there were a few firms that demonstrated a more enlightened interest in the well-being of their workers. Some built company towns in an effort to provide virtually everything imaginable for their employees. Pullman, Illinois, created by the Pullman railroad car company in 1880, was regarded as a model community for its first few years, until a violent strike at the company forever tarnished its reputation. Procter and Gamble offered its employees a profit-sharing plan in 1886. In the 1890s the founder of Yale Locks also began to share profits with his workers while working hard to establish a sense of teamwork in the factory.

The great heyday of welfare capitalism was the period from roughly 1910 until 1929. It was particularly strong in the decade  after the First World War when Americans were able to focus once again on the challenges at home. David Brody, the distinguished labor historian at the University of California, suggests that the horrors of that overseas conflict—given that the decision to send U.S. troops to war in Europe had been extremely controversial—probably contributed to the growth of welfare capitalism back here. Once the fighting ended, there was a sense at many levels of society that the widespread brutality, coercion, and insecurity experienced by so many ordinary workers in the United States were a domestic evil that simply couldn’t—and shouldn’t—be allowed to continue.18 A growing fear of a workers’ revolution, fed by the success of the Bolsheviks in Russia in 1917, no doubt played a role in the decision by employers to offer a variety of new benefits to their employees.

These benevolent employers tended to be among the biggest in the country in those days, including firms such as General Electric, Eastman Kodak, Sears Roebuck, and Procter and Gamble. Certainly, it was more cost-effective for large firms than for smaller enterprises to upgrade working conditions for their employees. These were also the companies that by virtue of their great size were much more likely to find themselves targeted by social reformers outraged by bad labor practices, which in turn meant facing the glare of public opprobrium. Finally, because the larger employers were generally nonunion firms, they were potentially rich targets for organized labor to expand their membership rolls. So owners had a lot of reasons to take defensive action.

Welfare capitalism in practice, according to Harvard labor historian Lizabeth Cohen, comprised five basic elements: a desire to heal the generally atrocious relationship between employers and employees, the use of financial incentives and rewards to raise productivity, experiments with shop-floor democracy (as long as it didn’t include unions), programs to help the lives of workers outside of work, and shouldering greater civic responsibilities.19  Inside factories and offices, employers experimented with a variety of approaches, involving both financial incentives and better working conditions, to encourage their employees to, at a minimum, stay on the job for a decent amount of time and, if possible, perhaps even work a bit harder. Eastman Kodak’s profit-sharing plan could augment a worker’s base pay by more than 10 percent. Other welfare benefits commonly included pensions and rudimentary life insurance: General Electric offered both just before World War I. Employees were often offered financial support to buy their company’s stock, and in many firms, such as International Harvester and Procter and Gamble, workers often held a majority of outstanding shares. Metropolitan Life Insurance provided free, hot, “nourishing” lunches to as many as 16,000 of its employees every day.20 Finally, some firms, such as Sears Roebuck, went to great lengths to avoid layoffs whenever sales fell. Job security in the form of no-layoff promises was sometimes offered as both inducement and reward for employee efforts to continuously increase the overall efficiency of the business.

Welfare capitalism did unquestionably change the way work was organized inside some American companies in the 1920s. The drive system of industrial management, so hated at the birth of the last century, was largely administered out on the factory floor by plant or office foremen who were granted near-absolute power by their bosses. It was a system rampant with such abuse that unions were particularly dedicated to destroying it.

The alternative to the drive system offered by welfare-capitalist employers was to involve ordinary workers in day-to-day decision making (which, with luck, might neutralize any nascent union-organizing campaign). Many different approaches to cooperation, consultation, and delegation, almost revolutionary given the times, began to appear around the turn of the century. They grew rapidly in practice after 1914, following the Ludlow massacre,  where a dozen women and children were killed by Colorado state militia trying to oust strikers at one of John D. Rockefeller’s mining companies. He quickly ordered the company to find some way to reform labor relations at the mine. The result was a joint committee of workers and managers that was granted the power to make often quite substantial decisions about the workplace. Because of Rockefeller’s prominence, this novelty served as a powerful example for other employers nationwide, and soon similar committees were created, with varying degrees of enthusiasm, by companies such as U.S. Rubber, Standard Oil of New Jersey, and Bethlehem Steel. General Electric was one of the most aggressive in creating these so-called employee representation plans (ERPs).

The best of these programs embraced ideas about reforming the structure of a company’s actual work processes and about improving communications between employees to defuse shop-floor tensions before serious problems arose. In many companies, the committees operated in remarkably similar fashion to independent labor unions by first challenging and then convincing senior management to develop better factory safety programs, better medical facilities, and even to help workers with legal problems. Often described as “company unions,” employee representation programs were eventually declared illegal by Congress under the National Labor Relations Act (also known as the Wagner Act) in 1935. The argument advanced at the time was that workers in these programs had no real “freedom of choice” to push an agenda they felt to be important—that is, lacking the power of an independent and externally organized union, they remained completely vulnerable to management retaliation in times of disagreement. As a result, it was argued that the ERPs were inherently a coercive tool for the company in question. In recent years, many labor experts have been rethinking the legal  ban on company unions. Lincoln Electric’s experience with its Advisory Board, discussed in the next chapter, offers persuasive evidence that reconsideration might be appropriate.21


[image: 005]

LOOKING BEYOND the walls of their factories and mills, welfare-capitalist employers endeavored to upgrade the living situations of workers and their families in both their homes and their wider communities, again for a variety of motives. These programs were generally much more visible to the public at large (and hence good public relations fodder) than whatever benefits were offered to workers laboring deep inside a company. For example, Westinghouse, widely regarded as one of the most progressive welfare-capitalist firms, began organizing baseball leagues and other sports programs, sponsoring dances and family picnics, supporting local libraries, and even offering financial help for workers to obtain mortgages.22


Welfare-capitalist programs were unquestionably often quite paternalistic. In some cases, they were decidedly intrusive into a worker’s family life. Henry Ford, for example, regularly disqualified employees from participating in some components of his company’s profit-sharing plan because of their poor moral character, as assessed in regular—and compulsory—home visits by company representatives.

Of course, no discussion of welfare capitalism can avoid dealing with perhaps the most contentious assertion, that it was really nothing more than a sophisticated strategy to keep labor unions at bay. Historians have come down on all sides of that question. There is no doubt that many industrial leaders in the early days of the last century were terrified by the growing power of unions and embraced some of the trappings of “benevolence” with the explicit hope that their employees could be bought off and thus kept out of the clutches of union organizers. At the same time,  there also seems little doubt that union organizers often dogmatically refused to accept that nonunionized workers in welfare-capitalist firms were actually enjoying what many of their own rank-and-file members were being consistently, and sometimes violently, denied: relatively steady work with good pay earned in workplaces that were steadily becoming safer and less abusive. In the words of John Commons, an economist sometimes called the “spiritual father” of the New Deal, the best welfare-capitalist firms in the 1920s were “so far ahead of the game that trade unions cannot reach them. Conditions are better, wages are better, security is better, than unions can actually deliver to their members. The other(s) are backward, either on account of inefficiency, competition, or greed.”23
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