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PREFACE TO EDITION FOR CHINA

About a dozen years ago I received the following
letter from the head of a fast-growing American
chemical company- a man I had never met.

Dear Mr. Drucker; I have founded and am running
a still fairly small, but fast-growing specialty-chemicals
company on the East Coast of the United States.
Whenever an essay volume of yours appears, I try to
read five or six of the chapters every weekend, and ask
my senior associates to do likewise. When [ finish on
the chapters, I then write myself a letter in which I ask
myself: What does this chapter mean for me as a senior
business executive? What does it mean for my
colleagues on my management team? What does it
mean for the company? What ACTION does it imply-
for me, the management team, the company? What
opportunities does it identify for us? What changes in

goals, strategies, policies, structure might it point to. And I ask my senior associates on my

management team- altogether six people- to do the same. We then discuss our respective answers at
one of our weekly management meetings, and six months later, we discuss the same answers again
to see what actions we have actually taken and how they have worked out, but also what actions we
should have taken and might still undertake. Of course, a good many of your chapters do not
directly apply to us; they lead to understanding rather than to action. But a good many, again and
again, stimulate us to do something or to stop doing something. And the most valuable chapters are
the ones that make me say: “Of course, I have known this all along. Why haven't I acted on it?”

I still have not met the man who wrote this letter, but he writes me now every three months and
reports what he and his company have been doing as a result of reading my essays. And his business
is no longer a small one- it has become a pretty big company operating not only in the US but in
Europe and South America as well. And I have since learned that a good number of other readers of
mine- in a good many US companies but also in Europe, in South Ameﬁca, in Japanuse my essays



VI

more or less the same way.

And this is exactly how I want them used and how I hope they are being used. We have a term
in the US for a short essay- and most of my essays in this volume are short essays. We call them
“thought starters” - and I hope that is what every one of these essays will be for you, the Chinese
reader. But I also hope that my essays are “ACTION STARTERS” . For MANAGEMENT is not
philosophy or theory. MANAGEMENT is ACTION.

And these essays themselves are the result of ACTION. They all grew out of my
CONSULTING PRACTICE- fifty or more years of it- a practice with businesses, but equally with a
great many non-businesses such as universities, hospitals, government agencies of all kinds, and so
on- and a practice that has been world-wide: in the US and in Canada; in a good many European
countries; throughout South American, and in Japan. My clients have included even a major agency
of the CHINESE government as well as some fast-growing Chinese universities. And for fifty years
I myself have done something very similar to what the writer of the above letter does. I sit down
with myself every three months, review all my consulting jobs and WRITE down what I have
learned from each, and especially what I have learned from each regarding what executives,
businesses, institutions need in respect to MANAGEMENT. It is out of these analyses of my
practical experience and that of my clients that I then write the essays of which is a collection
presented in this volume.

Of course, a good many of my Chinese readers are likely to say: “But these essays are
AMERICAN- and CHINA is different.” Of course it is. But actually each of my clients is
different too regardless of whether they are American or Brasi'lian; a huge company or a small
struggling new venture; a business or a hospital or a government agency (e.g. the Government of
Canada and of Japan for both of which I have done a fair amount of consulting work). But what is
different in Management is HOW things are being done. The TASKS are pretty much the same
everywhere, regardless of culture and language, regardless of the kind of work a given institution
does; regardless of the political or legal framework in which it operates. And these essays deal
largely with TASKS. To be sure, a good many will only give INFORMATION to a Chinese reader.
But even then, my dear Chinese reader, ask yourself: HOW CAN I TRANSLATE IT IS INTO THE

CHINESE ENVIRONMENT, INTO MY ORGANIZATION AND INTO MY WORK SO THAT 1
CAN TAKE ACTION?

flled P DA ¢ Heg

W/L/( (70F

Peter F.Drucker
August / 1998
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PART I

THE FRONTIERS OF
MANAGEMENT *




Introduction

The Future Is Being Shaped Today

The thirty seven chapters in this volume: an Interview, an
Afterword, and thirty-five essays and articles, cover a broad range
of subjects. Yet they were planned from the beginning to be
published eventually in one volume and as variations on one
unifying theme: the challenges of tomorrow that face the
executive today. If there is one single postulate underlying these
pieces, it is that the future is being made by totally anonymous
people, a CEO here, a marketing manager there, a training
director or a comptroller yonder doing mundane jobs: building a
management team; developing a new pricing strategy; changing a
training program so that it matches people with different
educational backgrounds to new technologies; or working out a
new cost-accounting analysis to find out whether automating the
welding line will pay off,

This, after all, is the lesson of this century. It has been a century
of unprecedented disasters and cataclysms: two world wars, a
Hitler, and scores of lesser but no less murderous villains. Indeed
we packed into every decade as much “history” as one usually
finds in a century; and little of it was benign. Yet most of this
world, and especially the developed world, somehow managed
not only to recover from the catastrophes again and again but to
regain direction and momentum — economic, social, even
political. The main reason was that ordinary people, people
running the everyday concerns of everyday businesses and
institutions, took responsibility and kept on building for tomorrow
while all around them the world came crashing down. Thus
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tomorrow is being shaped today.

And what kind of tomorrow it will be thus depends heavily on the
knowledge, insight, foresight, and competence of the decision
makers of today, and especially of the decision makers in our
institutions, that is, on executives. Yet these executives are busy
people. Every one of them is already fully occupied with the daily
crisis —and the daily crisis is indeed the one absolutely
predictable event in the working day of the executive. To enable
these busy people to see and to understand the long — range
implications and impacts of their immediate, everyday, urgent
actions and decisions is thus the purpose to which every one of
the pieces in this volume addresses itself.

There is a second theme that runs through these thirty — seven
diverse and different articles and essays: Change is opportunity.
Every one of the pieces in this volume looks at changes. Some are
profound and major ones, such as the impact of information on
organization, the meaning of the U.S. entrepreneurial surge in the
last decade, or the problems created by the success of
management. Other changes are perhaps ephemeral and transitory
— though for that matter no less important — for example, the
mismatch between traditional jobs and the expectations and
qualifications of a new, young, and educated work force. Every
one of these changes might be seen as a threat and is indeed seen
as such by a good many executives. Every one needs to be seen
and exploited as an opportunity — for doing something different,
for doing something new, and, above all, for doing something
better, something more productive, something more profitable.
This volume therefore aims not only at providing knowledge,
insight, foresight, and competence; it aims at creating vision.

PETER F. DRUCKER
Claremont, California
Summer 1986



Chapter 1

The Changed World Economy

I —

There is a lot of talk today of the changing world economy. But
— and this is the point of this chapter — the world economy is
not changing. It has already changed in its foundations and in its
structure, and irreversibly so in all probability.

‘Within the last ten or fifteen years, three fundamental changes

have occurred in the very fabric of the world’s economy:

1. The primary-products economy has come “uncoupled” from
the industrial economy;

2. In the industrial economy itself, production has come
uncoupled from employment;

3. Capital movements rather than trade in goods and services have
become the engines and driving force of the world economy. The
two have not, perhaps, become uncoupled. But the link has
become quite loose, and worse, quite unpredictable.

These changes are permanent rather than cyclical. We may never
understand what caused them — the causes of economic change
are rarely simple. It may be a long time before economic theorists
accept that there have been fundamental changes, and longer still
before they adapt their theories to account for them. They will
surely be most reluctant, above all, to accept that the world
economy 1is in control rather than the macroeconomics of the
national state, on which most economic theory still exclusively
focuses. Yet this is the clear lesson of the success stories of the
last twenty years: of Japan and South Korea; of West Germany,
actually a more impressive though far less flamboyant
performance than Japan; and of the one great success within the
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United States, the turnaround and rapid rise of an industrial New
England that, only twenty years ago, was widely considered
moribund.

But practitioners, whether in government or in business, cannot
wait till there is a new theory, however badly needed. They have
to act. And then their actions will be the more likely to succeed
the more they are being based on the new realities of a changed
world economy.

The Primary-Products Economy

The collapse in nonoil commodity prices began in 1977 and has
continued, interrupted only once, right after the 1979 petroleum
panic, by a speculative burst that lasted less than six months and
was followed by the fastest drop in commodity prices ever
recorded.

In early 1986, overall, raw-materials prices (other than
petroleum™) were at the lowest level in recorded history in
relation to the prices of manufactured goods and services — as low
as in 1932, and in some cases (lead and copper) lower than at the
depths of the Great Depression.

The collapse of raw-materials prices and the slowdown of raw-
materials demand is in‘startling contrast to what was confidently
predicted. Ten years ago The Report of the Club of Rome
predicted that desperate shortages for all raw materials were an
absolute certainty by the year 1985. Even more recently, in 1980
the Global 2000 Report of President Carter’s administration
concluded that world demand for food would increase steadily for
at least twenty years; that food production worldwide would go
down except in developed countries; and that real food prices
would double. This forecast largely explains why American
farmers bought up whatever farmland was available, thus loading
on themselves the debt burden that now threatens so many of
them. ' ‘
But contrary to all these predictions, agricultural output in the
world actually rose almost a full third between 1972 and 1985 to

*And when its price dropped in early 1986 below $15 per barrel, oil too sold for no more than it did in 1933 in relation to

the prices of manufactured goods and services.
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reach an all-time high. And it rose the fastest in less developed
countries. Similarly, production of practically all forest products,
metals, and minerals has been going up between 20 and 35
percent in these last ten years, again with production rising the
fastest in less developed countries. And there is not the slightest
reason to believe that the growth rates will be slackening, despite
the collapse of prices. Indeed, as far as farm products are
concerned, the biggest increase, at an almost exponential rate of
growth, may still be ahead.*

But perhaps even more amazing than the contrast between what
everybody expected and what happened is that the collapse in the
raw — materials economy seems to have had almost no impact on
the industrial economy of the world. Yet, if there was one thing
that was “known” and considered “proved” without doubt in
business cycle theory, it was that a sharp and prolonged drop in
raw - materials prices inevitably, and within eighteen months to
two and a half years, brings on a worldwide depréssion in the
industrial economy. The industrial economy of the world is surely
not normal by any definition of the term.

But it is also surely not in a worldwide depression. Indeed,
industrial production in the developed noncommunist countries
has continued to grow steadily, albeit at a somewhat slower rate,
especially in Western Europe.

Of course the depression in the industrial economy may only have
been postponed and may still be triggered, for instance, by a
banking crisis caused by massive defaults on the part of
commodity-producing debtors, whether in the Third World or in
Iowa. But for almost ten years, the industrial world has run as
though there were no raw — materials crisis at all.

The only explanation is that for the developed countries —
excepting only the Soviet Union — the primary-products sector
has become marginal where it had always been central before.

In the late 1920s, before the Great Depression, farmers still
constituted nearly one-third of the U.S. population, and farm
income accounted for almost a quarter of the gross national

*On this, see two quite different discussions, one by Dennis Avery, senior agricultural analyst, of the U.S. Department of
State, “U.S. Farm Dilemma; the Global Bad News Is Wrong,” Science 230, 24 (October 1985);and Barbara Insel, International
Affairs Fellow at the Council on Foreign Relations in New York, “A World Awash in Grain,” Foreign Affairs (Fall 1985).
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product (GNP). Today they account for one-twentieth of the
population and GNP, respectively. Even adding the contribution
that foreign raw-materials and farm producers make to the
American economy through their purchases of American
industrial goods, the total contribution of the raw-materials and
food-producing economies of the world to the American GNP is,
at most, one-eighth. In most other developed countries, the share
of the raw-materials sector is even lower than in the United
States. Only in the Soviet Union is the farm still a major
employer, with almost a quarter of the labor force working on the
land.

The raw-materials economy has thus come uncoupled from the
industrial economy. This is a major structural change in the world
economy, with tremendous implications for economic and social
policy and economic theory, in developed and developing
countries alike.

For example, if the ratio between the prices of manufactured
goods and the prices of primary products (other than petroleum)
— that is, of foods, forest products, metals, and minerals — had
been the same in 1985 as it had been in 1973, or even in 1979, the
U.S. trade deficit in 1985 might have been a full third less, $100
billion as against an actual $150 billion. Even the U.S. trade
deficit with Japan might have been almost a third lower, some
$35 billion as against $50 billion. American farm exports would
have brought almost twice as much. And our industrial exports to
one of our major customers, Latin America, would have held;
their near - collapse alone accounts for a full one-sixth of the
deterioration in U.S. foreign trade. If primary-products prices had
not collapsed, America’s balance of payments might even have
shown a substantial surplus.

Conversely, Japan’s trade surplus with the world might have been
a full one-fifth lower. And Brazil in the last few years would have
had an export surplus almost 50 percent higher than its actual one.
Brazil would then have had little difficulty meeting the interest on
its foreign debt and would not have had to endanger its economic
growth by drastically curtailing imports as it did. Altogether, if
raw — materials prices in relationship to manufactured goods
prices had remained at the 1973 or even the 1979 level, there
would be no crisis for most debtor countries, especially in Latin
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America.

What has happened? And what is the outlook?

Demand for food has actually grown almost as fast as the Club of
Rome and the Global 2000 Report anticipated. But the supply has
been growing much faster. It not only has kept pace with
population growth; it steadily outran it. One cause of this,
paradoxically, is surely the fear of worldwide food shortages, if
not of world famine. It resulted in tremendous efforts to increase
food output. The United States led the parade with a farm policy
successfully aiming (except in one year: 1983) at subsidizing
increased food production. The European Common Market
followed suit, and even more successfully. The greatest increases,
both in absolute and in relative terms, have, however, been in
developing countries: in India, in China, and in the rice-growing
countries of Southeast Asia.

And then there is also the tremendous cut in waste. Twenty-five
years ago, up to 80 percent of the grain harvest of India fed rats
and insects rather than human beings. Today in most parts of
India the wastage is down to 20 percent, the result of such
unspectacular but effective infrastructure innovations as small
concrete storage bins, insecticides, or three-wheeled motorized
carts that take the harvest straight to a processing plant instead of
letting it sit in the open for weeks on end.

And it is not too fanciful to expect that the true revolution on the
farm is still ahead. Vast tracts of land that hitherto were
practically barren are being made fertile, either through new
methods of cultivation or through adding trace minerals to the
soil: the sour clays in the Brazilian highlands, for instance, or
aluminum-contaminated soils in neighboring Peru, which never
produced anything before and which now produce substantial
quantities of high-quality rice. Even greater advances are
registered in biotechnology, both in preventing diseases of plants
and animals and in increasing yields.

In other words, just as the population growth of the world is
slowing down, and in many parts quite dramatically, food
production is likely to increase sharply.

But import markets for food have all but disappeared. As a result
of its agricultural drive, Western Europe has become a substantial
food exporter plagued increasingly by unsalable surpluses of all



