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Introduction to the Mentor Edition

The emergence of large-scale organizations in the first half
of the present century may be one of the most important
changes in man’s social history. It has given man new capaci-
ties. But it also has raised new problems.

Only a lifetime ago, at the turn of the century, the social
world of Western man might have been represented as a

rairie on which man himself was the highest eminence. A
small hill—government—rose on the horizon, but while it was
larger than anything else there, it was still quite low. Today,
by contrast, man’s social world, whether West or East, re-
sembles the Himalayas. Man seems to be_dwarfed by the
giant mountains of large-scale organization all around him.
Here is the %—QEL%ESL of modern government. Next to
it there are the armed forces, which in every country devour
the lion’s share of national production. Then come the tower-
ing cliffs of the large business corporations and, scarcely less
high and forbidding, the peaks of the large, powerful labor
unions; then the hu‘geﬂ_}mjy&ities, the big hospitals—all of
them creatures of this century. —

How great the change has been, very few of us appreciate.
It is hard for us even to imagine the reality of 1900. As far
as we can tell, for instance, there was then not a single
university in the Western world with as many as 10,000 stu-
dents; only a very few institutions had student bodies of
5,000. Indeed, the “large” university of those days was so
small that its president, or dean, was expected to know every
student by name and to be available for counsel on his choice
of career. Today the United States alone has at least 60
universities with student populations of more than 10,000,
and about 150 with more than 5,000 students each. The
American military services have a peacetime budget now—
some fifty billion dollars a year—which wou]'c?'fﬁ%? sufficed
to maintain the most powerful and most dreaded army of
1900, that of Il/ngQLiaLGermany, for more than a century.

vii
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The “giant” business of those days, the hugef‘trust” which
gave our grandparents nightmares, was Mr.%>Rockefeller’s
Standard-Oi# Gompany. Every one of the ‘eleven companies
into which the Supreme Court split the ‘‘octopus” in 1911
is today larger than the original Standard Oil Company ever
was—in capitgil/, in employe/es, in progi)zction. Yet only four
of them rank among the major American, let alone the major
internationat~ei companies today.

When Liord Curzon became British Foreign Secretary at
the end of World War I, he found the Foreign Office so
swollen and inflated by wartime expansion that, as he com-
plained bitterly, he still had not met every member of the
professional staff after working for three whole days. Can
anyone imagine today’s statesman, in any large country, even
trying to meet the tens of thousands of professional employees
of a major government department?

Of course there were large organizations in earlier days—
the masses of laborers who built the pyramids, the armies that
fought the Napoleonic wars or the American Civil War, forces
much larger than anything man had till then thought possible.
But there is a real difference between these traditional large
organizations and those of today. Historically, man has been
able to organize on a large scale only repetitive, monotonous,
thoroughly unskilled work. o

The designers of the pyramids must have been men of
tremendous knowledge and ability. A modern engineer would
be hard-pressed to design such a structure with the degree
of precision required by its religious purpose. And no modern
engineer would be able to build any such structure without
tools and without any means of transportation for the huge
stone blocks. The Egyptians had neither wheeled vehicles nor
draft animals. The execution of the design was done by un-
skilled peasants doim unskilled work. The overseer
had only to make sure that his men used their brute strength
and pulled together when the command was given. He had,
one imagines, little concern with “communicationy’ and none
with employee morale or employee motivation.

These are the prototypes of large organizations down to
this century. The largest of them, armies, were always com-
posed of a tiny group of generals at the top, who made all
the decisions, and a vast mass of illiterate soldiers under-
neath, who were rigidly drilled to obey a few repetitive
commands. Frederick the Great, the creator of the Prussian
Army in the late eighteenth century, was thoroughly rﬁ'@?ﬂ
by Tontemporary military writers because his soldiers were
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expected to be able to distinguish among fifteen different
commands. Everyone knew that this was far too many for
soldiers as well as for officers. Men in large organizations
could not possible be that skilled! Seen in this perspective,
Henry Ford’s assembly line is not a new but'an old organiza-
tion pattern. All Ford did was to bring into the factory the
tradition of large-scale organization. It is_the new plant, the
automated factory, in which the work is done by people of
very different knowledges, working together for a common
purpose and for ]omt results, that characterizes the modern,
organization. And it is this organization that has become the
pattern on which all our institutions try to mold themselves.

For the characteristic of this large-scale organization of
the twentieth century is that within it people of very di
'skills and knowledges work together. This, traditionally, could
never be done except in very small groups, teams of four or
five at most. Today we can do this with very large numbers
of people——thousands of people with different knowledges,
coming together in a business, a government agency, or an
armed service—and ﬁ_/anagementéﬁmgowledge
of building and directing the large-scale organization.

This newly gained ability has given man great new capaci-
ties, for better or worse. The atom-bomb was much less a
triumph of science than a triumph of organization. What cre-
ated it was our new ability to have thousands upon thousands
of scientists, each with his highly specialized knowledge, work
together under one management and direction. Science by
itself could not have done the job. If the capacity to organize
has raised our power of destruction, it has also given us the
means to work purposefully at economic and social develop-
ment. That we can tqQday talk of development as something
we can plan and do};_)_r_‘iggs directly from the capacity to
organize. Indeed, whal we mean in calling a country ‘“under-
developed” is not primarily that it is poor. That, we know
today, is an_effect rather than a cause. The cause is the
absence of ability to build and use th€large-scale organization
that is the instrument of social achievement in the modern
world. It is not the accomplishment of one race. The Japanese
are as good at creating and guiding large knowledge organiza-
tions as any people of the European tradition. And many
countries of the European tradition (such as most countries
of Latin America) are at best beginners at organizing.



X CoNCEPT OF THE CORPORATION

The business enterprise is the large-scale organization
through which a modern society accomplishes its economic
purposes of production and Wn But there are many
other social purposes—and therefore there are many other
large-scale organizations. The business enterprise may not
even be the organization that has grown the most or the
fastest. (In all probability this is the university.)

But the big-business enterprise is both the most visible of
the large-scale organizations and the most self-conscious.

It is most visible simply because adults have more direct
daily contact with it—as employees, as custemers, as share-
holders, and so on—than with any other of the big organi-
zations: “Armed services are much larger, but the people
most directly in contact with them in peacetime are primarily
young people, liable to military service. Government agenciesr
are much bigger and much more powerful than any business
corporation. But only in Was%:gg;gq are they truly visible.
In the rest of the country the fifty thousand men or so whom
General Electric employs in Schenectady or General Motors
employs in Flint, Michigan, are much more visible. They are
fathers, husbands, neighbors, friends. The large business enter-
prise therefore is something we all see clearly, are fully aware
of, and have in mind when we say ‘“large organization.”

At the same time the big corporation is very conscious of
itself. The main reason is that, unlike the other large-scale
orgamzatlons, it has such very shallow roots in history. It

r. Military men still qQote from a strategy
manual a Chinese general wrote many centuries before Christ.
The modern university is very different from medieval Oxford
or Bologna; but the individual professor in his classroom prob-
ably does not act too differently from his remote predecessor
of six centuries ago. The business corporation (and its
counterpart, the labor union) cannot claim such ancestry. It
is strictly “modern”—and at best can trace its lineage for a
little farther back than a century. The first modern business,
the first truly organized enterprise, was the large railroad, es-
pecially the first transcontinental lines that spanned the coun-
try in the decades after the Civil War.

The organizers of business enterprises cannot fall back on
tradition, but have to tackle new tasks consciously and de-
liberately. They must be self-conscious in planning structures
and systems of organization.

This was particularly true of the specific firm analyzed in
this book: General Motors. The world’s largest magnufactur-
ing comparny, it did met—like its old rival Ford, for instance
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—grow out of the small shop of an individual entrepreneur.
It started out-as a big enterprise. General Motors was created,
around 1910, by William C_Dura, 2 promoter Wih viian,
who saw the ruture of the automobile and promptly bought
up a number of small, independent automobile companies, all
of which he merged into General Motors. With these small
companies came their highly independent and strong-minded
former owners, each determined to remain in control of what
had been “his” company, When this did not work out, when
indeed a General Motors made up of semi-ind dent chief-
tains came perilously close to gollapse in the depression
that followed World War I, the job of building the organiza-
tion of a very large and professionally managed business had
to be tackled as such. The one thing clear at the time was
that to continue the tradition could only lead to disaster. But
what else could be done?

Out of this question grew the first deliberate attempt to
organize the modern large industrial enterprise. P,
Sloan, Jr., assumed the leadership of General Motors in 1921
and refained it until 1955. The charter which he developed
in those early days was such a success that within five years
the firm surged to first place in the American automobile
industry, and shortly thereafter became the world’s largest
manufacturing enterprise. The principles of organization by
which this success was achieved became, inevitably, a major
concern for the management of General Motors.

My choice therefore was obvious when, early in World
War II, 1 sp\l_l_gllt a company in which to study the organiza-
tl'.__Q_l_l_ strueture, the social order, the basic beliefs, of modern
big business. No other company in those days had paid as
much attention to organization. No other company had de-
veloped as consciously and as clearly the principles of struc-
ture and management policies.

The outstanding achievement of the years 1941-1944 was
the “production miracle” wrought by American industry. This
was clearly an achievement of organization, of management.
It was the work of men from industry, some of them in
their old jobs, some working temporarily for the government,
but all applying to the wartime task the experience in man-
agement and organization they had acquired in private in-
dustry in the decades between the two world wars. It was
only natural, therefore, to ask: What is this experience? What
is the organization, the structure, the policies and relation-
ships of the industrial enterprise?

Much to my surprise, I found that no one could give me
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an answer. There was some literature—technical articles and
a few equally technical books. But by and large no one
seemed to have given much attenticm@iization of
business enterprise and to the concept of the corporation.
The people inside business were not passing on their knowl-
edge in intelligible form. The people outside neither knew
nor, it seemed, cared. I decided then to embark on the study
which resulted in The Concept of the Corporation. The manu-
script of the book was completed just a few days after the
German surrender in 1945.

What has happened since, in General Motors specifically
and in the American corporation as a whole, and what we have
learned about the structure, the values, the problems of large-
scale business enterprise, is sketched in rough outline in the
new concluding chapter to this Mentor edition. But the main
point which I tried to make almost twenty years ago still
needs to be made, and perhaps with even greater emphasis.

F The modern business enterprise is not just an economic in-
stitution. In order to discharge its economic function, it has
to have a concept behind it, an organization and a constitu-
tion. It is a social institution and a community as well, and
needs to be managed—and studied—as such.

The success which this book has enjoyed over these last
two decades, and its republication under the distinguished
auspices of the New American Library, indicate that I am
no longer alone in my interest in the business corporation as
a representative institution of American society. Whether or
W}LWDTOVCS” OF Tf it is
'a@;lé;& What is important is that one try to understand it.
Totelp convey this understanding, to help portray this new

central institution of our time, has been ever the purpose of
this book.

PETER F. DRUCKER
Montclair, N.J.
January 2, 1964



Preface

Once upon a time a young man set out to write the defini-
tive book on China. He prepared himself by studying all that
had been written on the subject. He learned the language.
And so great became his reputation as an expert on China
that a publisher gave him a most advantageous contract and
a big advance. Thus prepared, he landed in Shanghai one
fine morning. He spent a pleasant day calling on some people-
who had been recommended to him as wise in the ways of
the country and he was dined and wined wherever he went.
He returned to his hotel late at night, but could not go to
sleep. His head almost burst with jdeas. Finally, in the jﬁhe
dawn, he got out of bed again to jot down a few of these
thoughts. When he rose from his desk twelve hours later, he
had a most comprehensive, most beautiful outline; the book
was done except for the transcription of his mental shorthand.
He only needed a few minor statistics on some unimportant
point. “Well,” said the young man to himself as he read over
his outline, “one day’s delay won’t make much difference; I
might as well get those figures tomorrow so that I won’t have
to interrupt my writing later on.” That was forty-six years
ago; last heard of the young man—now a very old man—
was still looking up a few minor details and figures.

The subject of this book, the social and political problems
of industrial society, is fully as big as China and even less
known. My qualifications for writing it are vastly inferior to
those of the young man in our story. Hence this study cannot
dnd does not claim to be complete or conclusive. It touches
upon far more topics than could be adequately treated within
the covers of a short book, or be mastered and understood
even by a man much better trained than the author. Yet it
does not discuss enough topics to cover the field; and the
omissions may well be serious enough to affect the conclu-
sions. The subject is so ambitious as to make the author’s
attempts to deal with it appear journalistic; yet the book is

X111
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not ambitious enough to do justice to the subject. The only
excuse the author has is that the alternative to submitting to
the public so sketchy an essay would have been to follow
the example of our friend in China and postpone writing
and publication if not forever, at least for a lifetime. This
may well have been the preferable course. But it seems to
me that we cannot afford to postpone any further the discus-
sion of the fundamentals of our industrial society. There is
no more urgent, no more immediate topic for America—and
none which is less known and less discussed. This book does
not attempt-to_give the answers; it hopes enly tgo raise ques-
tions. It does not pretend to be the definitive book on the
relationship between the big-business corporation and a free
industrial society; it is an opening statement in what I hope
will be a lively and fruitful debate.

My interest in the social and political approach to the
problems of an industrial society—as distinct from economics
—goes back a considerable time. Nevertheless I would not
have been able to work out even this preliminary sketch but
for an invitation received in the fall of 1943. The Genéral
“Motors Corporation asked me to study and to report on its
managerial policies and organization from the standpoint of
an outside consultant, in which capacity I served for eighteen
months. This invitation not only made possible this study
financially; it also made available to me the records and
the plants of General Motors as well as the rich experience
of its executives. Needless to say, the opinions expressed and
the conclusions reached in this book are exglusively mine,
and do not reflect the opinions and conclusions of General
Motors Corporation or of any of its officers. But it would
be ungrateful not to admit how much clarity and understand-
ing this book owes to members of General Motors’ manage-
ment in the central offices in New York and Detroit as well
as in the manufacturing divisions. That the end of my investi-
gation means necessarily the end of the close contact with
this group, which it has been my privilege to enjoy for almost
two years, fills me with real regret.

I also want to record the great debt this book owes to
many other friends—in the government service, in trade
unions, in business, who abundantly gave of their knowledge
and experience.

PETER F. DRUCKER
Bennington, Vermont
January 2, 1946



CHAPTER ONE

Capitalism in One Country

This book on the central problems of American industrial
society rests on the one assumption that nothing could indyce
the overwhelming majority of the American people to give up
the belief in a pr_mjms@m except a major
catastrophe such as a new total war or a new total depression.
This does not mean that history will necessarily prove the
American people right or make their beliefs ggzail. But it
means that there is only one course open to American politi-
cal and economic statesmanship: the attempt to make a free-
enterprise system work. For it is obvious that any attempt at
organizing our economic and social system on another than
the free-enterprise basis—either because the free-enterprise
system fails to work or because it is considered undesirable—
will introduce into American society a tension between politi-
cal belief and social reality, between the will of the people
and their actions, which would gompramise our national unity
and paralyze our political and economic faculties. The central
questi American statesmanship must thus be: how does
the free-enterprise system function and what are its problems;
what can it do, what can it not do; and what are the questions
yet to be answered?

On America’s ability to make the free-enterprise system
work depends not only her stability at home but world peace.
Peace in the postwar world will not rest, as it always has in

15
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the history of the modern West, upon the homogeneity of
political, social, and economic beliefs and institutions, tran-
scending national boundaries, but upon the ability and willing-
ness of radically different political and economic systems to
live together peaceably. This—an unprecedented task—can
i . — . .

only be achieved if each of the major countries can prove
her particular system to be stable and successful. We have
gradually learned that the ability of the Soviet Union to
realize a stable and successful “socialism in one country” is
the prerequisite for Russia’s collaboration in the mainte-
nance of the peace. Should she fail in this attempt she would
have to resort to ’igg_l_zgi_oqism, world revolution, or imperialist
aggression; for every development anywhere except in the
direction of a communist dictatorship would have to appear
to her as a direct attack upon her national security. We will
now have to learn that similarly the ability of the United
States to participate in the maintenance of peace in a world
of Great Powers based upon competing principles of political
and social order, depends on our ability to create a successful,
stable, and confident “capitalism in one country.” Thus to
make our free-enterprise system function—as the basis of
domestic strength and unity and as a model for others—is
the most important and the most immediate contribution
Americans can make to international peace.

In accepting this approach this book does not intend to
become an apology for free enterprise« On the contrary, we
shall often be a great deal more critical of the existing order
than are its enemies. We shall demand of it not only the per-
formance of economic functions but the discharge of heavy
social and political tasks. But the purpose of this study is not
to prove that free enterprise is good or bad but to find out
the extent to which it does its job and the most promising
line of approach for the performance of those jobs that re-
main to be done. And if only because the American people
do so, we have to assume that free enterprise can function.

But what do the American people mean by “free enter-
prise”’? The term has become so loose that even the American
Communist Party in one of its giddy gyrations could declare
itself in favor of “free enterprise.” Yet, I think that it is quite
clear, on the whole, what the people have in mind when they
use the term. It does not exclude government regulation or
government limitation of business; but it sees the function of
government in setting the frame within which business is to be
conducted rather than in running business enterprises. It does
not, however, gxclude government management Or govern-



