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The Struggle for Control of the
Modern Corporation

Organizational Change at General Motors, 1924-1970

The Struggle for Control of the Modern Corporation provides a fasci-
nating historical overview of decision-making and political struggle
within one of America’s largest and most important corporations.
Drawing on primary historical material, Robert F. Freeland examines the
changes in General Motors’ organization between the years 1924 and
1970. He takes issue with the well-known arguments of business histo-
rian Alfred Chandler and economist Oliver Williamson, who contend
that GM’s multidivisional corporate structure emerged and survived
because it was more efficient than alternative forms of organization. This
book illustrates that for most of its history, GM intentionally violated
the fundamental axioms of efficient organization put forth by these ana-
lysts. It did so in order to create cooperation and managerial consent to
corporate policies. Moreover, it was the top managers who advocated
these changes. The corporate owners vehemently opposed them, touch-
ing off a struggle over corporate organization inside GM that lasted for
decades. Freeland uses the GM case to reexamine existing theories of
corporate governance, arguing that the decentralized organizational
structure advocated by efficiency theorists may actually undermine
cooperation, and thus foster organizational decline.

Robert F. Freeland is Assistant Professor of Sociology at Stanford
University. He has published in the American Journal of Sociology, the
Journal of Law and Economics, and Business and Economic History

and is the recipient of the 1998 Social Science History Association’s
President’s Book Award for this book.
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The series Structural Analysis in the Social Sciences presents approaches that
explain social behavior and institutions by reference to relations among such
concrete entities as persons and organizations. This contrasts with at least four
other popular strategies: (a) reductionist attempts to explain by a focus on indi-
viduals alone; (b) explanations stressing the causal primacy of such abstract
concepts as ideas, values, mental harmonies, and cognitive maps (thus, “struc-
turalism” on the Continent should be distinguished from structural analysis in
the present sense); (c) technological and material determinism; (d) explanations
using “variables” as the main analytic concepts (as in the “structural equation”
models that dominated much of the sociology of the 1970s), where structure is
that connecting variables rather than actual social entities.

The social network approach is an important example of the strategy of struc-
tural analysis; the series also draws on social science theory and research that
are not framed explicitly in network terms, but stress the importance of rela-
tions rather than the atomization of reductionism or the determinism of ideas,
technology, or material conditions. The structural perspective has become
extremely popular and influential in all the social sciences, and this series brings
together such work under a single rubric. By bringing the achievements of struc-
turally oriented scholars to a wider public, the Structural Analysis series hopes
to encourage the use of this very fruitful approach.



For my parents

and to the memory of Carol Hatch

... we must shake off the sadness and take her and place her
before us, though she may be faded, a figure from days long past,
and we must have the confidence to be amazed that she ever did
exist.
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The Modern Corporation and the
Problem of Order

Analysts of the modern industrial corporation tell a remarkable story. In
it, the invisible hand of the market has become cramped and atrophied,
perhaps broken beyond repair. The damage has been inflicted by none
other than the modern corporation, its visible hand clenched into a fist,
pounding away at the fetters of the market, struggling to bring about a
“managerial revolution in American business.”" This story is told not by
critics of modern capitalism, nor by those advocating a return to unen-
cumbered free markets, but by analysts who see this managerial revolu-
tion as inevitable and desirable. Only with its success has capitalism
come into its own, attaining previously unimagined levels of productivity
and profit. In their account, the modern corporation emerges triumphant
precisely because the visible hand of management is more efficient than
market allocation. At the heart of this efficiency are new forms of orga-
nization that lower the cost of governing the business enterprise. The
triumph of managerial capitalism has led to the dominance of a new type
of business organization: the decentralized or multidivisional form (M-
form) characterized by a number of distinct operating divisions and over-
seen by a hierarchy of professional managers.” Described as the “most
significant organizational innovation of the twentieth century,” the M-
form has been perhaps the most important single factor underlying the
success of the managerial revolution.?

The ascendance of the modern corporation is not the end of the story,
for many of the enterprises that led the managerial revolution now
face serious difficulties. They have been challenged by foreign competi-
tion and declining profit rates, while critics have asserted that they are
plagued by wasteful and inefficient production, inept decision-
making, and the practice of placing short-term profits ahead of the firm’s

1 Chandler (1977).
2 The term “M-form” (for “multidivisional form”) originated with Williamson (1975).
I use the terms “M-form,” “multidivisional structure,” “decentralization,” and “decen-

tralized structure” interchangeably.
3 Williamson (1985, p. 279).

1



2 Control of the Modern Corporation

long-run interests. The efficiency of the M-form itself has been called
into question by charges that it is ossified and bloated by bureaucracy,
plagued by information-flow deficiencies, and too large and unwieldy to
govern effectively. The situation has become so critical in some cases that
long-dormant shareholders have intervened to take control of governing
committees or replace top management, events that were nearly un-
thinkable in earlier decades. At least in some industries, the victory of
the managerial revolution and the efficacy of the decentralized form
appear to be in doubt.

Perhaps the foremost example of the modern corporation’s triumph,
as well as its decline, is General Motors. GM created and perfected one
of the earliest multidivisional structures, during the 1920s, under the
leadership of Alfred P. Sloan, Jr., and Pierre S. du Pont. Following the
seminal work of Alfred Chandler, GM’s organization, along with that of
its largest shareholder, E. I. du Pont de Nemours, has been regarded as
one of the paradigmatic examples of increased efficiency through decen-
tralization.* After implementing the M-form, GM quickly became one of
the most successful corporations in history, a position it held for nearly
half a century. Surpassing Ford in the late 1920s to become the leader
in the automobile industry, GM amassed a record of profitability that
stretched unbroken into the 1970s; in some years, its share of automo-
bile sales was over 50 percent of the North American market. The
corporation became one of the most important institutions in the U.S.
economy, single-handedly capable of having a serious impact on the
country’s economic well-being. By 1956, one government study con-
cluded that “there is probably no company in the United States that
affects the lives of the citizens of the country as much as General
Motors.” Analysts inside and outside of GM attributed the corpora-
tion’s incredible success in large part to the decentralized structure that
it put into place in the 1920s. GM’s organization was taken as a model
of efficiency, and Alfred Sloan, who served as the corporation’s president
or chairman of the board for over thirty years, continues to be hailed
as “an organizational genius” who was “relentlessly given to profit
maximization.”®

By the 1960s, GM’s long record of success was beginning to show
cracks. As early as the mid-1950s, GM began to lose market share to
foreign competitors such as Volkswagen in the small market for economy
cars. Because this market accounted for only a tiny fraction of GM’s
profits, the corporation was slow to react to the developing trend toward

4 Chandler (1962); Chandler and Salsbury (1971).
5 U.S. Senate, as quoted in Cray (1980, p. 10).
6 Williamson (1991b, p. 79, fn. 8).
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smaller, more fuel efficient autos. When it finally decided to develop
such a car, the result was the ill-fated Corvair. The car that Ralph Nader
dubbed “unsafe at any speed” led to millions of dollars in lawsuits
against GM and increased government regulation of the automobile
industry. Perhaps more important, from GM’s point of view, the corpo-
ration’s reputation as a forward-looking producer of high-quality autos
was called into question. But GM’s problems ran even deeper than
considerations of quality, safety, and customer relations. Between 1964
and 1969, the return on investment for the Chevrolet division, long the
mainstay of GM’s profit base, reportedly plummeted from 55.4 percent
to 10.3 percent.” Following the 1973 oil embargo, GM’s overall
sales and profits fell dramatically, and its long dominance of the U.S.
auto industry was shattered. The corporation that once had been
hailed as the paradigm of efficiency was now charged with wasteful
and inefficient production, failure to plan for the future, and inability
to recognize emerging trends. Yet on paper, at least, GM’ organi-
zation looked very much like the M-form that had been erected in
the 1920s.

Why did the decentralized structure that served Alfred Sloan and his
successors so well prove to be so ineffective later in GM’s life? To address
this question, I set out to examine the changes in GM’s organization over
time. Initially, I expected that my research would focus primarily on the
latter stages of GM’s history, for the period prior to 1960 seemed well
documented. Chandler’s pathbreaking work focused extensively on the
period from 1920 to 1925, when the M-form was created. Arthur Kuhn’s
comparison of GM and Ford extended the analysis through 1938, one
year after the corporation’s first formal reorganization.® Decades before
these works were published, Peter Drucker had written about his expe-
riences in GM during the 1940s, providing a less systematic description
of the decentralized structure that nonetheless seemed consistent with
Chandler’s analysis.” Finally, Alfred Sloan’s best-selling autobiography
provided a firsthand account of the development of GM’s organization
over the years.'® Sloan’s account emphasized that the GM structure had
changed little between 1925 and 1960, and, like Chandler, he attributed
the corporation’s success to that organization.'” While a few reviewers
noted inconsistencies in Sloan’s story, there appeared to be no reason to
doubt that the M-form had changed only minimally prior to 1960.'
Nonetheless, I set out to examine the primary historical documents
that were available — internal memos and reports disgorged by the

7  Wright (1979, p. 100). 8 Kuhn (1986). 9 Drucker (1972).
10 Sloan (1964). 11 Chandler served as a research assistant for Sloan’s book.
12 See Wolff (1964).



