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Mr, Thomas R. Reid was born in Monticello, arkansas, on
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from the University of Arkansas in 1935, Some of the positions
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selected him as one of America's ten outstanding young men of
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_ COLONEL MbKénzze.~ I think ) paﬁuectly valid assumptlon that
if some .of the. early. businessmen of this: Gaunhry of ‘the type of the o
Vanderbllts, the Astors, the Harrimans, or the ¥ills ‘were to. come to
life agaln and were to sit-in on 2 management conference.staff meeting
that they would be qulte surprlsed at the trend of conversat1ons._¢

; We are repeatedly told that economlc moblllzatlon must be’ accompllshed
by and: through men. For that reason we have scheduled . a lecture here .
this morning. that, to my knowledge, has never béen given at “the Industrial
College before. Ve feel it is important that in your studies of economic
moblllzathn and ‘in the future work you may do in that area that you _
--_ should have ‘an appre01at10n of the ethics of American. managers, It .is o
extremely approprlate that we.- have this lecture at this time before we V;,
go out - on:our field- trip, at which time you will have an’ opgortunlty '
to meet .80 - many of* tnese outstandlng bu81ness leaders of our. counurJ.

Hav1ng selected @ toplc ‘that we felt was. 1mportenb, the queptlon of
-Belecting a speaker was a rather inberestlng ‘experience, We went to _
MeCormick and Company in: Baltlmore where, with its" youthful and energetlc
president, we have notlced over. the years outstandlng leader €hip in this
area., They have for thelr vige presxdent our speaker this morning. = He
is a. man.whose stature was such that he was recognized by Secretary
Forrestal and appointed 'the first chalrman of bhe ClVlllan Personqel
Bollcy Board, :

, It is my pleasure tc introduce to the Industrial College and “to our
- guests, Mr. Themas R. ueld, Vlce Presldenb of wcCormlck argd Company.
) Mr. Reld. .

R MR. REID., Thank you, Colonel Cooa mornlng, gextlemen. The story
.1 shdll relate today had .ite origin at the ‘beginning cof business and I .
hope will néever end. It is tne story of ‘management ethics-~the spiritual,
moral, and ethical values in business which g6 along with the concept of
making money and earning a profit,’ If they are overlooked, all 5001ety

- .suffers, If they are observed, dll soclety beneflts.e

‘ My partlcular story beg1n= about four or flve years ago Nhen my .,
interest in this. subject, whlcn, 1-grant you, up to that time had been

.fairly dormant, was stirred imto life by an invitation that camé to ms

and a number of other busxness, labor, ‘and relig ious 1eaders from Generel
Robert: Wiood Johnson, Presidenit ‘of Johnson ahd Johnson of New Brinswick,

- Nede It was the kind of invitation that comes. acress. ‘a businessman's

'5? desk falrly regularlx, -an 1nv1tat10n to attend a conference to dlscuss
a subject of general: 1ntere$ﬁ“" L : ,
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And yet, at the same time, it was the kind of invit atlon that Jou
looked at once, looked at again, then Sald,’"ThlS is somebhing I simply
must not pass up.,¥ It said sometnlng Iike this: As & businessman, I
have been concerned with a growing attitude of indifference to ethical
values in management, and I1'd 11ke to vet together a group of my a50001ates
to talk about 1b. ' : . »

It was interesting tc note that all the others who were ¢nv1ted ‘
apparently had the same reaction because with the exception of two men
out of thirty-eight all turned up at the original meeting in New York to
begin 'a series of discussions Wﬂlch uurned out to be as 1nterest1ng as
any T have ever attended » :

General Johnsen opened the mectlng pretty much in this waye, He
said, "I was asked by one of our 1ndustr1a7 roiatlons execubives a few
weeks ago if I would mind setting down on paper ‘the basic beliefs of ‘the
management of Johnson and Johnson with relation to peoole—~not in aetalt,

~but just the fundamentals of what we believe in and what our. 1deas are
about our moral and ethlcal relations to other people.”

General Johnscn then went on fo say, "I told the executive, !Why,
now I heve a little free time this evening; I'11 be glad to do 1t. You'll
have it tomorrow morning.'® But when General Johnson sat down to do. what.
he thought was a re;atlvelj simple task, he found hlmself oomolete¢y ‘_;a
stumped. Sc he told the executive the next mornlng, "L sorry 1 didn't
get it done last night. This week end, however, I have se free time
and I'1ll spend Saturday and Sunday on it. You'll have it Monday morning,
sure." o

So he spent aturday and Sunday on it. He wrote and he rewrote, he ..
destroyed .what he had done. "Finally," he said, "I came, at the end of
Bunday, to the sad conc¢lusion I simply did not know how to set down on _

paper the basic policies in which we believe in deal*ng with otner people.
So," he explained to us, "Itve called you together, as other businessmen .

- who may have met this same problem, to see if you can help me set down
in writing what are some of the ethical and moral concspts of bu51ness
management in the 1 oaern—day Wor¢d n »

We set to work with that charge before us. Ve were vastly aided
in our work by e group of people, that grew as we went along, from-all
areas of public life, We had regresentatlves of both the CI0 and the ,
AFL who gave us the lebor viewpoint in our dlSCHSSlonu. We had oraulaents o
of some of the country's great corporations, We had men who were gpecial—
ists in personnel and human relations, like myself, to give same technlcalﬂ
‘tone to the. meetlnsu. : : :

In the course of our alscu5olons, however, we suadenly'found Bhab
the people who were taking the leadership espe01 11y on many of the ‘mora}




and ethical problems turned out to be the rellglous leaders. I shall
never forget one evening when our regular meeting was held in a private
room at the Stork Club, I am quite sure the regular residents of the
Stork Club still rub their eyes in amazement when they recall that
evening when a group of priests, rabbis, ministers, and so on, passed
through the bar and public room on the way to their meetlng.

This, dlscu351on went on for & perlod of three years. We soon found
we wWere concentratlng more and more upon that part of the ethical relation~
ship. whlch concerned itself with dealings between management and’ labor, °
I cannot’ explain to you why our discussions took that turn; except for ,
the fact’ that -most of us, perhaps, were interested in that more than we
were in =ome of the other relatlonshlps. v

The publlcatlon whlch flnally emerged, therefore, came out under
the tltle,,"Human Relations in Modern Business." It was published by
the Harvard ‘Business Review in September 1949 and has recently been
published by Prentlce~Hall, Inc, It contains, along with & listi ing of
"all the representatives of religion, labor, and business who participated
in the discussions, a summary of the findings. of that group.

It was my pleasure to. serve on the ilﬂdl draftlng of that statement,”
We drefted and redrafted ‘many times a statement which.we felt might be
acceptable. Flnally, we discovered that even our best effort was not
acceptable to all participants. There were dissensions along the way. o
- There were those who attempted to pull out of the original group because,
for one- thing, they could not accept some of the things a number of -
members of the group wanted to- de about human-. relatlonshlps in menagement.

For one thing, the businessmen and the. rep gsentatives of the church
could not reconcile in some 1nstances'tne1r full acceptance of the principle
of unionism, I never could quite $ee--and some of nmy business associstes
could not qulte ‘see--why some of my colleagues in this group took the
attltude no employee: could possibly get a fair deal from management unless
he had a unlon membershlp to protect him from managemen

- Oure concept was ‘that so 1ong as management is-ethical and so long
as management is falx, the fact that it has a union or not is relatively
unlmportant that it is not necessarily true that a union is required to
protect the 1nterest ‘of a worker from a wvoracious management; it may
be that, even Without a unlon, workers and management can understand
each other and errlve at common understandlngs. . a

At any rate, when the job was done all of us felt it Wag somethlng
of a-'miracle of coordinated effort. I think it is cne of the few t imes
that the Jewish, the Christian, and the Catholic Ghurch have agreed on-
any document in its finzl form. I think 1t is one of the feéw times, tog,'
that the CIO, the M‘L, and the leadlng, industrialists of this coun’crf
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have agreed on a document in its finsl form. So, in spite of the few
misgivings and the alterations in text which were necessary because of
differences of opinion, there emerged from this three years of 01°cuqs*on
a rather 51gn1f1cent document._

I 31ncerely hope it enjoys w1de 01rculat10n and wide attention. I
hope it brings- about more meetings like this where people of goodw111,
good intent, and good minds sit down together to discuss the issue of
_ ethics in management. We can no longer afford to neglect its 1mportance.
Wie can no longer afford to ignore it and only hope that the problems cf
moral and ethical values will solve themselves while we devote'our _
principal attention to the more commercial aspects of bu81ness and management,

To lock at it in its broad perspectlve, I think you mlght well
visualize the problem of management in ethic and moral values very much
better if you would see in your mind's eye a chain which might be ¢allied
the "chain of business reaction." Visualize that chain, if you will; as =
made uwp of five links, In the center- link, at the top, you might insert
the word "management " management becomes the central contro 11ng force.

Below management, ‘as tne Iink 1mmad1ate1y to the left, would oe
"ownership" of the business, Ownership and management, thereforc, becomn
the first links with which to begin a business. They may well be % -
same. In many small business cperations it 1s customary for omnersh;p o
and managemenu to be the same. ST e

In other instances, ownership, whether it be partnerohlo ‘or ‘corporation,
may be rather remote from maznagement. In the larger corporations & sreat
body of stockholders may select management and at the amnual stockholders
meeting question whether management is doing its job Well. But in the
long run the relationships zre as a llnk 1n a chain rather. thun as'a
common integral. , : -

- So we have the link .called management: and the link called - ownérsaip.“
Then on the other side there is a llnk called Yemployees™ (or workersj.
Take those three links of the business chain together and you will "see
that business simply cannobt run without all three. Somebody must provide

~ the capital, put up the risk money, take the chance., Ownership, therefore
becomes responsible for the very foundation .of any business. Somebody
must operate it, run it, determine its pollc1es, and set its course.,‘“‘
Management, therefore, becomes the second- link; And, finally, soméong-
must do its work, As I have often said, in discussing human relatlonu,
no one has yet invented a machine that was good for anything until 2
human being stepped intc the picture to push a button to start it or
stop it. Nobody has yet found a2 perpstual motion. operation which would
run mechanically without the help of humen beings. 50, employees {or
workers) are essential to the success of any busxncss oonratlon. mothlng
is produced until pecple zo to work

4
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The third. llnk in the chaln, tnc employems (or workers), Lucomes
closely tled up w1th cownership and. menagement.»

‘Now 1et us 1lst Some of the llnks that are JDlned to these top threu.
Let us call one of them "customers," Just as a business camnot. oobrgte
- until some worker or some employee pushes a button to start a machine,
it becomeu equally obv1ous no -business has any use for the machine or
anybody to push the button to start it or stop it unless thers is some~
body to-buy its product. Therefore, the market for the product determines
the number of . employees, determines so many things, that the customer
becomes a very important link in the chain.  So let us pub the customer
.as a 11nk 1ndlssolub1y 301ned to the -others. S

. And: flnally, as . the flfth 11nk JOlnlng all the other links together,
let us put.in one that we might call the Yeommunity.® The community in
this_ sense represents all the public, all the people, whether customers;
employees, or just the general public, who have some contact, in waatever
way, w1th that buslnnss operatlon. ,

As we v1sua11ze that flve—llnk chaln, I Woulc suggeqt you put around
it in your mind's eye (because it, should be all the way around it) a map
of the. Unlted States. And as you do. that, reflect on this fact, please:
In my Qplnlon, every business operation should look upon itself, first
and forpmost, as.a part of the United States of Americas Whateveér else
it does becomes secondary to that essential fact of citizenship in a-
nation, of obligation to & country, of responsibility to do whatever
_ negeds to be done .as that bu31ness develops to protact the United -States
“'and all its people. : : : : e

So, I nave purposely not 1nserted government &s a 11nk in. the
chain of bu31ness reaction. : I have suggested ‘instead thst the entire
chain be surrounded by a symbolic map of the United'States. . The Govern—
ment of the United States is much more than a link in a chaln. The
Government is so all-pervading and the necessity for retaining it and’
our Natlon S0 almlghty that it is mere important than 'a mere link in a
cha1n¢ As a matter: of fact, it must become the overrlalng 1nfluence 1n
all busmness act1v1uy. REPESE : . :

Many of our ethlcal problems in bu81ness would be solved almost
at once if you and I could be sure that- -every entrepreneur,. every.
enterprlser, or. bu51nessman honestly thought of his business as respon51ble
first and. foremost to the United States of America.  Take our problems
in time of- war, in a851gn1ng contractors and in encouraging business teo
divert their production from peacetime goods to the needs of wartime.
There would be no problem if the ethical concept of every enterpriser
and every manager was simply that the United States . comes first; any—
thing. the United States wants me to do, I will do W1111ng1y end. gladly -
in the interest of a.better nation for-all of us. So many.-of .our
problems would fall into place if that primary ethical concept existed,
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Now, you and I well know that it does exist, but unfoztunately not
so extensively as it should,  You and I well know there are many responsible
enterprisers who have that attitude completely, and whose loyalty and
good faith can be counted upon beyond a question of a doubt. The thing
you and I must do in our contacts with businessmen is to: try-to-expand
that concept to the many who have not’ yet achleved it; to the many who -
“simply cannot see that anything is more 1mportant than mek1n5 a proflt
for thelr own individual interests. e

Viith that picture before us, let us analyze the 11nks in’ the chaln‘
What is management's ethical responsibility to each of the links 'in the
chain of business reaction to which it is joined? ~First«6f all; let ‘us
look at its responsibility to the chain we have marked ownership, who
may be stockholders, partners, or investors in the business. : ‘They are
the ones who own the business; their money has been put into Lt to orov1de
the capltal with which to operate. , R SR

Management's flrst resoon51b111ty'to those who prov1de the r;sk
capital is to protect their investment by making a profit. That ‘becomes
the first duty of management——to make a profit; to manage the business
so successfully that a profit is earned over a périod of years. - Manage~
‘ment may well be condemned by ownership, and may well be called into-
account at the annual meeting of stockholders if it has failed in- that _
first charge. Regardless of how successful it may have been on.aii~ -
other counts, management must notvfailrin fulfilling that first'éharee;

Profit is the ammunition 5ystem which our Amerlcan free~enterprlse
competitive system uses to keep businesses in operation, to provide
products tc customers, and to provide wages to employees, Without &
profit, the business system stops. That becomes, then, the first obllgatlon
of a management executive-—~to make a profit. The ways in which -he makes"
that profit will come into our discussion of his relatlonshlps Wlth other
“unite in the chain, : : o S

Management's responsibility to- the next link in the Chaln, the
employee (or worker), is one which is a wide-open topic. I think it
is really the issue:of the day for I do not know of anything that
fascinates businessmen more right now than this problem of just exactly
what, is management's, responsibility for those employees who work in our
bu81nesses.‘ Frankly, we have seen a change in our time.  We heve seen
an acceptance of a new idea of the ethical responsibility of an employer -
for the people who work for him. iiaybe you have not sensed it, but:L
have, as & businessman. 4s a matter of fact, I think it is one: of . the
most 31gn1flcant ‘secial developments of this current generatlon.\ :

' What has happened is 31mply this: The management of an. enterorlse
is beginning to accept the concept of trusteeship for employees. In-

other words, management is now saylng, "iwe have a responsibility for the
), iy

C
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" people who ‘work for “US, end for thc famllles who deoend for welfare
upon the webs of -those people. And this respon51b111ty which we now
have goes beyond the mere payment ‘of ‘a fair Wage at the end of the week.“

In the fact~f1nd1ng committee report on stee*, oresented to the
Pres1dent by Chalrman Carroll Daugherty and his associates, there was
one of the most significant social paragraphs I have ever seen. It
attracted very little attention; it is surprising it did not attract
more. It said something like this: Management owes employees an assur-—
ance that they will be taken care of in old age; that they will be taken
care of. when they are too 0ld to work; and that they will have an income -
when they are -no: longer able to out in a day's work for the company.

, It was not too many years ago when that would have been con51dered
rldlculous. For in effect it says an employee need not set aside money
for his old age, that he need not worry too much about the rainy day
'you and ‘I’ have.been told to look and prepare for; somebodj is going to

see to it that he is taken care of w1thout ‘his having to assume that
‘respOHSLblllty oersonelly. : - :

v Whether 1t be- Government through soclal securlty, or whether it
be prlvate emplqyers through private pension plans, we are.now saying—-—
and innumerable wage contracts were:negotiated last year and are being
negotiated this year--that management accepts the responsmblllty of

looking. after its workers throughout their natural llfe, whether they
work or not. ‘ : . :

That 1s & 5001al development of the- utmost 1mportance. It is some~
thing that hes not been said before. It is a trend'whlch has been deVelOp—
- .ing. . It is upon us now flatly, unequlvocally, It is here to stay, in
my opinions: fdanagement says not only that it will protect a fair rate.
of pay for its employees when. they work, but it now says . it assumes
responslblllty for what happens to them in their old age when they no
longer can work. It may be a matter of only a short time when management
says——and 1 do. not ‘think it will be too long a time either-~"ie accept

responsibility for seeing that our. employees have a reasonable assurance
of work during the year," which immediately gets. 1nto the area: of guaranteed
annual wage. and stablllzed employment. : : : »

Then, too, management may say, e assume responsxblllty for seelng
to it if an employee becomes ill he loses no income because of circum—
stances -which are beyond his control.® The chain is endles as.to what
might develop in new concepts of labor-management relations as a result
of the acceptance of that new idea., .4s-I see it, there are really five
things that management does owe to employees, ethically speaking. There
are five things that management should assume as a responsibility and
within. its framework should try to give workers as much as possibla.




. The. first thing,is a fair pay--not necessarily good pay but fair -
pay. 4Are we sure that:the rate we pay for this job is right; that the
skill the job demands is rewarded . sufficiently greater than a less skill-.

ful job requires, for which a lesser rate is pa2id? Are we sure that

our rates compare favorably with the rates this employee. could .secure
from comparable. industries and comparable areas? . - . - ..o
_ ”Secdnd,‘securityv4thé very thing we have jﬁst>been talking about:
security for old aze. Security by the year, in the sense- of ‘how far we-
go to stabilize employment. Security by the day in the sense of what .

-we do if the employee becomes ill. .

Third, bpportunityu~there is an obligation to have fair systebs;of

merit-rating and upgrading so that. the employee has some assurance: of:

the opportunity to advance., hether he does advance or not -I hope will
always rest with the employee. But the opportunity to advance and the-
system by which merit may be recognized is‘évresponsibilityaof'management;

Finally, there are two things which are nonfinancial incentives but -
vhich are most important to an employee and which I think belong din this
list of menagement's responsibilities to the workers. One of them is .
recognition-~the desire of a man to be esteemed in the eyes of his fellow-
men; the desire of a man to be recognized when . he does & job well; 1o -

‘be identified as a human being and not known' simply as a number or card
'in the pay roll account., - ‘ : Lo . T e

The other is participation--we have much to learn about that, . By

‘participationvl mean the idea of an employee becoming a part. of the

management operation ih some sense, .We have done it better at- McCormick -

: and Company, I think, then most companies. Since 1932, under the multiple.

management plan developed by Charlie McCormick as president, we have. .
given not.only fair pay, security, opportunity, and recognition; but we
have gone the final step and added participation to the list. e
For pxample, our junior‘éxecutives gerve on a junior board‘of : G
directors, a factory board, or a sales board. Our employees participate

.in;monthly‘meetings of :employees in Baltimore and in all our branch -

plants where they give us ideas and where we talk with them 2nd com—

~municate with them and share our confidences with them—-a direct par—.

ticipation which supplements the suggestion system, and which gives:
every employee in the company a feeling of participating directly in
business affairs, : : , R

So, those five things I consider management's responsibility to
its workers, . : A _ Lo

; hs fpf_the customer, the iist can bexélmost.a_corollaryz -I.think'~‘
the first obligation menagement has to the customer by way of ‘ethical
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and moral values is one of fair value-—-not necessarily the best guality,
not necessarily:the lowest price, but the two in combination so tﬂat the
product offered to ‘the eventual consumer is & falr value. . B o

T flrst planned to say that the two factors that should be given as -
an obligation of management to the customer were quallty and price. Yet, -
in contrast; our competitive system brings us to the point where that
may not-be: exactly what we are talking about. For instance, ebhically ,
speaklng, is it wrong for a manufacturer to offer to a customer a product
which isiof poorer quality than the product offered by his competitor so :
long as the price accurately reflects that poorer quality? I do not think so.

- Is it wrong, for example, for one great enterprise to .offer an auto-
mobile,. machined to the finest tolerances, "built with loving caxe,” with
almost ‘hand~made precision—-and priced accoralngly:~~and still at the
same ‘time :of fer ‘ancther automobile which admittedly is not of the same
high guality but which also offers a price that by comparison to the
price of the first is so attractive that the second far out—sells the
better quality car? Is that wrong? I do not-think so. I cannot see
~ where management. should be criticized on ethical grounds because its

quality may be less than top grade, prov1ded the Drlce for the quallty
he. offers 1s rlghto

So, the p01nt then is not "prlce“ and it is not "quallty," It is:
, "falr value." : ’

Unlformlty, I think, is-a responsgibility of management to the customer, °
I think it is-a very important one, tco. I canmnot conceive of anything -
much worsey ethically, than management failing to keep its product uniform,
of a standard quality, so that its name put upon a piece of merchandise
means exactly the:-same for every unit produced. If that means spending
a great. deal of money on quality control in the laboratories, if it ’
means spending a-great deal of time, effort, and money on the most minute -
inspection, 1 submit it is worth it. Management's responsibility to the -
customer is to make sure of absolute product uniformity. If there are
three million .units turned out in the course of a year, the two millionth
. should be identical in every respect in quality to the customer who buys
it as Unit Noe. 4 or Unit No. 3,000,000.. There should be no deviation
or notieceable difference to the customer, and. in fairness to the custoner
the brand name on.a product should assure unlformlty so tnat one- unlt 1s
exactly . gs good: as another. - : S -

Respon81b111ty is another oblloatlon of management to the custcwer;
Responsibility implies that the management agrees to back up what it hes
said in its advertising; what it has said on'its labelj what it has said
about its product which has induced the customer to buy it.  If thet
‘responsibility does:not: exist, then I think management has failed in a
most important moral obligation to the people who buy its goods. TWherever.
management will not assume the respon51b111ty for backing up what it

9
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sells, for assuring the people who buy its products that to.do.so is-an <.
assurance on their part that ‘they will guarantee its value as advertised,:
then an ethical value has come into the question of relations between -

management and customers. - This can be of the most serious conseguence.

. VWhat keeps it from happening now? - What keeps the fly-by-night from: -
doing just that and taking an inordinate profit as a result? Well,; the -
brincipal thing is competition,  So long as any producer of a product
knows he will be caught in the long run and his profits curbed becausge
a competitor, sensing he is falling down on relations with his customers,
will take advantage of that situation and step ‘in to offer his product
to the customers instead, we almost automatically have 2 brake on all
these excesses which management might be tempted to do. EERA

- You and I may well say here, "Ihere shouldn't have to be brakes,
There shouldn't have to be economic curbs, There should be a désire on
the part of all management executives simply to.do good-always.™ 'T;ue,_
it is-desirable; but let us not delude ourselves for.one moment that it
is very practical, The desire for the dollar is S0 .all-pervading-to* -
many enterprisers that in the long run it is the economic curbs which.
will tend to bring our ethical values into line much more effectively
than any other curb we can devise. ‘ SRR

I think that a strong competitive system is essential to the pro—
tection of the customer,-to the protection of fair value, and the pro-':
tection of management's responsibility to the customer. - I hope it will
. always be maintained. I see nothing wrong with it, I think’'in the * = |
long run it is more effective as. a protector of the customers! interest
than any kind -of .singularized, centralized control of an industry; - PRI

Now let us look at the firal link in the chain.. What is the moral.
or ethical obligation of management to the community? What is the S
interest of a business in the peéople who really are not directly involved .
in the business' operations? Here is 2’ company which manufactures razor"
blades, let us say. ‘Does that éompany!s"responsibility or obligation, =
ethically speaking, to the community in which it is located, ‘begin-and .
end with the men who use razor blades? . Does the responsibility of ‘@ -
company which manufactures women's cosmetics begin. and end with its:
obligation to‘the,custOmers,who'use cosmetics'and;have no ‘regard what-—
soever for you and me because we' do not use face creams, powders, of
perfumes? I do not think so. ‘ o I

I think there is a subtle change which is taking»place..;Businésseé
are beginning to realize if they operate in a community. they owe-some

kind of responsibility to all the people of that community. - The communitj _

may be quite a small village, or a large city; or it may be a .states. -
In our case, for example, we HLave determined at lMcCormick and Company
that every member of our senior board ‘of directors shall coensider himself
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so versed-in the business that he is expected to take time for outside
activity in-addition to his daily job. - He is expected to delegate a

part of -his task to a member of the junior board, or factory board, or -
sales-board: to -do the leg work under him, so he will be free to serve
as president of his luncheon group, or free to serve some public service
activity, such as the Community Chest or the kmerican Red Cross, or a.
government activity, We not only encourage it, we expect it. Vie censure
that member: of our board of direstors who for soms reason or other fails
t0 carry-out what we consider an obligation %o the community. -

- Inmy case, I was chosen as the guinea pig to take it .one step further—
to run for public office, as a City Councilman in the City of Baltimore, )
‘the reasoning being it is good for pecple to step out of business and

get into civic activity. Isn't it a good thing for business to stop

griping too:much about government and get its good people into govermment

to try to:do something about it? . - R B ‘

‘The experiment has been notably successful. I think it has extended
+0 other businesses.as well, I think it will extend still further. 1f
busingssmen: generally will accept that_feelingvof.pesponsibility to the .
to the community, of public service, you and I will see more good people
in office, more good pecple in civic affairs,- S . o

-#And so, gentlemen, we have looked at the moral and ethical responsi-
bilities of management., We have . looked at'the\respohsibi]ity'of,managef
ment ‘&nd ‘its obligations, ethically and morally, to-ownership, which. -
is to make a profit; to employees (or workers) to provide fair pay, =~ ..
security, opportunity, recognition, and participation; to customers to - :
provide fair value, responsibility, and uniformity; to the community to . -
provide public service and unselfish interest; and, above all, the ethical
responsibility ‘of any management to serve ‘thé United States first and’
foremost, ©n o i S A S T ’ R

‘::Thankwyou,‘vr

_ "QUESTION: There is no doubt your company has been most outstandingly
successful in the utilization of this new concept. 1 wonder, sir, if you
‘would tell us why it is that the steel companies, the automobile manu—
facturers, and so on, who are ever on the alert for new ideas, have not .
adopted this concept of yours? ‘ . : o

MR. REID: Well, I would not quite go so far as to say that they have .
not, I dctually believe they are on the way, That was one of the most
encouraging things we could see during 1949. Let us look, for example,
at’ the contracts that were made by the steel companies last year with
the CIO- Steelworkers; and with the ULW(CIO) and & motor company,., Thoge
were definite steps in this trend we are talking about this morning.
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Now, I'1l grant that union pressure had to be brought to bears .. ..iu
That is regrettable, to my mind., I am serry management did nobiseize
the initiative more then it did. But I'll grant this,gonce;thambargaining>
talks proceeded to the point where it became evident thet. the union would. .
be insistent on its points, I do give them credit for accepting an entirely
new concept of responsibility to the workers. : TSR SR

I think the pension plans which have been written are excellent fore-
runners of a new kind of management thinking about trusbeeship for employees.
&s I said, they go beyond the idea of, "let's just pay a fair hourly rate
and let it go at that." They actually say, "ile owe something.to these
people who work for us.* o . Coonn FhaiasTn

S0, you see, that is quite a step. They are making some: progress. .-
I believe, however, you will see a little slower development in.the . ..
trend in some of the other corporations than you would, for example, in

a company like ours. One of our great advantages, 1 might point. out,

is that we are so flexible, Ve §it down in-.our board of directorsi .
meetings, toss out some problems such as those which I have described : -
today, decide we will proceed in such and such a way, then:-go:.ahead:-and -~
do it. o ' ' o o S

"I am very much encouraged by what I have seen in cne motor .company,
for instance, in recent years in its efforts,to‘attempt‘to,stabilizef
employment during change—~ever periods before model changes., The auto—:
mobile industry has been a great hiring-and firing industry. Now, how-
ever, the managerskare,beginning‘to‘say;'FWe just realize we may have
some responsibility to see that these people are kept on the jobs while
we go about the job of drafting designs and plans for new models, and .
drawing up and making dies to produce them."  One particular motor company
has taken leadership in trying to minimize the effect of model .change:
on layoff. They have worked out systems whereby employment has been . .
stabilized much more than it was in the past, : I

411 those gocd portents. I do think,theyvare on the way;«~llénly~‘ :
hope we will see more of that sort of thing. T PL 4y T

COMMENT: I think it can be argued successfully that accepted
personal'respbnSibility is a character builder. I think most:-of us..
have had a chance to observe in the old home town the comparison: between
‘the one working man who was a solid member of the community and the ;
~other who was an irresponsible spéndthrift+~contributing,nothingftpmthe
community. ’ R R Sty U ;

1 am wondering if an acceptance of trusteeship on the part of. . -
management would not in many cases be destructive of the character: or:, « ..
moral fiber of the individual--and later on the community—and if the

~ideal isn't a cooperative trusteeship between management and the worker
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himself in-which there isa strong 1ncent1ve for hlm to partlc:pate in
this trusteeship, in which event management at least orotects him zgainst
catastrophict results, even of hls own . bad Judgment and Oartlcularly thlngs
beyond hlS control. : : : :

MB RELD. Ybu are so rlght. Iou have touched on a very sore spot,
and one that has me worried a great deal, 1 talk to literally hundreds
of people: who come to us- for jobs, 011n01pa11y in the executive, junior
- executive oOr sales. groups.so far as my own interviewing of them is con—
cerned,.&nd 1 have noticed a dloturblng trend in recent years, in talklng
with those people, which gives me the impression that the current crop
of job.seekers is more interested in security than anything else. They
want to be -taken care of from the cradls to the grave. They want some—
“‘body . tosassuresthem, - Wand 1f I go to work for you, you’ll ¢oox aftor me
from now:0on.,:- I won't have to worzy'about the i‘utura "

A I do not llke tnat. 1 sense you do not, either. 1 do not 114@ ; y
the complete. dependmnoe of ‘an individual on either the Governman’o or his
employer to look after him.. I would agree with you fully that the ,
- approachito be desired would be one of cooperation and cne of accmotamce
of trusteeship on the part of the empleyer and the employse so that we
never reach the stage of seeing employers becoming paternalistic., Thers
is nothing I deplore more than a.paternalistic management; one which
hands out largess on a silver platter. That is cne of the worst things
I can thlnk of. In our - own case, we flnd that torrlbly difficult,

I am: requlred by our board ‘of alr@ctors, as the person respon81ble
for our+dealings with people, to submit productivity and sarnings
charts regularly .so that I can prove, not just by my own opinion but
by facts and figures, that everything we do for our amployees comesk,
back to us:in the form of greater interest, higher morale; and oonaequently
in reduced: waste and higher productivity. = So far, those llnes have never
met in our company. In spite of the fact that we. have glven wage in-
creases—the one we gave to our employees in March was the 61xth one ,
since VJ-day-—put in pension plans, and many other very expensive prof1t~ (
sharing arrangements, the productivity line has always stayed right -
along with the earnings line. They are still atwut the same distance
apart on my: charts as they were when we started. Sooner or later it
will reach & point where the employees W111 no longer proportionately
produce im return in-appreciation for these. things that are being done;
we will hit’ that. poant of dlmlnlSﬁLn& returns which the gconomists all
talk about, wheéere product1v1uy will turn down while earnings continue to
g0 up, It is near that point we will take further positive steps to
see that it does get happen.. We can- only hope that every management
will apply the: same realistic’ precautlons to thear 1deas of this. greet
responslblllty to employees. o : :
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I am saying this only to indicate that I think you are entirely -
right; one of the worst things that could happen to us would be for the

'-individual fiber to breask &own and for there to he complete depencdence

on some employer or for the CGovernment to lock after us. - 1 hope it
never happens.

COMMENT: It would-seem,to me that this assumption by management
of security for the employee indefinitely would ultimately lead . to.a.

. very high degree of government control, if not cwnership of indastry,pﬁ

My reasoning is that a large number. of businesses fail every year.
They are not in a position then to carry out that responsibility, If
they have been making investments each yéar in a trust fund of some kind,
that has to be invésted somewhere. Of course, they might fail,: The -
revenue might lose a lot of its value through inflation or in other ways.
In aach of these cases there would be pressure brought to bear for the

. Government to underwrite: it in some way. In doing so, the Governument

naturally wants to have something to say about the handling of a business
so that the Government would not fail, So, you see, there is an inevitable
chain of events, o : : ‘

MR. REID: You made a vicious circle. that sounds very‘unpléasént,
indeed, It could happen, - ‘ ' :

I would say, first of all, that you have touched on & very con—. .
troversial problem with businessmen today. ilanagement executives are
confused on this subject: Now, look; what have we got hold of? Have
we got a bear by the tail we wish we could let go of? S

It is a.feal-problem. 1 ﬂhink that many of thm.arélfindihg”

themselves in a position of paradox at the'momeht. Théy have said, in

effect, in letting their pension plan contracts, "We accept responsibility
as the employer to see that our employees are protected in their old. -
age." By tying them to Federal social security benefits so that their
company payments become smaller as Federal payments increase they. have
put themselves on record as endorsing the very thing that businessmen '
have said for years and years they did not like. S

So, they are in the cohflicting-position of ecpnpmicélly,Seeking»"

-something they have philosophically always opposed, I do not know -

just exactly how.it is going to be finally resoclved., I frankly do.

~think we are going to see a lot of them try to scramble back from thaﬁ

position. - I think the discussions which will take place on the Hill
this spring with reference to the extension of social security benefits
are going to find a lot of businessmen very confused when they attempt
to put their discussion on record as to exactly what they beliéve in
and what they want., It is only the start of quite a problem in that
direction. : -
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However, generally speaklng, I W113 state only my personal belief
and the belief of our company; to do otherwise would be an attempt te
speak for all business, when I cannoct possibly do so., Personally, I
believe this: - That the peqple have decided they want certain welfare
benefits. and certain security rights. The people are so powerful that
they will secure those benefits, if they want them badly enough--and
I think they do want them badly. enough——eventually from somebody, either
from govermment or from employers. Therefore, we are faced with a
tendency” in the United States toward a welfare state, which is already
evidenced in many other nations of the world, where the people have gone
through the same cycle of saying, "“We want certain things. Ve will vote
in the government that promises to give them to us.! '

My contention is that business and management would be well advised
to sense this feeling on the part of thé people; to sense this idea that
is in'the minds of many, many human beings that they want these things
and want- them badly enough to say they will get them eventually somehow,
Theréfore, sensing them, management would be well advised to meet those
demands as much as it possibly can whlle still maklng proflt.

Now,' your point about bu51nesses falllng, I think, is answered by
my first premise, that the first obligation of management is to make a
profit. If it does all these other good things we are talking about and
fails to make a profit, it has failed in everybthing; I don't care how
good they are, or how highly 'spiritual they are. If they fail to make
a prcflt, they fail mlserably in everythlng. ‘ :

- In other words, 1t is possible, as I see it, if enough employers
accept this concept, to forestall the coming of the welfars $tate in
hmerica by replacing it with welfare capitalism; developing the idea
of capitalism, the idea that ‘people want certain things and they are
going to get them from somebody, enyway, S0 why shouldn't manaéement
do it and get the credlt for 1t.

That is'my ownh personal thesis, It is our company's thesis. It
is practieal, I'1l grant you, only if enough mansgenient executlves
adopt it to make it an aggregate solutlon to’ a problem, '

QUESTION: 'Sir, wouldn't your ethical plans enjoy a more Wldespread
application if the labor unions and labor union leaders were made re- '
sponsible . ‘and restrained to the same degree private enterprlse and
management are. - ‘

MR, REID; I think so. I testified recently before the 8enate
Jdudiciary Committee on the proposed Robertson Bill which would apply
the antitrust provisions to labor unions in the ‘Same- ‘sense it epplies
them to business corporations. My statement on that occasion. was much
.to the effect of the one you have just made, that T believe the same .
‘curbs should be applied to monopolistic labor union practices as have
been applied to monopolistic business practices. :




o
'road selling the idea to labor--is to the country as a 11 ole rather .
&

OU PSTION: Then management signs a contract with a union, does that

E

‘mean manag ewenﬁ's rlghts are lomoﬁning? :

HR. REID: ¥e have pet nhrases In our labor negotiations lthown as:
management. prerogative ‘clauses. You are right! They are dwindling mvay
They starneq out big, bub they are now getting a little smaller.

I do not know if there 1is much that can be- dowe aboxt ite Tn-
fortunately, whether management likes it or not, the whole question of
relationships with wniens always puts management in a depen51ve nosition.
e are not the aggressors in collective bhargaining; we are the deéfenders
The uwnion backs us into a corner and wes get out as best Wwe Calls’ -

Now, that is too bad., I do not 1ike it, but I do not 'mow much that
we can do about it because contracts are traditionally written that-the
unions present their demands first; after that, management submits its
counterproposals. Ve begin negotiating from-that point.  So, auto-
matically with the press and with the ‘public, management iz put on the
defensive from the time that  the union's demands are first cresented.
hecause all the: contracts say e cannot,ao this because s * #,"

However, I't%hink thn best protection in the sort of thing you are
talklng about is for someone at the bargaining table to be ever so
conscious of nrotectlnn menagenent's prevogatives that he fighbs to

- the last ditch for them: He might even sacrifice something of a financial
g

nature, where necessary, in order to win on the premise of retaining
management 's prerogatives. : ’

I think the point you make is one that ought to bde bl zoned bafore .
every management group before it heads for the bargaining wable:
Management Frerogatives—-Protoct Them for Your Own Good and for the
Good of the Thole hat*on in tho Ybaru to gome §¥ :

NArY. I‘e!—!

COTONEL MC"F“Z”W' ire Reidy you told us that the vri:
rou out on the

sponsibility of management--and “P“haDS'WD cught +to Ub

than a particular small zroup for the nwrtlculqr advanta
likely to gain in any onc current year.

they are

Tjould you comment on that, plecase?

MR, REiD:_ T certainly agree with you. Thhen I say that & manage-.
ment man owes his first fJSbonu'billby tc the United States of America
as a nation, I imply that cvery individual of the United. ShatuS owes
the same o’:o].hg?rb]ohc That would include every worke;, unlon or non-
union, Tt would also include every wnion leader,., As union leaders
achieve increasing importance and grcater influcncuefag”uhuf cortalinly .
will=-T think tng qucstion you ralse of trying to cducaté thom as vo
their responsibility and obligation to the iation as a whole is increcasingly
importent. : : '

RESTR
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COLTEEN T 1g'qpcstlon, Ir. Reld has to dq I gucss with thn re—-
snvn51b11*tv of management to the communlty, more ‘sps 1f;cally, the
rcsnon51b31*ty of management to, tﬁo English 1anguavv, morce or 1ess,. .
in connectaon with advortlslng~—not .50 .much the’ ‘honesty of aderu:s'n
But: I was’ just wondcring if you would commont on the fact that perbaps.
the use of superlatives and slogans . has so diluted and dulled our
languagc that it is no longer a zood medivm or vehicle for the trans-
ferrlnﬁ oP 1deas to the gener““ oubllc that it usea to be. -

: MR. REID'“ T wou"d avree o bhlo, certalnly. That Is called for
is: more: cleverness and more 1ﬂvenu1tv in advertisings more new develop-
ments; more-adaptations of ideas of advertising to new thinking and
new processes, Sooner -or latér, wnless we achieve it, we will reach
a point.where we have simply shouted the ultimate wntil there is no
ultimate above it. 1'“or example, we have. said we are so good ‘and such
an outstandlna oomnany that: there isn't. anj more vie can say.

The cony wrlters in the next ten years are going to be hard pub
to think: up some other superlatives, Hollywood -used to advertise
something as being stupendous. Now, M"stupendous" is just averave'
"terrlflc" and "colossal" re now sl"ght]v above 1t.

Inoenu:ty and cleverness, I thlnk would suprlv the only answer
to the problen, - I think we are well avare of the question, We have
come - to. the point where we rather ridicule our owm advertising agency
and our-ovm advertising department vhen they come up to us time .after
time with ideas wthich obviously are just shoutings of UUﬁerlatlves.
e have sent them back to their drafting tables and-their typewriters
with 1nstructloﬂs, MCan't you get something with a little different
Wrlst to it?  Try to flad,comethlng ingenious and clever instead of "
simply repeating vhat has been said before.! I don't Imov. Heybe
it w111'wory, maybe it won't.. ‘ ‘ ) -

OUPST*ON" We have also heard from thls p]at orm that when manage-
ment sits-dovm at the conference table with labor unions the battle is
already lostj that *t is just a. que%tlon as to how much management has
to give up to the wnions because of the strength which the unions have
‘ bullt up for’ thomee]ves tnrough nhat they have gottcn Por labor, ~

Iﬂi. RuID' In the first place, do not accept tho thOolS at all _
that management is put completely dn tho defensive because of the wniont's
‘powers T-just cannot belicve that this is true. Any management which
yields ceompletely is doing a disservice not onlv to its own immediate
bu51noss bu to otl er bu81nesses as vell. ‘

I thlnk'wayo and méans can be found to keep manageme nt and uniom
leaders in contact with each othor during the course of the vear. 1y
principal recommendation along the llne.of your question would be that




management-labor rﬁlatlonsqlp ghould be on a closcr day-by-day basis
instead of a year-by-year bargaini n”~bablt basis, Todanwc‘ofﬁ:m make -
the mistake of bﬂLng two=armed camps within the four walls of o Usinc sy
coming together in mortal conflict once a year at the b:r&mmnlﬂg Tab]
We have not tried to undcrstand cach other or tried o coo”oiutc Jith‘
each other during all the time that was in betwoon.

I think it is entirely DOSS‘O] for'manzﬂcmont if it wrorks at ih,
to get to know its union and its wnion leaders If they will keern in
sufficiently close contact during the year, 1any of ~the problems will
be virtually solved and an understanding will be roﬁched whenever they
sit dovm at the table to talk about contracis. T think that actually
happens in literally hundreds of businesses throughout.the United States
all the vime. The trouble is that those are the unpublicized incidents
of good labor-management relations.' The ones that are ex Dlos:ve, the
ones that are bad, the ones that are once-a-year occurences are the cmes
about which ' you read headlines.

QUESTION: I got part of my answer in your last statement, lir. Reid;
however, I would like to carry it further, if I may, into the field of
the larger corporations. R
, Tt has been said many times that direct collective bargaining does

" not occur; that the "battleM" which takes place is a political one betwesn.
unions and management-—those who control the jcb and those who control
the people who do the jobe o S : g

M. REID: W61l, first of all, I think wou have touched on.a. verv‘
real problem. As unions grow in size, as unicn leaders increase‘ln
power and influence, as buSﬂpeases grow in size, and as the size of the
bargaining - unit grows, where e go into area-wide and industry=wide
bargaining, the factd;s dis cussed at the bargaining table becoms more
and more political; they become more questions of influence and prest
than factors of relatwonshlp Lo workers.

We have a plant in San Francisco @moloyln beveral hur ?:cd'peopl
conditions there are. very much like a cork tossing on the ocean. = There
isn't a thing we can do about it emcept sit domi-ano take our aose.

But all the conferences that arc going on in that jurisdictional - truggle
have nothing whatsosver to do with our @mﬂloyecq or their welf a“”’ pr
their benefits.  That, to me, is: mout unfortmeate. I regret 1t con--

81derale.

I think the rocnnt coal discussions definitely indicated
of that sort. - I belleve you will see the struggle in the Chry :
the forthcoming General llotors negobtiation *ri3ue“uod to a tremendous.
extent by the desire of the UAW (CIO)‘OF“'olals to et as much for their
workers.as John L. Iswils got for the coal w rkors. 'So it becomes a
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~political battle and a nrestlﬁe baftle Jnutoad of an honest one hasnd
en the prlnclole of collectlwe bargﬂznlng. That is too bad;

In San “ranclsco*ve have voluntarily put in for our wo”kurﬁ'a
pension plan and a profit—sharlnp arrangement, Ve told the wnion be$ore
‘we did it that we were going to do it. Tle told the employers! associatio
with which we work that e wore going to do ite But the important tnlng
ig that ire ‘did not wait for their aomands to forcc us to do ite Our
cmployees now knotr there it came from. Eventually, we would have dong
it, any way. 7le have taken the initiative, and we have done it early
»Iluh the comn']ote advice 'dnd I:no* '1\,drro oi‘ both the union and the emﬂa,uovors'
assoc1at10n.

’Ono solution'iu to keep the bargaining wnit smalle. I certainly none
vhatever legislation is required to keep industry-wide and areaavidu
bargaining to a minimum will be passed br ﬂonvress.

Qur solution to the problem which you have brought up'is tO'keep '
the bargalnlng unit small and flox1blc.

QUESTION: The small buSLnossman in thisg country, trying to get .
started, cannot go very far if he does not have some com%et~u1vc advantage,
like copyrlwhts or patents, or some monopolistic aavantago 1rith 1'q::,«:;h he
can com etc with larco bugincsss .

'Would you give me your opinion as to whethcr it is rossible In this
country for a small businessman Lo get started without the benefit of
these advantages, and, at the same time, be able to acopt thosc othical
gtandards?:

MR. RBID: I definitely think sc. T think I would be throwing cold
water on a lot of businessmen if I said that it is notb p0551ble,foc a
small businessman to beecthical and at the same timc profitable, bocausc
over a pcriod of time it does tend to pay. ‘

T think the best cxample I can give you is onc that I rccall vwhen
I taught a-class in busincss management, in Baltimore. T had beon
discussing business cthics in class onc day and happoned to raisc a
point.  (This may be an old story to some of you, but it was now to
me at the time.) T asked if anyvone in class had an example to give
from his ovm cxporicncc. liost of them were GI's who had gone into some
form of business through their GT loan. Onc follow who had an clectrical
appliancc store told this story.
‘A man cam¢ into the store, bought a radio sct, and gave him a
hUnerd dollar bill to pay for it. After thc man had left, hc lookcd
“the bill and realized he had been given two one hundrcd dollar bills
stuck together instcad of just onec. I told him I thought he had given
a pretby good example of what we had been discussing in class. Then ho
said, "Yes; it's a real problem: Should T tcll my partncr, or shouldn’t
I 1 '




T kind of followed his career.with a. little interest after that.
T dropped by his place and noticed a "For Rent" sign in the window not
t00 long afterwards. I cannot help but believe that the small business-
pman who thinks he is outsmarting his competitors by sharp dealings. and
unfairness to customers in the long run ousmarts nobody but himself.

Tt is not so much a question of whether he is ethical or whether
he is not ethical as it ig a question of his management 2bility and his
efficiency as to whether he succeeds or fails. T believe that ‘the man.
who chooses to be wnethical and at the same time has sufficient sharp-
ness and efficiency and management ability to continue to stay in business
will find that his lack of ethics will catch up with him over a’period
of time. But he may forestall the evil day for literally years because
of his own ability. ' .

On the other hand, I am quite sure that a man with equal abllity
and equal efficiency, operating his business, competing with others; by
ethical methods will win community respect and customer respect which
over a period of years will bring him greater success then his sharp- -
dealing competitor. That, we have to believe in, If we cannot accept
“that, then the whole moral core of United States businesgs operation 1s
in very sad jeopardy. : : o

COIONEL McKENZIE: Mr. Reid, T am thoroughly convinced we were
correct in selecting this subject for our ciscussion this morning. T
am ready to pass on your nomination for professor of the chair of manage-
ment ethics in the Industrial College of the \rmed Forces.

Thank you very much,

(29 1y 1950-~350)S
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