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GENERAL GRE~X~Y: Organizational problems of industry, particularly 
an expanding industry, are highly complex and ever-changing. You are 
all aware of this. That is not a profound statement but I think it is 
something we should keep in the forefront of our minds. For this reason 
the importance of organization during mobilization is clear and self- 
evident, I believe. 

Our speaker today, Mr. Lawrence A. Appley is President of the 
American Management Association, one of the foremost organizations in 
this country which has concerned itself with ~he study and analysis of 
industrial management problems. For this reason Mr. Appley's experience 
and knowledge of industrial organizational problems eminently fit him to 
discuss this subject with us. You are all familiar with Mr. Appley's 
background, having read his biographical sketch, I am sure, so I will 
not go into it. I think the time belongs to him rather than to me; so, 
without further ado, it is a great pleasure indeed to present to the 
Industrial College Mr. Lawrence A. Appley. 

MR. APPLEY. General Greeley, members and guests of the college: 
It is a great privilege and honor to have the opportunity of meeting here 
with you. I must admit I have looked forward to this opportunity, having 
talked with many of my friends ~ho have had the privilege of meeting with 
you at various times on various phases of management. 

However, I must say I am a bit humble as to the assignment of dis- 
cussing organizational problems. Colonel Cave talked to me from time to 
time about this assignment. I told him I certainly did not want to appear 
as an expert on the subject of organization. My job is more like that of 
some of the staff here of trying to find the experts and make them avail- 
able to some of our members. To be here at a college of military people 
when practically all that we are using today in terms of principles of 
management, skills of management, and philosophy of management originated 
with the military decades and centuries ago before there was ever any 
concept of the industrial system so to speak, is a difficult assignment. 

I must admit at the very outset, so far as industry itself is con- 
corned, we are just beginning to realize what some of the teachings of 
the military mean in terms of the i~ustrial organization. But as I am 
here and have accepted the assignment of talking about organization 
problems in industry, I can't help but feel a little bit like the ine- 
briated gentleman who got restless in the hotel in New York, wandered 
out into the streets, and found himself on the Brooklyn Bridge. He stood 
there looking down at the East River when a police car rambled up. 
Deciding that he was about to become a suicide the policeman asked him 
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what he was doing. He pointed to a yellow spot in the water and said, 
"What is that?" The policeman said, "That's the moon." The man said, 
"The moon? How the h--- did I get way up here?" 

But let me give you some of my impressions in relation to some of 
the problems in organization in industry. I would say the first problem 
right now facing industrial and business management is the acquiring of 
a philosophy of organization. That is the first and most immediate 
problemNa basic attitude toward organization building, toward organiza- 
tion structure, and a comprehension of its place in the whole management 
picture. 

That may seem rather strange to you and I myself sometimes try to 
analyze why is it that the military have from the very beginning of time 
been such students, and developers, of principles of management and 
organization while in other types of organization we have been so back- 
ward in becoming conscious of the need for an orderly approach to the 
activity of management. 

Well, I don't know that I have the answer, but at least I have an 
answer which satisfies me to a certain degree. I believe in the military 
function there are more jobs which have to be performed exactly than you 
• will find in industry and business. You either hit a target or you don't; 
the only way you can learn to hit the target is through practice and the 
development of skills. 

I use that word target in a very broad sense. But I do believe 
there are more exact functions to be performed by the military which are 
either performed correctly or incorrectly and in which there are very 
small margins for error. This means you have been deeply conscious over 
the centuries that men have to be trained--they just have to be. There 
isn't any question about it. 

You have a man who comes into the service and you know exactly what 
he must be trained to do. You know the results he has to attain. You 
know he can attain those results only through training. That is not 
exactly so in industry and business. It is possible for people to come 
into certain jobs and to be exposed to the performance of those jobs by 
other people and do them with varying degrees of effectiveness. In many 
instances, the individual sets the standard for the job. That can even 
relate to machine performance. The machine performance on the job can 
vary according to the individual who operates it and the mechanical 
ability which he possesses. Therefore, you do not find as much convic- 
tion on the part of some industrial and business people as to the need 
for formal training that you do find in the services. 

Please believe me, I am not saying these things to compliment the 
audience to which I am speaking. T happen to believe that this is one 
of the fundamental reasons why we have not studied and have not trained 
in management to the extent that we are now finding it necessary to do. 
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So we do not have a very definite conviction or philosophy and we must 
develop it. 

We have to understand, to begin with, what management is; what our 
ph~1osophy and attitude toward the job of management is. What is the 
function of management? Basically and simply it is getting things done 
through the efforts of other people. You have heard that so many times, 
but let me give you a broader, more inclusive definition. 

Management is organizing physical and human resources into dynamic 
units which attain their objectives to the satisfaction of those served 
and with a high degree of morale and sense of attainment on the part of 
those rendering the service. There is a broad definition of the manage- 
ment function and it is basic to the philosophy I am talking about which 
is essential if you are going to create the climate in which good organi- 
zation building can take place. 

Moving on from that definition, we discover that two of the basic 
functions of management are planning and controlling. When we begin to 
study the functions of planning and controlling, ~ get over into the 
media of control and we discover that one of the most important media 
of control is organization structure. Then we begin to define what 
organization structure is. Organization structure is the tool that a 
manager has to make it possible for people to work together in groups as 
effectively as they would work alone. 

That in itself is a philosophy. It is a basic attitude. The 
executive, manager, or supervisor who be l ieves  and understands that 
management is getting things done through other people, organizing human 
ar~ physical resources, and that it divides itself into planning what it 
is you want to accomplish, and setting up controls so people follow the 
plans; that one of the basic media of control is organization structure; 
and its purpose is to help people work in groups has a basic and sound 
appTeciation of organization structure. He is not the executive who 
develops a very beautiful organizati~ chart which he hangs on the wall 
and ~en asked about his organization, says, "There is our organization~" 
without any comprehension of what it is or what he could do with a proper 
philosophy of what organization is and its proper place in the whole 
function. 

The man with the ragged and dirty organization chart that is used 
by him every day makes it just as much a part of his work as the sn~neer 
does a blueprint. It is a tool by ~hich he directs the efforts of his 
people ~d establishes the functions and relationships which are essential 
to helping people to work together in units so they can be dynamic in the 
attainment of their objectives. 

You may say, "This is old stuff. There is nothing new about this." 
That is true. Yet if you were to sit down and ask a group of executives 
today--middle, top, or first echelon managers--for a clear idea of 
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organization structure, you would find arguments as to the value of any 
formal organization structure at all. One executive told me within the 
past six months, "I have no organization structure. We never replace an 
officer in our organization. We leave the job vacant until we discover 
someone in the organization who is officer caliber and then we promote 
himand he is permitted to make of the position whatever he cares to make 
it," His people say to you on the side when he isn't present, "No, this 
isn't an organization. That's right. This is a mob." And how it func- 
tions at all is a matter of amazement, but it does and makes a profit 
and pays dividends. But they are heading for difficulties. 

On the other hand another large organization, one of the largest 
industries in this country--if I were to name it, you would be surprised-- 
drew its first organization chart two years ago, the first organization 
chart it ever had, and is now, under a new administrator, setting up all 
the details and the functions for developing an organization structure 
as it should be established in an organization of that kind. 

All of which adds up to this statement of the problem: It has been 
possible for businesses and industries to function with some degree of ~ 
success without any particular philosophy about organization or concern 
about it, but that day is rapidly disappearing, and the probl~ today is~ 
first, the development of a philosophy at all echelons of management 
which makes building an organization structure a vital, daily performance 
of those people who are responsible for the efforts of others. 

The second problem we find in industry today is that of organization 
clarification. When philosophy has been developed, the importance of 
organizing has been brought to focus, then how about the activity of 
clarifying the organization itself? This is a real problem because 
people are not by nature orderly. If they have been permitted some free- 
dora of action in an organization, they immediately begin to shy away from 
Job descriptions, charts, activity analyses--from an orderly approach 
which they begin to interpret as a limitation of initiative. They begin 
to interpret it as a restriction of the individual and we immediately 
run into a resistance. 

I can answer it in this way, and it is the way it is being answered 
in business and industry today: When an iv~iividual joins an organization, 
he must i~nediately accept the fact that his individual initiative is 
going to be restricted. If he doesntt accept that~ he has no business 
joining an organization. That is the purpose of an organization--to put 
people into teams wit h specific responsibilities, specific functions to 
perform~ and if they are not willing to accept their responsibilities and 
the obligations that go with them and permit the other fellow to perform 
his responsibilities, let them continue as individualists in their own 
way of life. They don't belong in an organization because an organization 
does restrict individual initiative and individual liberty, but it also 
gives it an opportunity to flow in specific channels and along specific 
lines. Instead of fluttering all over the place like a butterfly or a 

RES  'RICTED 



,129S-. 
hummin@ b~d, it has a specifiClarea in which, all initiative and indi- 
vidual personality can develop Within the limits of the assi~mnent. But 
that is the basic concept of organization and we might as well accept 
it and realize it~ . . . .  

~Chester Barnard, former p~esident of the New Jersey Bell Telephone 
Company, some years :ago pointed out the necessity of understanding the 
difference between formal and informal organization. Formal organization 
is~w~t ~can~ be clarified. Infor~al organization, whi~ch you cannot clar- 
~ is :the human relationships that exist--the opportunity for indi- 
rides to see things that should be done thatnobody else is doing; 
but~ at least through formal organization they know whether it ia someofle 
else' s responsibility. 

/~ If ~you ha~e ~ a job description that doesn't say anything in it about 
fire prevention and you are walking down the hall of this building and 
aee~a waste basket ~raging with fire, you are not going to say~ "That is 
ne~ m~ responsibility,, and walk onby. You will do something about it. 
That is informal organization. There is no doubt that infermal organi- 
zation works smoothly if it has been clearly clarified. All this writing 
O~job ~ descriptions, making charts, setting UP requir~ements, establishing 
~elationships is a problem because many people in ~siness have not been 
tralnedthat way. Theyhaven't been brought up /that way. They have a 
natural resistance to any change or restriction of their particular 

~ / ~activity although 90 percent of the time, after it has occurred, they 
will tell you they are much happier than ~hey were before, far less 
frustrated, and they find themselves more effective in their Jobs. 

..... The next problem is~the problem of centralization versus decentral- 
ization. Here is an additional problem in business:and industry. Do 
you centralize or do youdecentralize? 

Not so long ago I was flying out to the Pacific Coas t ~d struck up 
an acquaintance with the gentleman in the seat next to me. He was loek- 
ing pensively Out the window at scattered ranches. Here was a cluster of 
ranch house, barn, and so on, then you went on several miles and there 
was another cluster; several miles more, another one. He said rather 
hearthrokenly, "These fellows must have been in the retail business." 
I sai@, "What do you mean by that?" He said, "They are out here trying 
to get away from it all." I still wanted to pursue what it was they 
were trying to getaway from. He said, "As you know, some retail busi- 
nesses are~highly centralized; some are highly decentralized. I happen 
to work for one of these highly centralized, ~ yes sir, no sir, ulcer type 
of organizations." 

But here is the whole problem: When do you centralize? When do 
you decentralize- U~der what circumstances? And to what ~extent? One 
of the reasons it is a problem is that so few people seem to understand 
what is involved, YQu never can decentralize accountability. Some 
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people say, "I can't ~ecentralize authority; I can't decentralize 
responsib!lity~ ~- because I .am always accountable." 

The heard of directors of an organization is accountable %0 the 
stockholders for every last, living thing that happens in the company. 
Do ~y~u believe a board of directors can personally review and operate 
everything that goes on in the compa~. They meet every month or every 
two months:. They get a report. They have confidence in their manage- 
ment. They delegate authority and responsibility. They haven't dele, 
gated accoUnt/abilityj can't and never will. The president can delegate 
whatever-authority he wants to; he can delegate any responsibility he 
wants to; but he can never delegate accountability. 

So the fundamental problem iss Am I willing and have I enough 
fai%h~in somebody else to say to them, "Here is mY responsibility; here 
is my ~authority; and even though I am accountable for what you~doj yeu 
go ahead and do it. I have enough faith in you to handle it all rlgh~." 
That:takes a lot of courage. It takes faith in the individuals who are 
working for you. 

- " A lot of that is beginning to take place. Just yesterds~ I talked 
~th a director of an organization which has now permitted the president 
of the company to pass upon salary changes of people making up to 50,000 
dollars a year. Previously his authority was for iO,000 dollars a year. 
He is in the process of breaking that down, delegating up to 30,000 dollars 
to a certain level; 15,000 dollars down to a lower level; and so on. 

I happen to be a director of a company that a few years ago made a 
study of this question of delegation of responsibility or decentralization. 
One situation we discovered was this: The superintendent or n~mager of 
one of our big plants is a vice president and director of a company and 
there was a procedure on the books which said that any change in salary 
which Che wanted to make for any individual receiving more than 5,000 
dollars a year had to go through headquarters. Therefore, he made a 

: recon~endation to headquarters and there were 14 different people in 
headquarters who had to review this recommendation. 

Further study indicated that no individual who was supposed to 
review it ever did, It was in every case reviewed by a secretary or a 
clerk or an assistant, the highest paid of any of them receiving 4~800 
dollars a year, and that in no case in the last six years had any ; 
recomendation;of his ever been turned down. Who was going to turn down 
a recommendation of the vice president or director? If you are making 
4,800 dollars a year, you are not. That was discovered. There was the 
situation. Further study indicated that the great amount of red tape 
that is Set up, ~he controls that are set up trying to keep people from 
making mistakes cost more to operate than the mistake could ever cost, 

We ~ had one specific illustration not so long ago where a company 
studying this particular probl~ had certain controls and red tape set 
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up around its purchasing agent to make sure he wouldn't make ~ error. 
Here were all the controls through which hehad to go before he could 
sign a contract for the purchase of merchandise. 

The study disclosed that the greatest error he could possibly make 
was i00,000 dollars, and as soon as he made it, the error would be dis- 
covered. It couldn't be hidden very long. Yet it cost 172,OOO dollars 
a year to operate the controls that were preventing him from making such 
a mistake. So many times all these controls, all these requirements to 
prevent people from making errors are more costly and time-consuming 
than if you let the error occur. 

Part of the whole problem of decentralization is unwillingness on 
the part of management to permit mistakes. You can't operate an organi- 
zation effectively without mistakes being made unless you want to become 
completely crop bound. You have to per~,~t mistakes. You have to a11ow 
for mistakes. The great tragedy is ~hen the same mistake happens twice. 
That is what you want to look out for. But no Organization can operate 
with free-swinging efficiency and make progress if it is so tied up that 
it is not permitted to make a mistake and the controls are stringent 
,enough to prevent them. 

So here is that whole problem, centralization versus decentraliza- 
tion. How far are you willing to move? What are you willing to do? 
It is a big problem of industrial management today because of its tre- 
mendous growth and the rapidity of that growth. They are faced with it 
and they are going to have to do something about it, and they are doing 
something about it. 

The question of central4zation versus decentralization leads us into 
staff and line versus functional operation. Staff and line operation is 
not new to you people, You certainly know what I ~m talking about when 
I speak of functional organization. Yet it has been my privilege to sit 
in on discussions on the subject with executives who would not know what 
you are talking about. It seems incredible. This is not criticism. It 
is just the nature of our growth, the we have grown--like Topsy. 

Remember again that most men in management have not been trained 
as such. Men do not become officers in the military services until they 
have been trained as officers. Very seldom is a man trained to be an 
executive or a manager until he is put into the job. Friday morning the 
superintendent comes in and says, "Joe, on Monday morning you are going 
to be head of such and such a department. You are going to be foreman." 
Saturday evening the boys take him out for dinner. Monday morning maybe 
some thoughtful girl in the office puts a rose on his desk. Now he is a 
foreman. Now he is manager. Absolutelylnothing he has done qualifies 
him to be foreman or manager except tech~cal knowledge of what he is 
going to supervise. That is the background. Therefore you find men in 
management who do not knowwhat you folks are studying, 
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There is no doubt about it, in managemont circles one of the most 
serious problems is the lack of appreciation of the relative value 
between line and staff positions and one of the greatest problems in 
business today is the continuous battle between line and staff--which 
is the more important. 

/ 
One executive showed me an organization chart a few years ago that 

was quite peculiar. He was going to solve his probl~a. The chart had 
line executives, divisions managers, subsidiary presidents on the first 
line under the president. Down on the next line were the staff officers. 
He said, "That'll teach them." I first asked him, "How is that going to 
teach them?" He said, "I have the staff officers below the line execu- 
tives." "You mean the higher they are on the chart, the more important 
they are in the organization." He said, "Yes." My observation was that 
"Your secretary, Just below you on the chart, is quite an important 
person, isn't she?" 

No organization chart can show the importance of a Job. All it 
can show is the relationship between jobs. But until management accepts 
the philosophy that both line and staff have a function to perform and 
they are equally important functions that both have to be performing and 
there is absolutely no differentiation in value between the two, you 
will never settle the problem of staff and line. 

Gradually we are beginning to come to the realization of the nature 
of the line function snd the nature of the staff function and the equal 
importance of both. The line can't operate without the staff and there 
is no use for the staff if there isn,t any line. The function of the 
line is to perform the service, put out the products, and do the Job for 
which the organization is in existence. It is Just as clear as that. 
Those people who are identified with doing the job that the organization 
exists for are ~le line, of course, and all the other parts of the 
organization that serve the line in the performance of that function 
become the staff. 

This is the industrial interpretation and I ~ giving it to you 
from that standpoint. As soon as they get that kind of concept, this 
problem begins to clarify itself. When you get into that kind of dis- 
cussion, you are led immediately into the next problem, the problem of 
chain of command. 

The chain of comm~Q~ &~ a problem that is confronting industry a 
lot today. How far is the commanding officer from the first-line troops? 
How far from the president is the supervisor or operator in the shop? 
Through what number of levels do things have to pass in order to get 
action? The fewer the levels~ the more effective the organization. 

i was in the oil business years ago. This occurred. There was a 
salesman up in Portland, Maine, who discovered a location ~here he 
thought if there could be a service station it might be a very good 
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outlet. He got a picture and a diagram of the property, a price cn the 
property, and a market analysis of the situation to see what the property 
could produce. He made UP a complete recommendation according to all 
requirements and sent it into the district office. The district officer, 
the liaison man in the district, and the district service station operator 
all went outto look at the property. They thought it was pretty good. 

Then the recommendation went into the division. The men in the 
division headquarters all went out to look at the property alc~g with 
the engineer, and they picked up a couple others along the way. They 
thought it was pretty good. 

From there the recomendation went to Eastern Marketing Headquarters. 
They didn't need to look; they studied. They wrotememo's. They asked 
questions. They got answers, not only to the letter on the original 
project, but they got more elaborate answers and they began to build up 
from desk to desk and office to office. 

From Eastern Marketing/Headquarters it went to the marketing head- 
quarters for the ~hole country and to the Budget Committee of the board. 
From there it went to the board of directors. The board of directors 
looked it over, ex~ined it pretty thoroughly, and approved it, and 
returned it. When it got back to the salesman in Portland, he wrote a 
memo saying, "Sun Oil bought the property and built a station. It has 
been operating profitably for the last six months." That is exactly 
what ~ happened. That taught us a lesson so we began to reduce command 
levels in order to become amore effective and dynamic organization. 

That is a very serious problem. The minute you set up a job, the 
job acquires barnacles like a ship. When you appoint an executive, he 
has to have an assistant, who has an assiatant. You begin adding levels 
and then have to cut them out ever so often or do something which keeps 
them from becoming established. 

The next problem--moving on from this problem of chain of command-- 
is span of control. That is bothering a lot of people today. How many 
individuals should an executive directly supe~vlse? How many people 
should he have on his staff? One of the most serious tragedies that 
can occur in an organization is when the boss is so busy with everybody 
else that a member of his staff can't get in to see him. Yet it is very 
common. The boss is so busy with customers, so busy with VIP's, so busy 
with community affairs anda lot of other things, and too busy to see 
his people who want to learn from him, who want to discuss policy with 
him, or get help. That is ~hat he is supposed to be doing basically-- 
directing his staff, the people who work for him. 

Some people put ~umbers on the span of control. Some authorities 
say that span of control is iO or 12. I don't believe there is any 
fixed figure. I think the only answer to span of control is, how many 
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people can you give the time they need to do the job that they have to 
perform? So they are beginning to analyze this problem from that stand- 
polnt--how many people can an individual actually give sufficient atten- 
tion to for them to perform their jobs as they should be performed. 

That is quite contrary to a concept which I call "The chair is 
occupied." There are some people who seem to think that when you put 
a person in a position, the mere fact that the position exists and the 
man is there, that is all right; everything is doing well. You can't 
get by with that. What kind of man is in the chair? What kind of job 
is he doing? The mere fact that the Job is filled doesn, t get the J~b 
performed. And the boss is the only person who can determine what kind 
of a job he is doing and what should he have in order to do better? 
What kind of help does he need from his immediate superior? So span of 
control is gcveraed by how much time does a man have for the people Who 
work for him. 

The next problem--a most important one--is manning the organization. 
We will assume your philosophy is correct. We will assume you understand 
the importance of the organization and organization structure. You are 
clarifying or have clarified the organization. You have determined how 
decentralized you want to be. You have worked out the problem of line 
and staff or functional organization. You have determined span of con- 
trol and chain of command. Now how do you man the organization? 

This happens to be the question to which industrial and business 
management is now devoting its greatest attention. Of all the subjects 
that are coming up today in business and industry, this is number one. 
The American Management Association happens to operate through eight 
divisions. We have Marketing, Manufacturing, Finance, Office Management, 
Insurance, Packaging, Personnel, and General Management. 

The divisions are headed by volunteer councils, msn who are leaders 
in the activity, and they in turn are chairmaned by a leading executive 
in that particular field of activity. That council surveys the member- 
ship as to the problems they want to discuss at conferences and seminars. 
In everyone of these eight units, the number one subject is management 
development, the development of management executives, because apparently 
there is a very serious need existing today. 

Out in Los Angeles two weeks ago at our General Management Conference 
where we discussed economic outlook, how we will get along under the new 
Administration, automation, and so on, questions of that kind, all one 
day was spent, with the largest audience that attended, on the techniques 
and methods of management development, manning the organization. 

Many of you know what is going on at the universities and colleges 
as a result of the requests and demands of industry and business. Harvard 
Business School has had this 13-week course for years, where men just 
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like yourselves in industry and business, your ages, go back there for 
13 weeks. You know about the Sloan Fellowship at Massachusetts Institute 
of Technology ~here executives of 30 or 35 who have established their 
ability take courses of one year. Executives move their families %o 
Cambridge for that year. Columbia established its course at Arden House 
last summer--six weeks. This year Stanford began a nlne-week course. 
The University of Toledo is about to organize something. The University 
of Rhode Island has a committee which is trying to determine haw to meet 
the demand by management people for some help in management development. 

I may sound critical of management people in talking to you folks 
who know so much about these things. Let me say that the most hopeful 
sign is that management people are very conscious of hhis, and they are 
trying to do something about it. Why? They are suddenly awakening to 
the fact that management is an activity. It is unlike any other activity. 
It is a profession; it is an art; it is a science. 

There is a great body of know-how available. There are basic 
principles that have been discovered to be true. There are certain 
qualifications required. There are certain skills to be used, certain 
tools available. We are just about at the point where society was many 
years ago ~hen it was accepted that clerking in a drug store or assisting 
in a doctor's Office was not adequate preparation for a doctor. We are 
beginning to realize that mere exposure to the management situation is 
not adequate equipment and training for a manager. So we are beginning 
to go back to school and study. 

What causes all this? The increasing complexity of the management 
job. The President of a subsidiary of one Standard Oil Company told me 
recently that his subsidiary has greater capital assets, greater sales, 
more employees, and makes more profit than the entire Rockefeller oil 
empire made at the time John D. retired. We think of the Depews and 
Vanderbilts as heads of great empires and they were in their day and 
their times; but~ they were operating small segments of today's organi- 
zation responsibilities in business and industry. 

Let me close with this one observation. Having pointed out some 
of the problems in industry, some of the activities that are going on 
in industry, and the interest being shown, may I submit my own particu- 
lar belief. I believe management is the same ~herever you find it--the 
principles, the skills, the tools of leadership are the same anywhere, 
in the military, in business, in an educational institution, in a hos- 
pital. I happen to believe that a man who can manage can manage any- 
thing; if that was not proved during World War II, then I don't know 
~at was. 

It is a great privilege to stand here talking with a group of 
management people who, I think, are dealing with exactly the same prob- 
lems and principles that we are dealing with in industry. Thank you 
for your patience. 
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QUESTION: Mr. Appley, will you kindly elaborate on what purpose 
the comptroller concept has in industry, not strictly financial but 
from the manager, s viewpoint? ..... 

MR. APPLEY: I can answer that best by saying the comptroller 
concept, the co~troller function, is rapidly growing in importance. 
F~ a long time the comptroller was thought of solely as a record kee~ 
but as people in industry and business are becoming more interested in 
what management is and in making a study of it, they are discovering 
that one of the very vital factors is control--human controls, financial 
controls, production controls. So the control function and the comp- 
troller as such are certainly growing in importanoe continually, 

QUESTION: Normally we look upon authority as being delegated down- 
ward. There are some who believe authority is really delegated from the 
bottom. Would you care to give your views on that? 

MR. APPLEY: Well9 I can give you my views on it. I don't know 
whether they match up with those who have the concept you are talking 
about. My immediate reaction to the question you propound is that 
authority does not stem from the position alone. The man in;~he~posi- 
tion must be in command, which means that he has the mutua~ re%pe~ and 
confidence of his organization. The mere fact that he is in the posi- 
tion does not give him the essential authority he needs to get out the 
kind of job for which he is held responsible. The authority actually 
comes from the acceptance of him by his organization. 

One of the finest statements I have ever read on that is by Rear 
Admiral Arleigh Burke in a pamphlet he wrote some two or three years 
ago--published by the Naval Bureau of Personnel, called "Discipline in 
the U. S. Navy." I presume all you Navy people have seen it. The whole 
essence of it is that being in command means your acceptance by your 
organization. He goes on and explains how to get that. 

George L. Clements, President of the Jewel Tea Company, has a device 
which he uses dramatically and purposely. The organization charts are 
upside down. He has the board of directors on the bottom, then the 
president, all the way up to the workers on the top. He does it simply 
to dramatize to his whole organization that his management people are 
the servants of those who work for them, and that they get their anthority, 
their reputation, their position, and their confidence as the people they 
supei~ise grant it. It is a very fundamental point. 

QUESTION: There is one ~roblem in particular that I would appreciate 
your comments on, that is the balancing of the organization that you 
would like to have against the people ~hom you might have available to 
do the Job. I have usually found that you have to shift these blocks 
around, take a little bit away from this job and add it to that one, to 
fit the abilities of the people you have available to you. Then you 

12 

RES' I 'R ICTED 



4 

RESTRICTED 

fi~nd~i:~ou have somebody coming down from up top and saying, "Don't ever 
do ~that,: Those blocks are sacred." I wonder if you would - care to com- 
ment on how you would balance that problem properly. 

~MR. APPLEY: That is the 64-dollar question. I'Ii give the purely 
theoretical answer first and then the human answer to which you are refer- 
ring. The hheoretical answer is that you should build people to Jobs 
and not jobs to people. Actually you can't do that. You do have to 
adapt the job to the capabilities of the people you have, but I won't 
accept it that coldly because I do not accept that people are as incapable 
as they may appear. I think there is a lot that can be done to improve 
people and I refuse to give up hope. 

I k~ow a lot of people whom others think are incompetent or not up 
to what they would like to have them be. That becomes a matter of dis- 
cussion for everybody else except the individual. He is never told. 
You find an executive in a Job who is a problem to everybody but himself. 
Nobody talks to him about it. 

I left a meeting in New York where 60 companies were discussing 
methods for this evaluation of management. In essence the formula is, 
first, a very thorough appraisal of just exactly how competent the person 
is. The appraisal is done on a group basis, not on an individual basis. 
Three or four people get together in a conference and arrive at an 
appraisal of the individual whom you are trying to evaluate. The 
appraisal is made on the basis of his performance, the results he is 
getting in specific terms, the methods he uses, his qualifications for 
the job, his greatest weakness, his greatest strength, and his potential. 
Then, what are you going to do about him? Are you going to leave him on 
the job? If so, what are you going ~o do to improve him? What he needs 
is help in something tangible as to how to improve. 

If you are going to take him off the job, will you promote him or 
demote him, or move him to some job of equal classification? Will you 
pension him and, if so, is the pension adequate? 

Basically, to answer your question, it is not good to have to adapt 
your organization to people. Practically you have to because of human 
frailty. Do not accept that a person is not as good as he looks until 
you have exhausted every possibility of retaking him as good as you would 
like to have him. But give him more to do. They do respond to it. 

I must admit and I do admit that in the last analysis if you have 
an individual in executive responsibility and you just can't get him 
to perform the job, you will have to face the issue of taking him off 
it. If that job has to be done, it has to be done. If it is a vital 
job, you will have to get him off. That is the number one decision. 

Do what you can with him. We are discovering in business and 
industrywhat we didn't believe was possible years ago: it is quite 
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possible to demote an executive and have him happier than he was before, 
and that is being done. There are many, many illustrations. It all 
depends on how it is done. 

CAPTAIN ALEXAk~ER: Mr. Appley, could you tell us something about 
what industry is doing or has done with respect to participation of 
employees in management, these movements along the line of McCormick 
and Company, and how that fits into the organization? 

MR. APPLEY: There is a great deal being done along that line. 
A lot should be done that hasn't yet been done. Certainly a great deal 
of research is going on in the field. 

I don't know how many of you know of the McCormick plan ~hich was 
just mentioned. Charlie McCormick, President of McCormick and Compare, 
spice manufacturers in Baltimore, is now celebrating the twentieth 
anniversary of the Multiple Management Plan which in essence is, for 
every managerial committee and group there is, a Junior group, starting 
with a junior board of directors. Much of the agenda of the senior 
board is made up by the junior board. Some of the top officers today 
are men who were originally members of junior committees--junior marketing 
committee, junior manufacturing committee. 

Did you have Don Mitchell, President of Sylvania Electric Products, 
down here? 

COLOr,EL CAVE: YeS. 

MR. APPLEY: Did he tell you about his Profit Committee? The 
purpose is to discover ways and means to improve business. How can you 
do the present jobs and do them better. The results they are getting 
from these committees are quite dramatic. 

All kinds of things are being done, such as Bigelow-Sanford's 
clinics. Jim Wise, President of Bigelow-Sanford holds open houses at 
plants, having families and relatives, folks in the community come in 
and visit the plant. He holds public clinics for employees and folks 
in towns where the mills are. He himself gets on the platform and tells 
them to ask any questions they like and if he doesn't have the answer, 
he will get it for them wit.kin a week and it will be published in the 
local newspaper. 

Sears-Roebuck has several hundred thousand dollars appropriated 
for a study of this particular problem, how to get participation from 
the people down in the organization on what is going on in the business. 
There is a lot of activity taking place. 

When I was out in Los Angeles two weeks ago, we were discussing 
this problem of participation, and one man came up to me and asked if 
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I had I0 or 15 minutes. I said, "Certainly." We went off to a corner 
and he pulled out of his pocket six pages of mimeographed paper which 
was titled "Participation Management.. He said 1~e had become the super- 
intendent of this particular plant five years ago and he put in this 
program called "Participation Management.. Eve vb v . . . . . .  ~ : . r~ od~ in this plant is 
organlzed in cormulttees, but they are organized in these committees for 
the purpose of making constructive suggestions. The reason for the 
committee is that he believes a lot of suggestions get filtered out and 
never leave the committee. Fellow employees will tell them how ridicu- 
lous a suggestion is. About 90 percent of the suggestions get filtered 
out. He never makes a policy change or major decision that he doesn't 
discuss it through these committees--unless it is an emergency decision. 

On the back of the document was a sheet with graphs on it showing 
what had happened to it in the five years. The take home pay of the 
employees is more than double; the output per man more than doubled; the 
net income of the plant more than doubled. He had all these results. 

QUESTION: Leading from your last statement there into the two-hat 
problem, with specific reference to the Department of Defense, we have 
a statutory outfit, the Munitions Board, which is made up of three people 
from the Departments, plus one from the Department of Defense; the Research 
and Development Board on the same pattern, and N1e Joint Chiefs of Staff 
on the same pattern. Depending on which side of the street you are on, 
I think it is a device for blocking progress or a device for getting 
information to a higher level so you get good policy decisions. My 
question is t~his: What is your reaction on the management side to the 
idea of having sn individual serve in two capacities--one an operating 
one in a subordinate organization and, second, as a chief adviser of a 
higher level to the next top man? 

MR. APPLEY: Well, I would like to answer you from the industrial 
viewpoint without any indication of what I think of the Munitions Board, 
the Joint Chiefs of Staff, or anything else. 

There are some fundamental problems in the operation involved, with- 
out reference to any specific name. I thir~ it is very good that an 
individual should be required to wear two hats, first as an operator of 
his own responsibility and then as a participant in the broad, over-all 
administration of the whole organization, whatever it may be. 

Now Ralph Cordiner, President of General Electric, has put in his 
new organization structure within the last year. He spent a great deal 
of time studying and developing it. He announced it for the first time 
last June at a meeting at the Waldorf Astoria. One of the basic things 
he has done is to set up his officers with two basic functions to per- 
form: (I) They are responsible for operating their own departments, 
divisions, and companies, whatever their operations are and (2) they 
are also part of the office of the president so that they will sit with 
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him as a com~d.ttee and help him decide what is good for General Electric 
as a whole and also for integrating the activities of the various divi- 

sions. I ,  

He has done this because he believes that will cause his officers 
to make their decisions not only in terms of what is good for this 
division, but in terms of what is good also for the company as a whole. 

So very increasingly this practice is coming in of having individuals 
not only with a specific operating responsibility but also serving in 
some coordinating or even executive responsibility on a committee or staff. 

Let me say this in respect to it because of the hazard. Unfortu- 
nately, there are men in certain capacities who continue to say they are 
there as representatives of their particular interests. They are there 
to protect their department, their company, their service. I~ that 
remains their attitude, then you have a bad situation. But if they 
realize they have taken one hat off and have stepped into another situa- 
tion and put another hat on where they are no longer the administrator 
of their own activity but they are equally part of a coordinating and 
executive committee, then you get the right results. 

QUESTION: In your contacts with various top managements, ~hat is 
the status today regarding relationships between management and repre- 
sentatives of labor unions--good~ improving, or what? 

MR. APPLEY: I think they are definitely improving. The ~hole 
field of mauagement-labor relations is maturing. We continue to have 
difficulties and always will have because there are rather opposing 
interests between the management leaders and the labor leaders. There 
is no such opposing interests between management and labor, but there is 
between the leaders. It is a perfectly practical situation. The leader 
maintains his position by carrying out a certain program for the workers 
and obtaining certain results. That is his problem. Those results or 
objectives may not be completely attuned to the results or objectives 
of the manage~nt. But the relationship between the two are definitely 
improved. I think the basis for it is not only increasing experience 
and increasing maturity but it is an increasing acquaintance with each 

other. 

Most of our difficulties, antipathies, and fears arise from ignorance 
or lack of knowledge of the other fellow. Instinctively we don't like 
the other guy who is a stranger. 

During World War II management and labor, through various joint 
activities in the interest of the war, came to know each other well, as 
individuals, by their first names, and, like politicians, they talk one 
way for the. public, but they talk differently to each other. That is 
rather common. Relationships between management and labor are improving 
all along the line. 
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COLONEL B±~L~ES: This is probably only a 50-cent question. I am 
curious as to how you go about measuring the fact that an employee's 
worst mistake would cost the company not more than lO0,OO0 dollars? 

MR. APPLEY: In this particular case I am not sure that is a 50-cent 
question because I am not sure I can answer it. What they did in this 
particular case of the purchasing agent was in terms of what he purchased. 
What was the largest order he could place? They figured out how many 
million dollars a year were involved, the price, the possible difference 
in bids or the difference in quality--just what would be the greatest 
error he could make? The difference between what he should have pur- 
chased and what he did purchase. It was a purely mathematical proposi- 
tion, based on prices of the product, the size of the purchase, the big- 
gest purchase he would have to make and how much of an error could he 
make in judgment. In this particular case they got it down to I00,000 
dollars. 

COLONEL CAVE: Mr. Appley, on behalf of the Commandant, the faculty, 
and student body, Y thank you very much for coming down here today and 
talking to us on this very important subject. 

(lO Apr 1953--750)S/ijk 
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