BUSINESS
RATIONALISATION

ITS DANGERS AND ADVANTAGES
CONSIDERED FROM THE PSYCHOLOGICAL
AND SOCIAL STANDPOINTS



FROM THE SAME PUBLISHERS

Published wunder the auspices of the Nalional
Institute of Industrial Psychology

The Causes of Accidents

By Errc Farmer, M.A.
In crown 8vo, g6 pp. 38s, 84. net,

The Problem of Incentives in Industry

By G. H. Mrres, I»Se.
In crown 8vo, 6o pp. 84, 64. net.

Muscuolar Work, Fatigue, and
Recovery

By G. P, Crowpen, M.S¢., MR.CS,, L.R.CP.
In crown 8vo, 8o pp. 3u, 84, net.

Ten Years of Industrial Psychology

An Aecconnt of the First Decade of the National
Institote of Indostrisl Psychology.

By Hewwy J. Wirer, Chairman and Hon,
Treasurer, and Craries 5. Myers, Principal of
the Institule.

In demy 8vo, 156 pp. 68, net.

Industrial Psychology in Practice
D?cy Henry J. Wares, and Georex H, Mives,

In demy 8vo, 262 pp. 76 6d. net.




BUSINESS
RATIONALISATION

ITS DANGERS AND ADVANTAGES
CONSIDERED FROM THE PSYCHOLOGICAL
AND SOCIAL STANDPOINTS

THREE LECTURES
GIVEN AT THE LONDON SCHOOL OF ECONOMICS
UNDER THE HEATH CLARK BEQUEST TO THE
NATIONAL INSTITUTE OF INDUSTRIAL
PSYCHOLOGY

BY

CHARLES S. MYERS

C.B.E, MA, M.D., Sc.D. {Camnr.), HonD. 50, (MAncr.), F.R.S.
PORMERLY FELLOW OF GONVILLE AND CAIUS COLLEGE, CAMDRIDGR
PRINCIPAL OF THE NATIONAL INSTITUTE OF INRUATRIAL BFSYVOHOLOGY

LONDON
SIR ISAAC PITMAN & SONS, LTD.

1532



SIR ISAAC PITMAN & SONS, Lao,
PARKER STREET, KINGEWAY, LONDON, W.0.2
THE PITMAN PRESS, PATH :
THE RIALTO, COLLINS STRERT, MELBOURNE
4 WEST 45T BYRKRT, MEW VORK

SIR TSAAC PITMAN & SONS (CANADA), Lm,
70 BOND STHEET, TOROKTO

PRINTED TN GRRAT MKITAIN
AT THE FITMAN FRESS, BATH



PREFACE

Most of the numerous books which have been
written of late on Rationalisation treat it from
the financial, economic and mechanical aspects:
many of them neglect entirely the important
influences of the human factor. My training,
experience and interests have led me to approach
the subject from the biological, psychological
and social points of view. This I endeavoured
first to do three years ago in a course of six
lectures on “The Human Factor in Business
Organisation” which I was invited to give as
Muirhead Lecturer in Social Philosophy in the
University of Birmingham, Subsequent experi-
ence and reflexion have, I hope, resulted in
maturer views which I have expressed in the
present volume,

If the first (or pivotal) chapter proves
difficult to those of my readers who have received
no biological training, I suggest that they may
find it easier if they return to it, after having
read the second and third chapters which deal
more directly with business problems.

CHARLES S. MYERS
July, 1932



CONTENTS

PREFACE . . . . . .

CHAPTER I

THE SIGNIFICANCE OF RATIONALISATION .

Simple and complex living organisms compared with
simple and complex businesses--Loss of flexibility with
increasing specialisation—Intoition and intelligence—
Combines of living organisms compared with horizontal
and vertical combines of businesies—Scientific manage-
ment in relation to rationalisation—Leadership

CHAPTER 11

SOME DANGERS OF RATIONALISATION .

The anti-socinl aims of early combines—The necessity
and disadvantages of mass-production, machine work,
simplification, standardisation, specialisation and in-
tegration—Neglect of the human factor in rationalisation
and in scientific management-—Competition

CHAPTER II1

SOME ADVANTAGES OF RATIONALISATION

The ideals of rationalisation—Reductions in waste
Improvements in production and distribution-—Control
of productivn-Abolition of inefficient producers—
Rationalisation, false and future—Attitude of labour—
International aspects—Limitations of rationalisation-=
Industrial psychology in business orgabisation and
management

BIBLIOGRAPHY . . . . .
INDEX . . . . . . .

26

4

73
75



BUSINESS
RATIONALISATION

CHAPTER 1
THE SIGNIFICANCE OF RATIONALISATION

In the title of this chapter there are two
words of uncertain meaning—"* significance” and
“rationalisation.” ‘' Significance” may denote
either ‘““meaning” or “importance,” and I have
chosen this word deliberately because I want to
use it here in both of its senses. “Rationalisa-
tion” has been defined in a variety of ways.
But when we have traced it to its origin and have
followed its development, and especially after
we have compared its evolution with that of
living organisms and of groups of organisms, we
shall, I believe, reach a position in which we can
give it its best and fullest meaning and realise
more: precisely both its inevitability and its
limitations. I will ask you, therefore, to begin
by considering with me the evolution of Ration-
alisation from the biological standpoint.

Let us start with a comparison of the “one-
cell” organism with the “one-man” business,
on the one hand, and of the “many-cell” organ-
ism with the “many-men’’ business, on the
other. The uni-cellular organism performs all

X



S 2 BUSINESS RATIONALISATION

the typical functions of life. Its mechanical
energy is derived—as the mechanical energy of
all forms of life is derived—from the breaking
down, into simpler substances, of the complex
substances which it manufactures from simpler
ones, It takes in food, digests and assimilates it,
and it discharges what it cannot absorb, thus
building up living matter. Itbreathes in oxygen,
which by oxidation of this complex matter is the
main ultimate source of its energy, and it gives
out carbonic acid and other waste products, It is
irritable—or sensitive—to stimuli. It executes
movements and it reproduces itself.

In the multi-cellular organism, these various
functions of nutrition, respiration, irritability,
mobility and reproduction, have become special-
ised in different groups of cells arranged in
tissues, systems and organs—its muscles, tendons
and bones specialising in movement, its lungs in
respiration, its kidneys in excretion, and so on.
Each individual cell within the multi-cellular
organism usually retains at least to some extent
the originally wide functions of the whole unit
from which it has been differentiated; each
assimilates, breathes, excretes and reproduces
itself. But each has specialised in some one of
.the various functions of life, which has now
become its dominant, and often at first sight its
sole, function.

A similar process has taken place in the evolu-
tion of business. At the one extreme, we have
the most primitive business conceivable, where
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one and the same single individual gathers his
material, prepares it and distributes it. At the
other extreme, we have the most highly organ-
ised concern, divided into purchasing, producing
and distributing “systems’ or departments, and
these further subdivided into smaller sections,
each comprising a large group of individuals, and
each group performing some particular special-
ised function.

The universe of living organisms is a two-fold
one-~comprising a universe of blind mechanisms
and a universe of purposeful adaptation, recuper-
ation, order, ends and values. The former is
intrinsically blind to purpose, and invalves a
degradation of mechanical energy; the latter
implies direction and is characterised by a
purposeful building-up of more complex forms
(physical and mental) from the simple, and by the
differentiation of many clear-cut, apparently
simpler forms from fewer, vaguer, complex ones,
So_far biological science, abstracting mechanical
activity from this two-fold whole, has concerned
itself solely with that activity; but it is becom-
ing more and more widely recognised that there
is nothing super-natural in directive activity
because it does not lie within the abstracted
mechanical universe—~however ignorant we are
of its nature and however impotent we are to
explain it, Biologists are beginning to realise
that chance variations and their accidental
suitability to the environment of the organism
are insufficient to explain the evolution of living
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forms, and that the purposeful activity which we
experience in ourselves is not less real and
important than the mechanical activity which
we experience in the lifeless and living world.
Vague and slight as it is in the humblest organ-
isms, directive activity becomes more and more
fully developed and more and more highly
specialised within the nervous system of the most
complex organisms, becoming there the supreme
unitary, co-ordinating and integrating entity
which we call the Ego. But even in man there
is always a large amount of autonomy left not
only to lower nervous levels but also to his
different organs. Specialisation is never so coms
plete as to reduce these organs to the condition
of mere mechanical automata. The nervous
system is not responsible for, and cannot control,
every single action of every single cell throughout
the body. The various cells still preserve certain
adaptative powers and powers of direction, just
as they preserve to some extent other functions
characteristic of life, despite the fact that they
have become specialists in some particular
function.

But the greater the degree of differentiation
of function, the higher becomes its possible
development and the less becomes the power of
individual autonomy within the living organism.
Thus the effects of injury to one part of the
brain are much more severe, and generally its
powers of restoration are much more restricted,
in higher than in lower forms of animal life.
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Specialisation of function inevitably means the
greater dependence of the whole organism on
the presence, integrity, and health of its more
highly differentiated parts.

The evolution of businesses has taken place by
integration and co-ordination of formerly sepa-
rate units--rather than, as in the evolution of
forms of life, by differentiation and subdivision
within an originally single unit. It has, therefore,
seriously suffered from a failure to imitate this
just-mentioned retention of the originally wider
functions of its originally individual units. Each
cell, each group of cells, in any complex living
organism retains, in somne degree, as we have seen,
the manifold functions of a uni-cellular organism,
Each cell assimilates by taking its food from the
blood, it breathes by taking up oxygen from the
blood and by giving up carbonic acid to the blood,
it excretes by pouring its waste products into
the circulatory system, it reproduces itself as a
rule in the processes of growth and repair, and
it exercises direction partially co-ordinated with
the direction exercised by the whole organism—
all these functions being exercised to a subordi-
nate extent in comparison with the special
function which has been imposed on it. But in
the complex businesses of to-day, an individual
worker, or a particular department, machine shop
or clerical office, may be left utterly impervious
to, and completely isolated from, what is going
on in other departments, shops or offices of the
same concern, and may be totally ignorant of
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the history, reputation, or general policy of the
whole concern. He resembles the old inhabitant
of some large town—rarely to be found at the
present day, théugh common two or three gener-
ations ago—who has never moved out of the
little quarter in which he was born. In particular,
directive activity may have become so differenti-
ated by what is termed ‘functionalisation”
that the bulk of the employees and their depart-
ments are hardly more than mechanical auto-
mata whose activities are directed and controlled
by a separate group of ambulatory officials,
sharply demarcated as a specialised directive
organ of the whole concern.

Now I am well aware of the dangers of a
comparison between social and biological units
in their development. But in these particular
respects, I maintain, biology presents a useful
and too often disregarded lesson to the world of
business. There is, indeed, an old saying that the
true gentleman should know everything of some-
thing and something of everything; but under
modern conditions the expert is in danger of know-
ing more and more about less and less. Thelesson
to be drawn, then, from our biological comparison
is that specialisation must not be permitted to
proceed to the extreme point when interest and
concern with other vital ' matters are wholly lost.

But instead of such excessive *functional-
isation,” business organisation may exhibit the
opposite error, that of excessive “ departmental-
isation,” Here each department, or each shop,
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is almost a water-tight compartment, with its
own manager as autocrat who pursues his own
more or less independent policy. Between these
extremes comes the likewise unsatisfactory *line-
and-staff’’ method of organisation, where a line
of officials of increasingly subordinate rank is
established in -.each unit, the heads of these
units being responsible to the highest ranks of
management, which provide a general staff of
experts on various problems having only advisory
powers but no executive authority,

Later in this book I shall have occasion to
refer in greater detail to the disastrous effects
of these and other errors in organisation., I
mention them here ony to draw attention to
the important lessons which business organisation
may learn by observing the lines which Nature
has adopted in the evolution of living organisms.
Despite certain inevitable disadvantages, the
higher forms of life have succeeded in the
struggle for existence. As I have already men-
tioned, they have suffered, for example, loss of
plasticity and adaptability compared with the
plasticity and adaptability enjoyed by the lower
forms of life, A lower organism shows far less
disturbance and permanent loss of function than
a higher organism when any part of it is injured
or removed.

The same holds for the more complex, as
compared with the simpler business. The sim-
pler business possesses a far greater flexibility
and resilience; the more abundant and more
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complex the machinery of a business, the greater
is the difficulty of adaptation to the changing
demands of new conditions, requirements and
tastes. The huger the concern, the more difficult
it becomes to preserve the enterprise and initi-
ative which characterise the directive activities
of the smaller businesses. The smaller concerns
are able to enter into more intimate and direct
relations with their customers; they readily
fulfil new, small, or special orders which must be
neglected by the larger .concerns; they pick up
much small business which the larger concerns
must despise. They resemble the active little
motor-car that can “nose” its way to the fore
and utilise narrow lanes in the competition of
traffic, whereas their bigger brothers are com-
parable rather to the huge lorry over-burdened
with mass products and are impeded like a
steam-roller by their own unwieldy size.

Just as the simpler living organisms have
survived in the struggle for existence, despite
their competition with the more complex forms
of life, so the small business fulfils special social
functions which cannot be eclipsed by those of
the larger concern. Each has its uses and
advantages in the evolution of society. It is
absurd, therefore, to suppose that huge business
organisations are likely to supplant the smaller
concerns entirely, Each of them has its uses and
drawbacks, depending on a variety of conditions.
Each is liable to its own inherent dangers—
extreme simplicity and minute size in the one
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case, extreme complexity and unwieldy size in
the other. And each is liable to a common
danger—that of conservatism.

The conservatism of the smaller business is
due largely to reliance on the (too rare) play of
intuition and to the insufficient rule of intelli-
gence. Intuitive behaviour—with its * feeling”
that such and such a decision is the one to make—
is characteristic of the simpler living organisms.
They act—and act successfully—but they are
not aware of the reasons for their actions.
Intelligent behaviour, on the other hand, as we
all know, is more characteristic of the highest
living organisms. Intelligence involves reason-
ing, justification for decisions and the ability
to plan ahead; and these in turn involve ex-
planations of and improvements in technique
and systematic research, Too often, intuition
divorced from intelligence means unwise change.
On the other hand, intelligence, divorced from
intuition, means the slow and laboured se-
quence of deliberation, decision and resolution
before actions can be embarked upon. The
highest living organisms owe their success in the
struggle for existence to the high development of
their powers of intelligence. But intuition—the
foundation of unreasoned decisions—is, never-
theless, preserved as an invaluable factor in
mental evolution.

In the evolution of business the same opposi-
tion of intelligence and intuition occurs, the
simpler businesses depending mainly on the

ea{A00)
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latter, the more complex on the former. The
dominance of intuition has as its sequel the
carrying-out of processes by guesses, in utter
ignorance of the reasons for so doing. Not that
such action is necessarily unsuccessful: I have
been told of an instance where it took a year or
more of the highest technical research to formu-
late scientifically the valuable methods which
had been traditionally used by a certain aged
operative in a certain 'manufacturing process.
His forbears may have arrived at these methods
by a series of tnals and errors, but probably
also by a series of intuitive guesses that such
and such methods would prove successful.
Nevertheless, intuition is to be nomore despised
in the life of business than it is to be despised in
the life of the individunal organism. Such judg-
ments and decisions are essential in business.
But intelligence, working far more slowly than
intuition, must necessarily replace it when de-
cisions have to be made not by single individuals
but by committees, and when they have to be
communicated from one department to others,
explained to them and justified. Intuition, more-
over, is not only speedy ; it is also characterised
by powerful conviction and by a compulsive and
“all or none”” character. It is best suited to the
adventurous autocrats, the old “captains” of
industry. Intelligence is not only relatively
slower: it is also characterised by rational and
“graded” characters. It must necessarily enter
more prominently into the larger businesses,
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where we have “statesmen” rather than *cap-
tains” of industry, intent on trade statistics,
budgetary control and problems of research and
improved technique. Thus the more complex
the concern, the less facile must be its move-
ments; whereas the simpler the concern, the
more impeded and antiquated are likely to be
its movements by the force of tradition and
through the neglect of systematic planning and
research,

Life, as I have already insisted, is not merely
an aggregation of mechanisms, but 'is also
" characterized by non-mechanical directive activ-
ities which are most highly developed in the most
complex organisms with the most highly inte-
grated * selves,” Business, too, is a mechanism
—a man-made mechanism. But into it also
enter the “vital” and “human” factors of ends
and values. In the early days of the simpler
business concerns, these were apt to be limited
ta the making of profits. It is a characteristic
of modern business, especially of the more
complex businesses, not only to consider purely
economic ends but also to take a far wider and
larger view, to develop a far broader human
understanding and a “civic sense” of satisfying
also social and moral ends and values. Business
and its conduct are coming to be regarded not
merely as the concern of the employer, the
director and the shareholder, not merely as the
concern also of the employees, not merely as the
concern even of the consumers, but as the concern
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of the entire community, even of the whole
international world. For this reason also, the
free play of unconscious intuition is becoming
more and more subject to the rule of conscious
intelligence. '
Through the increasing play of intelligence in
business has arisen what has come to be known
as Scientific Management, characterized by the
replacement of guess-work, traditional, or purely
haphazard methods of business conduct by
methods based on systematic knowledge and
research. Ignorance of the costings of, and of
the times required for different processes is
dispelled by systematic investigation. Instead of
each member of the management, from general
manager down to foreman, being burdened with
a vast number of raultifarious functions to
perform, he is enjoined to specialise in a smaller
number of managerial duties. Instead of being
allowed to pick up his methods of work as best
be can, to adopt out-of-date or other unwise
methods of work, or to form no definite habits of
working at all, the employee receives a careful
training in the most suitable working methods
revealed by previous investigation. Instead of
using the traditional form, weight or quality of
tool or implement, he is provided with that which
research has shown to be most suited to the
conditions of his work. Instead of his engage-
ment and discharge by a process of trial and
error, the qualities required by an employee for
the most successful performance of his work are
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ascertained by systematic inquiry, and measures
are taken before engagement to insure, so far as
possible, that he possesses those qualities.
Instead of payment being made to the employee
on some traditional or unscientific basis, efforts
are made to devise some scheme which shall
serve as an incentive to production. :

This was the kind of research organised by
that pioneer of Scientific Management, F. W,
Taylor, in the United States of America. The
bad reputation which it soon acquired among
the workers was largely due to the tactlessness
of Taylor's genius, to the misguided enthusiasm
of Taylor's imitators and immediate successors,
to the abuse of it by many American managers,
and to the rapid changes in the status, attitude
and relations of the worker and employer which
have occurred since his time. The dangers of
Scientific Management persist to this day; to
these I shall refer in the next chapter. But they
have been largely removed by closer attention
to the “human factor™ and by the realisation
that Scientific Management depends for its
success on more than the routine application of
abstract schemes and mechanical principles—
above all, on mutual good understanding and
co-operation between Management and Labour.

So far we have considered the evolution of the
individual living organism and of the individual
business concern. It is now time to turn to the
evolution of colonies, packs, herds or societies
which individual living organisms so frequently
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form, and to the comparison of these biological
and social combines with the combines of
individual businesses. In both we shall find
a consequent differentiation of function and
structure.

The Hydrozoa are aquatic, chiefly marine
organisms; they are nearly always soft and
gelatinous, and they include such creatures as
the hydra, the jelly fish, the sea-blubber, etc.
The typical genus of one family of the Hydrozoa
is known as Hydractinia, the polyps of which
grow in the form of colonies in shells and show
a moss-like structure. Each polyp constitutes an
individual organism of the whole colony, pur-
suing a largely independent life ; yet it is depen-
dent also on the other polyps of its colony, and
is modified structurally so as to perform special
duties. Thus in any one colony of Hydractinia,
certain polyps are endowed with a mouth and
tentacles, and are known as “ nutritive” polyps;
other polyps of the same coleny, which are
mouthless, are variously known as “reproduc-
tive,” “protective” or “sensitive” polyps, ac-
cording to their special functions and the
corresponding modifications which they have
undergone in their structure. Thus the protec-
tive polyps are thorn-shaped, whereas the sen-
sitive polyps are long and slender, adapted to
the functions of scenting food and danger which
they have respectively to perform.

In Physalia, the Portuguese Man-of-War,
another member of the same class Hydrozoa, the
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individuals constitute far more definitely a
single organism, no part of which can be removed
without serious damage to the harmony of
the whole; and there is in all probability a
rudimentary nervous system for the more effec-
tive reception and inter-communication of stimuli
and for reaction to them.

The more highly developed individual organ-
isms, instead of thus developing as colonies,
become socially united into flocks, packs, herds
or societies, Some of these combines are per-
manent ; others are only temporary, e.g. when
birds flock together merely for migration to new
fields of enterprise. Some of these combines are
formed for certain purposes, others for others;
e.g. deer and sheep combine mainly for defence,
wolves and certain eagles mainly for attack,
beavers and certain beetles mainly for con-
structive work. In some combines, especially in
those of insects, certain individuals become
specially modified in form or size, or in sexual
or other features, according to the nature of their
work within the combine. Some combines are
leaderless, whereas others acknowledge and are
dependent on a leader.

Among the members of leaderless societies the
commurication and co-ordination of individual
activity, mental and bodily, are due largely to
the play of intuition, sympathy, suggestion and
instinctive imitation, But with the increasing de-
velopment of intelligence and, hence, of rational
deliberation, the superior decision, foresight,



16 BUSINESS RATIONALISATION

initiative and adaptability of certain individuals,
as well as, at first, their physical superiority,
determine their prestige and their acceptance
as leaders, with consequent obedience and
discipline imposed on those who submit to be
led. But alike in leadership and in submission
to it, the intuition which reigns in leaderless
communities does not wholly disappear : although
supplemented by intelligence, it remains a most
important factor for success, alike in leadership
and among the led.

Let us now turn to the various grades and kinds
of combination of individual businesses. Some are
quite loose, temporary and informal, involving
rather a tacit understanding than a formal
union. Such “gentlemen’s agreements,” as they
have been often termed, may relate to the places
where each concern is to sell its goods (com-
parable to the territory chosen and appropriated
by a flock of birds); or they may relate to the
prices at which each concern is to sell its goods
(comparable to the use of animal combines for
mutual defence or attack). Such a loose under-
standing may in time develop into a more
permanently and more formally constituted
“association” or 'syndicate,” provided with a
secretariat and determining not only the regional
distribution of sales and the prices at which goods
are to be sold, but also the allocated quantities,
or quota, of total output which each concern is
allowed to produce {comparable perhaps to the
sharing of food among members of a family).
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Such an association or syndicate may further
develop to a stage when it receives and delivers
the tenders of its individual member-firms for
contracts, negotiates joint contracts for its mem-
bers, and even determines which of these members
is to tender or to offer a reasonable tender, and
thus which of them is to accept a given contract.

So, little by little, we may pass from a combine
which functions merely as a price-fixing and
output-fixing “ring,” to what in its most
developed form acts as a “cartel,” the central
body undertaking all sales, purchases, general
transport arrangements and marketing, deter-
mining what classes of goods each concern shall
manufacture according to the suitability of its
factories, and pooling the knowledge and research
of each concern.

More and more, too, as the central body in-
creases in growth and influence, the individual
existence of formerly independent concerns may
become reduced until, as in the “trust,” com-
plete amalgamation has taken place, either by
common fusion and by the formation of a new
"holding company” which offers its shares in
exchange for those of the formerly separate
concerns, or by the merging of all but one of the
concerns ‘'within that one concern which is
known as the “merger.,” J. & P. Coats, Ltd,,
afford an example of the merger type of amalga-
mation, making, it is said, eighty per cent of
household sewing-cotton and most of the thread
used for manufacturing and other purposes. In
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certain markets, their distributing branch (The
Central Agency, Ltd.) sells not only their own
products but also those of another large combine,
the English Sewing Cotton Co., with which they
are believed to have an underst:mchng not to
interfere with one another’s business.

Thus in the combines of individual businesses,
as in the combines of individual living organistns,
we meet with all degrees of closeness of com-
bination, varying from loose or permanent
associations, in which the combining bodies
preserve to a large extent their original indi-
vidual independence, to amalgamations invol-
ving the total loss of such independence.

But in the biological as well as in the business
worlds, associations are not limited to those
individual organisms or concerns which are
identical or nearly identical in character and
activity. The phenomenon known in natural
history as “symbiosis” illustrates quite another
kind of association, where two very different
kinds of organism live together for their mutual,
or at Jeast for unilateral, benefit. In the world
of business this is known as “ vertical” combina-
tion, in contrast to the “horizontal” combina-
tions which we have been hitherto considering.
In the living world the class of lichens is charac-
terised by a symbiosis of fungi with algae;
various insects and plants associate together for
their common good; on certain deep-sea fishes
live colonies of Iuminous bacteria by which the
fish are guided in their movements; the roots of
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legurninous plants house bacteria which build up
from the soil nitrogen compounds utilised by the
plants. In this way the products of one organism
may be of service to another which permanently
lives with it.

So, too, in the vertical combines of business,
symbiosis may be carried out to such an extent
that one huge concern comes to embrace several
originally independent concerns respectively
occupied in the manufacture and marketing of
diverse products arising in the course of the pas-
sage of raw material to the finished article. For
example, certain artificial-silk-making companies
own chemical works, weaving, knitting and
other factories. Certain iron and steel manu-
facturing companies possess their own coal
mines, ore mines, coke ovens, quarries, etc.
Sometimes vertical combines have extended far
beyond what might at first sight seem to be
their natural sphere, besides being complicated
by horizontal combines. Thus Lever Brothers
own certain tin mines, have interests in paper
manufacture, and undertake the sale of fish, in
addition to their vast horizontal combine for the
manufacture of soap and similar products; and
the Imperial Chemical Industries Trust now
controls about one hundred different companies,
in which the original manufacture of soda and
other chemicals is now associated with that of
dyes, explosives, fertilizers, non-ferrous metals,
lime and other products. As a rule, the fixity
and rigidity of these wvertical combines are
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inevitably greater than in the case of horizontal
combines, and their dangers are correspondingly
increased. Against these must be set the advan-
tages gained by the abolition of possible obstruc-
tion on the part of other horizontal combines,
the readier flow and transport of materials and
improved organisation generally.

The organisation within horizontal or vertical
combines follows the general lines of Scientific
Management. But Scientific Management was
originally applied to the individual business
concern. When its principles are applied to
combines (which by their very nature are
necessarily concerned in mass production), the
term ‘' Rationalisation” is now generally used in
place of “ Scientific Management.” Thus Ration-
alisation includes what in the case of individual
businesses is known as Scientific Management,
viz. the scientific organisation of labour and
management. But it goes much further than
Scientific Management in that it involves closer
co-operation not merely between individual em-
ployees or departments within any one concern,
but also between more or less closely associated
or amalgamated concerns. Moreover, Scientific
Management is occupied primarily (although
not wholly) with increased efficiency of existing
products, whercas Rationalisation is also and
especially concerned with the simplification of
the often needlessly numerous varieties of any
particular products which have been already
placed on the market, and likewise with the
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standardisation of materials, machines, products !
and their packing within the combine.

But one of the most important objects of
Rationalisation with which Scientific Manage-
ment in the independent firm cannot be
concerned, is to reduce wasteful competition
by eliminating the weaker industrial concerns
through purchase and subsequent suppression,
by allocating or rationing the output of a given
product for each member of the combine, by
fixing their respective areas of the sale of a given
product and thus abolishing the waste of cross-
sales, by determining the price at which any
common product of the combine is to be sold,
by establishing common costings systems, by
effecting common arrangements for the purchase
of raw materials and for the marketing of the
products of the concern, by spreading over the
whole combine any losses involved (e.g. by price-
cutting in the export trade), and by pooling the
results of technical, commercial and economic
research.

Rationalisation has thus not only technical,.
but also commercial aspects. It is engaged in
extending the principles of Scientific Management
of the smaller independent concerns to the most
efficient working of the huger combines of con-
cerns in every conceivable aspect and phase of
business, Whereas Scientific Management may
be compared to the integration, differentia-
tion and co-ordination of function within a
single multicellular organism, Rationalisation is
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comparable to the integration, differentiation and
co-ordination of function within a colony of multi-
cellular organisms. Not only should Rationalisa-
tion include the scientific organisation and the
scientific study of the best technique of pro-
duction and distribution, but, as was insisted by
the International Economic Conference which
met at Geneva in x927, and by the Conference of
the International Management Institute which
met there in 1931, Rationalisation must also
consider the satisfaction and the contentment of
all grades of employees in their work, the steadi-
ness of employment, and the general conditions
of work and life which favour the maintenance
and improvement of their personality. It must
‘further consider the needs of the consumer and
ultimately of the entire community, securing to
the former lower prices and goods more carefully
adapted to his requirements, and to the latter
greater economic stability and a higher standard
in conditions of life.

Thus ideal Rationalisation demands the con-
sideration of business not only in its own purely
selfish, technical and commercial aspects, but
also in its wider economic, social, and generally
human (psychological and physiological) aspects.
And it has been argued that unless all these

aspects are considered, we are dealing only with
~a psendo-Rationalisation of business affairs.
"True Rationalisation, therefore, implies that in
vast combines management can no longer be
conducted selfishly and solely by the old-time



THE SIGNIFICANCE OF RATIONALISATION 23

employer. Indeed, in them the functions and
personality of the single employer have often
ceased to exist. The employer has become a
board of directors responsible to vast thousands
of sharcholders; and the general manager, the
acting head, is tending to become himself an
employee, a highly salaried officer of the board
of directors whom he advises and by whom he
is controlled. All classes of employees are now

being more and more frequently given at least
- some voice in at least some aspects of manage-
ment. Not only may they be represented in the
higher councils of management, but we can also
see the beginnings of the representation of con-
sumers and of the State or general community
on the boards of certain “public utility”™ con-
cerns,

The outstanding risk, as we shall see later, in
this multiple representation and conflict of mani-
fold interests, is the loss of unitary leadership—
the replacement of one head by many heads,
and not uncommonly the control of business
administration by financiers who tend to be
rashly over-speculative in the creation of com-
bines and obstructively over-cautious in the
later developments of their enterprise. A single
leader, as our biological comparisons insist, is
essential not only for a single business organism,
but also for a huge organisation of organisms.
The leader of such an organisation may, and
does, refer suggestions to committees of specialists
and accept suggestions made by them. But
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just as a committee cannot act without a head
or leader, so various heads of committees cannot
co-operate without a leader. The growth of
specialisation, of financial; technical and scien-
tific knowledge, and, consequently, of depart-
ments, committees and discussions, within a
huge business organisation can only mean that
its effective size is dictated by the effective
physiclogical and psychological limits of the
controlling and directive powers of a single
leader : and its limitations are those of the exer-
cise of the leader’s personality, genius and in-
tuition. Otherwise the government of these huge
business organisations must come to resemble
the government of a country with its Prime
Minister and members of a cabinet, heads of
their various departments, in which desire for
security, the playing for safety, fear of being in
advance of public opinion, and other causes of
resistance to change, replace too often the
initiative, enterprise and readiness to accept
responsibility which have always proved so
essential to and so characteristic of the profit-
making activities of smaller businesses.
Associations of employers, like associations of
employees, were originally founded in self-
defence and purely for self-interest, in order to
regulate previous suicidal competition—in the
one case in the selling prices of output, in the
other case in the selling prices of labour—which
threatened to be fatal in their respective,
equally bitter, struggles for existence. At one
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time efforts were made to avert the economic
and social dangers of unfettered trusts and trade
unions by legislative restrictions. But experience
has shown that the increasing publicity of agree-
ments and good and common sense, as reflected
in the growth of public opinion and in the powers
of public authorities, are generally far more
effective than prohibition and stern State legis-
lation in tempering and regulating these and
other dangers to society. It is thus that the
importance of the psychological and social
factors in modern business life are receiving
increasing recognition. To their past and
present neglect are due, as we shall see in the
next lecture, many of the serious dangers of
Rationalisation.
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CHAPTER II
SOME DANGERS OF RATIONALISATION

‘THE aims of combines of business units have
changed with the progressive development of
Rationalisation; and, correspondingly, their
psychological and social dangers have changed.
Originally the chief object of all industrial
associations—whether of employers or of em-
ployees—was to increase earnings, in the one
case by controlling prices and markets, in the
other case by controlling wages and other con-
ditions of work. The dangers to the community
-of such purely selfish financial objects in the early
conduct alike of rings and trade-unions were
. similar, and have even to-day not wholly dis-
appeared : earnings are liable to become extrava-
gantly or economically excessive; individual
differences in efficiency may not receive due
Tecognition; adequate incentives to efficiency,
improvement and progress may be abolished;
and stereotyping or deliberate restriction of
output may result. In all these ways the
community may suffer, directly or indirectly,
-despite the increased earnings and spending
power of certain individuals or classes within it.
But to obtain financial success solely by the
-control of prices and sales soon ceased to be the
.characteristic aim of business combines. Mono-
polies, it was found, were as hard to maintain as
26
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they were hard to create ; and in the end excessive
profits or inefficient service to the community
resulted only in renewed and still more acute
competition. Consequently, there came about an
endeavour by the combines not to restrict
output, not to augment its selling price, but
to increase and to cheapen output—by mass-
production, by “simplification’”” and “stand-
ardisation™ of output and by integration and
specialisation in organ