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ENTREPRENEURSHIP AND CORPORATE'STRATEGY 

■ ABSTRACT

Entrepreneurship is examined from three major viewpoints, 
Economic, Sociological and Individual Psychological but no one 
of these approaches can adequately explain the phenomenon. 
Entrepreneurship is id e n tifie d  with a changing social process 
and associated v/ith those individuals called entrepreneurs.

Corporate Strategy is an aspect of Business Policy and is seen 
as a determining process in the growth, survival or demise of 
the firm . The a rch itect of th is strategy is the entrepreneur 
broadly seen as ch ief executive and id e n tifie d  by task. The 
concept of the entrepreneur is refined and redefined leading 
to a d is tin c tio n  between the Modal and the Independent entrep- 
ï’eneur. Independent Entrepreneurs are categorised as e ith e r  
Ubiquitous or E lite .

Modal, Ubiquitous and E lite  entrepreneurs .are compared and 
contrasted on the basis o f th e ir  motivations, l i f e  experiences, 
social and psychological asp irations, and the burden of the 
argument to th is stage is il lu s tra te d  by an interview  with an 
E lite  entrepreneur, id e n tif ie d  as such by in d iv id u a lity  and 
corporate competence.

The discussion reverts to the tasks of the Entrepreneur and 
th e ir  re la tio n  to Corporate Strategy. The entrepreneur is 
seen as a straw in the economic wind. An understanding of 
positive economics is mandatory fo r successful entrepreneurship 
practised by Modal and E lite  entrepreneurs a lik e . Guidelines 
are developed in link ing  positive with normative economics, 
showing the importance of.economics in the process of Corporate 
Strategy.

Employee motivation is a fu rth er mandatory task of the entrep­
reneur seen as corporate leader and th is  is related to 
organisation structure. The fundamental raison d 'e tre  fo r  
organisation structure is seen as control and types o f 
organisation are compared, contrasted and correlated with  
management s ty le  and personal values.

"The Lonrho A ffa ir"  describes a m ultinational corporation run 
by an E lite  entrepreneur and il lu s tra te s  the lin k  between 
Entrepreneurship and Corporate Strategy, personal values-and 
organisation structure and the relevance o f an exteroceptive  
management s ty le  to corporate success.
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FOREWORD

INTRODUCTION '

In the physical sciences, a body of knowledge is oriented  
toward prediction. Given certain  fa c ts , assuming certa in  others, 
controlling and manipulating d iffe re n t variables and arranging 
known facts into new configurations, a ll these are aspects of 
the search fo r tru th  and a statement concerning the future. 
Variables in the physical sciences lend themselves more easily  
to control by physical or s ta tis t ic a l manipulation than do 
variables in the grey area where l i f e  experience, individual 
motivations and world events profoundly a ffec t the investigato r's  
domain. In th is  la t te r  s ituation  the variables are numerous 
and complex and the in te r-re la tio n s  between them d if fe r  in 
magnitude and influence. I t  is hardly possible to tran sfer a 
broadly based enquiry to a laboratory s itu a tio n , but even were 
i t  possible -  and th is  surely is a rationale  fo r mathematical 
models o f the firm  or of the world -  one s ig n ifica n t variab le  
amid a host o f contributing factors can, o f i t s e l f ,  determine 
the course of events. For th is  reason we discuss in Chapter I 
the problems associated with scenarios and the d if f ic u lt ie s  
in forecasting. We distinguish between determining and 
contributing factors in the design and implementation of the 
process we call corporate strategy.

In Chapter I I  we consider entrepreneurship as a f ie ld  of 
enquiry and in  Chapter I I I  we re fine  and redefine the concept 
of the entrepreneur. In Chapter IV we re fe r to the determining 
event in entrepreneurial motivation and in Chapters VI and V II 
we i l lu s tra te  the d if f ic u lt ie s  and differences between normative 
and positive economics and the importance of determining and 
contributing factors. In Chapters V I I I  and IX we show how 
one facto r amid a number of others can become the determining 
fac to r in an organisation structure and hence the determining 
facto r in the success or otherwise of a corporate strategy.
Thus a common aim running through the dissertation is to 
iso la te  i f  we can, the determining factors in the phenomena.

Entrepreneurship may be investigated from any of several 
points of view, economic, sociological or psychological, but 
any search fo r the determining factor is doomed from the s ta rt  
fo r i t  is not possible to manipulate a national social process 
to va lidate  a hypothesis. In Chapter;II we discuss how 
various investigators have attempted to overcome th is  problem 
f o r - i t  is one not unique to th is  d issertation . McClelland 
is  quoted as saying " . . . .  the test of whether . . . .  an increase 
in n Achievement leads to more rapid economic development 
would l ie  in a "social experiment" in which attempts were made 
to introduce po lic ies which would increase n Achievement in one



n

country to see whether they produced more rapid economic 
development that in other comparable countries where these 
polic ies were not introduced."

 ̂ Where Schumpeter's o rien ta tio n  is prim arily  economic,
Hagen s is p rim arily  sociological while M cClelland's, conducted 
at the individual level is a t the same time psychological, 
economic and soc io log ica l. Entrepreneurship as a phenomenon 
IS id e n tif ia b le  by its  economic consequences and the people 
Çj ^^Trepreneurs; but what of these people? Are they 
Id e n tif ia b le  by v irtu e  of the task- they perform or are they 
able to be seen as d is tin c t personality types? The answer, 
we suspect, is that the entrepreneur may be id e n tifie d  both 
oy task and by his psychological make-up. Broadly speaking, 
the fundamental task of the entrepreneur is the design and 
implementation o f corporate strategy. The competence with v/hich 
th is  IS conceived and performed is re lated  to the psychological
make-up o f the entrepreneur. Hence the t i t l e  Entrepreneurship 
and Corporate Strategy. ^

A CONTINUUM FROM HYPOTHESIS TO LAW:

At the outset the investigator must be c lear as to what i t  
IS that he wishes to investigate. Having established th is  he 
searches fo r relevant variables which he must include in his frame
of reference. He defines his problem in experimental terms and 
asks himself progressively:

1. Is i t  so?

2. Why is  i t  so?

3. To what extent is i t  so?

4. What are the conditions which give rise  to the 
phenomenon under discussion?

5. Can these be demonstrated experimentally?

In order to proceed from hunch to hypothesis he must define  
his terms and re fin e  the scope o f his enquiry, reducing i t  to 
manageable proportions. We can state as a hypothesis: "there
IS such a thing as an entrepreneurial personality." Framed as

ThS:
tra in in g , some entrepreneurial experience and considerable 
academic research; fo r an enquiry into the aetiology o f

 ̂ consideration o f entrepren­
eurship, what i t  IS and how i t  comes about.
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We cannot consider an entrepreneurial personality in
terms vn’thout defining and refin ing  the concept 

of the^entrepreneur. Once v/e have done th is  perhaps we can qo 
on to iso la te  various factors in personal make-up which are 
common to entrepreneurs and not found in other indiv iduals .
Perhaps therefore the author might have undertaken some empirical

E ither we choose a small sample and investigate i t  in 
depth or a large sample investigated se lec tive ly . In th is  
dissertation we have attempted both. Using the work of 
other investigators the author has sought to increase his 
sample substantia lly  and also to broaden the scope and v a lid ity

contrives a new outlook on the f ie ld  and its  attendant problems.

,,o progressively between hypothesis and fa c t and

E # #
oriented and directed toward prediction and practical implementation.

Brown and G h ise lli distinguish between the two terra’ s
^^^ory " . . . .  evoo though they are often used

thP^hn^h^ \h yp o th es is  and a theory are a lik e  in that
they,both are conceptual in nature and have as th e ir  primary
function the explanation o f natural events. The difference
between the two concerns the extent or complexity o f the area
encompassed. Hypotheses are more restric ted  in th e ir  coverage.

comprehensive conceptual scheme of a theory ."*  

in P s y 5 g y ! % ' Y o ï k . ^ " M c % ' i m " Ï M 5 ^ '
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s c ie n tif ic  law as d iffe rin g  from both hypothesis and theory 
in that i t  has received s u ffic ie n t v e rific a tio n  and 

confirmation in fac t to be accepted with l i t t l e  question. Like
hypothesis and theory, law retains the explanatory function. In 
backward reference, i t  is used as a means of accounting fo r the 
occurence of phenomena. In forward reference i t  is used as a 
means of predicting what is to occur." I f  we accept a continuum 
from hypothesis to law and we accept moreover that fu rther work 
by others may overturn a generally accepted explanation of 
a phenomenon, then i t  would be presumptuous and inaccurate to 
describe th is d issertation as anything other than a theory as 
conceived above.

Seen academically, the test of a discursive -  as opposed to 
an empirical -  study w ill devolve around whether i t  is a 
contribution to knowledge. We suggest that Entrepreneurship and 
Corporate Strategy constitutes -  in the present state of develop- 
ment in these two fie ld s  -  a theory and a contribution to know­
ledge. Seldom can any single work provide a comprehensive 
answer to a ll aspects of the problem areas under review, but 
surely th is  must be the implied intention of any serious author. 
This is an ambitious dissertation in that i t  seeks to re la te  
corporate strategy to entrepreneurship, theory with practice, 
design with implementation. I t  may be summed up simply as:

1. What i t  is .

2. How to do i t .

Throughout, the author has sought va lid  generalisations  
which can reasonably be drawn from a varie ty  of proven or 
generally accepted hypotheses. These hypotheses have been 
integrated into new configurations which, to the author's 
knowledge, have not been so arranged in the lite ra tu re  up to now.
Each chapter combines anecdote with analysis, theory with
practice so as to provide a basis fo r both c ritic ism  and 
implementation. Before discussing the chapters in sequence we 
can usefu lly  return to Brown and G h ise lli again fo r th e ir  comments 
on the c r ite r ia  used in evaluating a research project fo r these 
c r ite r ia  have been im p lic it throughout the author's investigations  
"Any research study should be evaluated in terms of the number 
of s ig n ifican t questions i t  raises as well as the number of 
problems that i t  solves."

CONTENT AMD ORIENTATION

1. WHAT IT IS :

J h is  d issertation is  orientated towards the ch ief executive 
who in Chapter I is conceived as the nucleus, the power-base of 
the organisation. We discuss the "Harvard approach" of the



a n d \/fsu g g ès t” h a trg iv ^ ^  s tra te g ic '""® *’ ''®"
decision making c a p a b ility , th is  function is performed by the
th î the Entrepreneur, the Chief Executive. Thus
the ch ief executive is seen as a notional source of decision­
making in an organisation and we are able to use interchangeably 
the terms entrepreneur, ch ie f executive, d irectors .

wflc tîîo that the major task of the entrepreneur
+n, the design and implementation o f corporate strategy and 
thus I t  IS appropriate th a t we survey the f ie ld .  We id e n tify

i l l p i i i i i i s ?
surely an understanding o f economics is a mandatory requirement

motivations. These are discussed in Chapters V I I I  and IX: 
but le t  us revert to sequence.

In Chapter I I  we trace the development of entrepreneurship

V illa in  and a respectable member of an emergent middle class.

Who are the entrepreneurs? Against the background o f a

S I S

####
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Thus we distinguish between the Independent entrepreneur w h o  
has made his own way and exerts e ffec tive  control over his own
company by v irtu e  o f the shares that he owns -  we distinguish
him from the Modal entrepreneur who has risen in the corporate 
hierarchy and occupies a position as ch ief executive. Indeed 

e tasks of both the Independent and Modal entrepreneurs are

company m S % e"w rL^C M sideraM  a^sm an^hlrehoîding
in a substantial enterprise. I f  we accept net worth as one 
entrepreneur distinguish between types o f Independent

and Æ  % : " t K : r i : i s % i : K n d
an inaccuracy to equate "Entrepreneurship" with Small Business, 

are r u ^ g
capacity in time to develop into  

chief executive o f a substantial organisation. We return again

t  ; i  " "
between Schumpeter s concept of creative destruction and K irzner's

: ' d : % i " o r : f ' t h e
Independent entrepreneur and in Chapter IV we proceed from the 
Economic to the Psychological. We consider l i f e  experience.

S î o g i c a î  m a ke -u r'°"  of the entrepreneur's

^ consideration of relevant lite ra tu re  on the subject 
o f entrepreneurship confirms our d is tin c tio n  between the 
Ubiquitous and the E lite  entrepreneur. In terms o f l i f e

corporate c a p a b ilitie s , we distinguish

s o u T h I '? '  h i e r a r c h r - 1 5 ] t h r E i i t ^ e n l r e % n e u r  w i o t a l  
sought to make his way and his mark up the world by "doing his
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■ i% 9 !̂ 8° r | t 1n9 .such v a n a b les as risk  taking, power m otivation, n 
, p u l i a t i o n , the determimng event, s e lf  awareness and a ffe rT i»?  

asso c ia tio n . These la t te r  three variables are aspects of a 
qu ality  we term Exteroception and we conclude Chapter IV with

tes t which compares the Modal entrepreneur 
with his E lite  and Ubiquitous counterparts. These in turn are 
compared with the "average" middle manager whose rise  up the 
corporate hierarchy is dependent more on age than achievement.

Chapter V concludes the section on entrepreneurship the 
phenomenon and the nature o f the in d iv id ua l. We id e n tify

tK ; basis^p^the p ^ L i n ^ t ^
case IS a tangible il lu s tra tio n  of what we have been driving at 
throughout^the d issertation so fa r . Bentley matches the

set down in Chapters I I I  and IV. Bentley provides the lin k  

quoted on the London Stock Exchange and controlled by Bentley

his role as ch ie f executive.

2. HOW TO DO IT :

In Chapters VI and V II we conceive of the entrepreneur as 
a straw in the economic wind. National economic policies

Considered in the process of corporate strategy ' 
can determine e ith e r success or survival. A lack of under­
standing o f economics, a fa ilu re  to antic ipate and appreciate the
m a v  positive economic and normative economics
may spell d isaster fo r the entrepreneur and his enterprise.
Thus we move back to the concept o f the entrepreneur as ch ie f

Corpo^Iüst^^^^^ link^bltween^E^^^^

Chapter VI provides an Entrepreneurial Perspective on 
Economics. I t  creates a framework against which the 
entrepreneur can view his enterprise and its  financial 
strategies in p a rtic u la r , fo r Government exerts considerable 
^fluence  over the entrepreneur through Fiscal and Monetary

economics -  the
ay thq economic machine works -  as compared with normative
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and determine fo r himself the lim its  and constraints placed 
upon Government. Chapter VI thus constitutes an overview of 
economic history ; we seek to integrate and understand rather 
than to dispute, but i f  Chapter VI is an il lu s tra tio n  of 
academic disagreement. Chapter V II is its  possible consequence.

The entrepreneur seen as ch ie f executive is the target fo r  
much of the la t te r  h a lf o f the d issertation . The explanation 
for th is  lie s  p artly  in the author's experience as an E lite  
entrepreneur, a straw in the economic wind and the whole 
dissertation is personal to the extent that the author in his 
career to date was unable to find a work published or unpublished 
which, on its  own, contained s u ffic ie n t academic underpinnings 

0 be e ith e r persuasive or respectable, or which contained 
enough guidelines o f substance to form the basis fo r strateg ic  
decision-making.

Where Chapter VI provides the academic underpinnings,
Chapter V II suggests that a foundation course in economics -  
contained in Chapter VI -  supplemented by the perusal o f 
responsible newspapers can lead to the id e n tific a tio n  of certa in  
economic indicators of crucial relevance to corporate strategy.

in „^bapter V II is dram atically e n title d  "The Depression of 
1976 We do not predict a world depression but unless 
something changes, unless po litic ian s  pull themselves together, 
then as a t September, 1974 we were headed fo r in ternational

f.^Tastrophe the lik e  of which has not been seen since the 
lydüs. We id en tify  economic indicators of relevance to the 
entrepreneur as :

1. Unemployment

2. Balance o f Trade

3. The Next Election

4. Events in America

5. The Stockmarkets in Wall S treet 
and London

6 . The Money Supply

Events have indeed changed since Chapter V II was w ritte n , but they 
do not a lte r  the v a lid ity  or the importance of the economic 
variables which we id en tifie d  in that chapter. President Ford
2 ? in?c^u^ States w ill be seeking re -e lec tio n  in 1976 and in  
early 1975 he introduced measures calculated to assist him in 
his campaign.^ To^this extent, the author mis judged him, fo r he 
was id en tified  in Chapter V II as a "fiscal conservative".
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id en tifie d  as the single most powerful force, apart from the Oil 
Producing and Exporting Countries in a scenario leading to a v/orld 
depression The scenario, lik e  those described in Chapter I ,  is 
painted with a broad brush and with big assumptions. President 
Ford s economic strategies may yet have to be revised and in  
consequence, may yet lead e ith er to the beginning o f the end o f  
We American economic empire or constitute a temoorary hiccup in 
in ternational trade and entrepreneurial survival'. Stockmarket
b=Ei M® °t 1975 may yet prove to be ju s t that fo r as at
early  March, the la te s t possible date fo r th is  foreword, the
only change in the in ternational economic scenario contained

u*®^®? and in B rita in  is in a parlous s tate . Only 
confidence has changed, but then, as we point out in Chapter V I, 
Gconomics is a matter o f confidence.

e n title d  "Management by S e lf Awareness" and 
n  IS linked with the concept of exteroception developed in

the E lite  entrepreneur and as such i t  re lates to Chapter IV but
m ntivB M L!" as an examination o f men and th e ir
m otivations, the entrepreneur and his perceptions. In Chapter
V I I I  we consider the entrepreneur as leader, we look at various

industria l psychologists have created fo r the entrepreneur may 
be a t variance with his personality and his a ttrib u tes  and we 
distinguish between d iffe re n t management styles and o rien ta tio n s .

he must include him self! ''^Where Chapter v ï î r p r o v id ir s o L ^ " ^

What is the purpose o f an organisation structure? Our

pïiîs:r£::ns
to manipulate i t ,  to d irec t i t  and to give i t  a sense o f purpose. 

Chapter IX focuses on Organisation Structure and we suggest

p i p p i i i i i s "
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c r ite r ia  discussed and id en tified  in th is  chapter. We 
conclude the chapter with a description o f the Incredible  
E lectrica l Conspiracy in which fo r ty -f iv e  defendants were

5 #
the root of th is  conspiracy is  a 

chief executive unnamed and perhaps not able to be indicted fo r  
the best of reasons. We suggest however that organisation

SUCC6SS, survival Or demise of the
corporation.

sfriEs-fra



CHAPTER I 

CORPORATE STRATEGY

When A lice met the Cheshire Cat in Wonder­
land she asked i t  which way she ought to go

"That depends a good deal on where you 
want to get to ,"  said the Cat.

" I don’ t  much care where -  " said A lice

"Then i t  doesn't matter which way you go," 
said the Cat. ^

" -  So long as I get somewhero." A lice  
added as an explanation.

, "Oh, you're sure to do th a t,"  said the Cat,
" i f  you only walk long enough."

A lice in Wonderland 
Lewis Carrol

The h is to rica l use of the word strategy is closely id e n tifie d  
with m ilita ry  a c t iv it ie s . Corporate strategy no less than m il i ­
tary strategy may be offensive or defensive; i t  may be short-term  
or long-term, but i f  i t  is not always directed at conquest at least 
i t  IS to do vnth su rv iva l. Strategy is future oriented and purpo- 
sive; i t  requires planning and decision making under a condition 
of p a rtia l ignorance. Goals must be se t, po lic ies designed and 
resources must be deoloyed and from a range of possible a lte rn a tiv e s , 
one must be selected.

During recent years terms such as business po licy , corporate 
strategy and corporate planning have become almost synonymous and 
a mention of any of these frequently leads to an involvement in  
the semantic debate as to the difference between them. The debate 
IS avoided with d i f f ic u l t y , but i f  we are c lear that our concern 
with corporate strategy is a concern with the decisions taken by 
those in power, that those decisions d ire c tly  influence the surv i­
val and growth of the corporation over time and that they are to 
do v/ith such variables as men, money, machines and markets, then 
the semantic debate is properly a matter of indifference to us.

. S trategic decisions are s ig n ific an t decisions; i f  they are 
rig h t the corporation may look forv/ard to a measure of prosperity , 
but only fo r as long as a s ituation  correctly  antic ipated , stays 
the same.^ Strategic decisions have a time horizon which may be 
measured in days or in years, they are taken on the basis of 
availab le  information and chosen from a number of a lte rn a tiv e s .
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Strategy may fa i l  e ith e r because i t  is ill-conceived  or because 
i t  is not properly implemented. Thus s tra teg ic  decisions are action 
decisions and they re la te  to some statement of what the company w ill  
be a t some p artic u la r moment in time. They may be apparently to do 
with a p a rtic u la r functional area, marketing, finance or manufacturing, 
but the end resu lt must be such as to a tta in  a to ta l balance. A suc­
cessful advertising campaign unsupported by a manufacturing capacity, 
a low cost manufacturing operation without s u ffic ie n t markets, sub­
s tan tia l expansion without an adequate fin an cia l base, these are 
examples of s tra teg ic  decisions, which, no matter how well conceived 
on th e ir  own are ineffectual in to ta l.

Drucker (5) observes th a t the business enterprise is an economic 
in s titu tio n  and economic performance is both the reason and the ju s t i ­
fic a tio n  fo r its  existence. To take any decision is to take upon one­
s e lf  the responsib ility  fo r its  consequence and to the extent that the 
consequence is unknown at the time of decision, th is involves r is k .
The economic a c tiv ity  of a business enterprise is thus an act of econ­
omic risk  taking, and th is , Drucker regards as entrepreneurship. 
Although he is using the term entrepreneurship in a broad sense (we 
shall discuss i t  in greater de ta il in la te r  chapters) i t  is useful to 
introduce the concept here. Just as there are specific  tasks of the 
entrepreneur, so Drucker sees a specific  process of entrepreneurship 
which he refers to as s tra teg ic  decision-making. I f  we accept that 
there is w ithin any corporation, a locus fo r decision-making, a source 
of power, whether absolute or fragmented, which can be id e n tifie d  as 
the source of a s tra teg ic  decision, i t  matters not whether we re fe r  
to that locus as the chief executive, the entrepreneur, or the Board 
of D irectors. As we shall be discussing in Chapter IV , the rise  
of the mammoth and m ulti-national in recent years has led to an 
increasing sophistication in organisation and control. Nevertheless 
strateg ic  decisions are taken and they can be traced back to a source 
of power capable of authorising and d irecting implementation. I t  
is th is  locus of power that we shall re fe r to interchangeably as the 
chief executive, the entrepreneur, the executive team.

THE ORIGINS OF BUSINESS POLICY

Corporate strategy has developed from business policy and i t  is  
the Harvard Business School that has both pioneered the f ie ld  of 
business policy and been, in recent years, the focus fo r a degree 
of controversy over its  approach. An a r t ic le  in the la te  s ix tie s  
( 12 ) expressed d issatis faction  with "an a ll-s e e in g , all-knowing, 
all-comprehending person -  the chief executive -  interposed between 
the organisation and its  environment." This, said the authors, 
was the orientation of Harvard and Carnegie and they favoured the 
-approach of an outside observer asking "What is going on in th is  
company?"and "What needs to be done now fo r the future?" The 
c ritic ism  is ju s t if ie d  i f  unhelpful. Even i f  we accept that the 
ro le  of the founder/entrepreneur is diminishing in importance i t  is  
useful .to conceive of the corporation as guided by a chief execu­
t iv e . The Harvard Business School is neither unaware of
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th is  type of c ritic is m  nor is i t  wholly g u ilty  as charged. I f  the 
concept of the chief executive is im perfect, i t  is d i f f ic u l t  to find  
e n tire ly  satis facto ry  substitu tes. Perhaps the ch ief executive seen 
as a locus fo r decision making w ill  s u ffice .

The Business Policy course v/as started a t Harvard Business School 
in 1911 -  1912. Shaw, the course founder, brought to Harvard a 
number of outside lecturers who presented, as a basis fo r discussion, 
the problems which they were facing in th e ir  careers in the external 
v/orld. These verbal presentations were the f i r s t  "cases" used there" and 
they marked one of the f i r s t  attempts to .bring  practical business 
situations to the classroom. Then as now the "Harvard Approach" is  
concerned with the job of the general manager. I t  is in teg ra tive  in 
that i t  requires the student to pull together the expertise he acquires 
in other functional areas. Viewing the concept of corporate strategy
as a general approach "  the most va lid  lite ra tu re  fo r our purpose
is  not that of general statements, but case studies." ( 19 )

POLICY RESEARCH AND THE ENVIRONMENT

I f  the concept of policy and its  concern with strategy has not 
changed in o rie n ta tio n , a t least i t  has changed in breadth. Policy  
research is  concerned with long-term trends on the technological 
fro n tie rs  of knowledge, i t  has become concerned with economics, p o li­
t ic s , the p o s s ib ilit ie s  and d e s ira b ilit ie s  of war and peace; with 
social needs and th e ir  sociological consequences. From a considera­
tion  of the dynamic in terp lay  between the corporation and its  environ­
ment, policy research has broadened to consider not only the immediate 
environment which is of immediate concern to the corporation, but 
has considered the general environment, natio na lly  and in tern a tio n ­
a l ly ,  both now and in the fu tu re .

Policy research seeks to c la r ify  the objectives of a nation , cor­
poration or government body. I t  is  to do v/ith the a lte rn a tiv e  means 
v/hereby these objectives may be attained and i t  considers not only 
the im plications of as many variables as possible in the s itu a tio n , i t  
also concerns i t s e l f  with the in teraction  of d iffe re n t variab les .

I t  is  no coincidence that an aspect of policy research in the
private sector is that of environmental analysis , whereas United States
m ilita ry  terminology refers to environmental analysis as "th rea t ana­
ly s is " . M ilita ry  cap ab ility  requirements are drawn up in response 
to the systematic analysis o f p o lit ic a l developments in various parts 
of the world; contingency plans and s tra teg ic  a lternatives  are devised 
and i f  e ith e r predictions concerning the source of c o n flic t fo r  a 
th ird  v/orld v/ar are proved unfounded or i f  a variab le in the s itu a tio n  
changes so as to a lte r  a l l  other variab les , then the research is re ­
started using these d iffe re n t assumptions. Policy research has to 
do with the future environment of corporate and national l i f e  and by 
scanning the present environment the researcher hopes to draw some 
inferences which w ill  assist him in his pred ictive study. The Hudson 
In s t itu te , The Rand Corporation in America, the Committee on the Next
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Thirty  Years in England, The Mankind 2,000 Project of Vienna and 
French F u tu rities  Project put together some sort of picture of the 
world we w ill liv e  in  tomorrow. Thus the Lockheed A irc ra ft  Corpora­
tio n 's  "Mirage" project is designed to forecast m ilita ry  require­
ments to 1980. The future environment is of some concern, not only 
to p o litic ian s  and social commentators, but to corporations trading  
fo r p r o f i t .  The communications industry, the o ffic e  equipment 
industry, the computer industry, aerospace and e lectron ics , to name 
only a few, are involved in the world we w ill liv e  in tomorrow, not 
necessarily because they are soc ia lly  concerned, but because, by 
the correct antic ipation  of a trend and the appropriate commercial 
response, they might s trik e  i t  r ich .

SOME TOOLS OF POLICY RESEARCH

The chief executive may properly be more concerned with a 
change in economic clim ate, a rise  and f a l l  in Bank Rate, share 
prices, or employment than with a new space probe, c iv il  rights  
organisation or Middle East developments. Nonetheless, a broad 
appreciation of the type of research being undertaken and the tools 
used there in , gives him the opportunity of ca lling  up information 
which'he may consider relevant or of using the techniques of policy  
research to his own advantage.

Empirical Research: Analogues and Cycles:

One of the fundamental tools is that of empirical research 
and analysis. Concentrating on macro-variables such as population 
trends, gross national product, l ite ra c y , energy sources, in v e s ti­
gators are able to make some contingent statement about the fu tu re . 
Macro-variables tend to change re la tiv e ly  smoothly over time and 
trends can be extrapolated in to  the future with some measure of 
predictive v a lid ity .

Our future is determined by h is to rica l events both present 
and past. I t  is said that those who ignore the lessons of history  
may be condemned to liv e  them again and so a consideration of the 
past, whether by means of h is to rica l analogues or other concepts 
and experiences taken from h is to ry , may hold lessons fo r our fu tu re . 
In the area of macro-history, various w riters  claim the existence 
of cyclical patterns. As one form of government tends to decay 
so gradually i t  evolves in to  another form. A r is to tle , Gibbon and 
Toynbee have w ritten  about these cyclica l patterns and an i l lu s ­
tra tio n  from Kahn and Wiener gives some idea as to the usefulness 
o f th is  approach.
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FIGURE
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Source: Kahn Herm an and Wiener, Anthony J., The Year 2CK)0: A Framework for Speculation
(New York*. MacMillan 1967).

The Hudson In s titu te  drew a comparison between the periods 
1901 to 1913 and 1953 to 1964, re ferrin g  to them both as "la  b e lle  
epoque". During these periods, according to th is h is to rica l 
analogue, re la tiv e  peace was accompanied by rapid economic growth, 
a considerable expansion of world trade, investment and tr a v e l. 
Economic developments such as these were paralle led  by the emer­
gence of social phenomena such as prohibition in the e a r l ie r  part 
of th is  century in America and in the early 1960s, in the form of 
C iv il Rights movements, discussions on Arms lim ita tio n , a dying 
colonialism and an ascendent and assertive nationalism.

These trends may be seen e ith e r as threats or opportunities  
on the corporate periphery. C iv il Rights, Black Power, Flower 
Power and Vietnam are but a few of the events in the general environ­
ment which could have had some bearing on the to ta l corporate e ffo r t  
In the analysis of trends however, i t  is dangerous to regard as
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causitive that which is merely a co rre la te , but the a le r t  entre­
preneur, during the 60s and early  70s, the entrepreneur who read 
signs aright can have done himself no harm. Could there be some 
apparently improbable tra in  of events which, foreseen or exploited  
could have related the Beatles to boutiques. Bob Dylan to C iv il 
Rights and p o lit ic a l change, cannabis to "culture"? Whether cause 
or correlate there can be no question that incidents and individuals  
given prominence by the mass media exerted some influence on the 
p o lit ic a l tra in  of events. Perhaps i t  was La Belle Epoque that 
gave economic and p o lit ic a l momentum to the "permissive society"; 
perhaps not, but what w ill replace th is  already changing permis­
sive society?

Scenarios; and the Oracle at Delphi:

A notable contributor to the technique of scenarios is Herman 
Kahn ( 10 ) .  The objective in a scenario is that by so construct­
ing a sequence of events attention may be focused on some causal 
event amid a stream of others - an event which in a scenario may be 
seen as s ig n ific a n t. Essentia lly  scenarios are an " ... .a n t id o te  fo r  
concentrating exclusively on the forests and ignoring the trees; 
analysts who lim it  themselves to abstract generalisations may easily  
overlook crucial deta ils  and dynamics ____" ( 10 )

Scenarios re ly  on the imagination and the in te lle c t  of the men 
who create them. The researchers seek men who, while experts in  
th e ir  chosen f ie ld ,  have a broad view on events and are unafraid  
to examine the pattern of cause and consequence no matter how improb­
able the connection may seem at f i r s t .  Other forms o f structured  
man - man interactions follow  a s im ila r pattern of inquiry in that 
they attempt to be e n tire ly  open minded about situations with personal 
prejudices, preconceptions and value judgements given as l i t t l e  promi­
nence as possible.

A scenario may explore the chain of in ternational events followed 
by a nuclear accident or i t  may consider the steps necessary fo r a 
Third World War. The current energy c r is is , the behaviour of Middle 
Eastern and Western diplomats concerning the price and a v a ila b il ity  
of a s trateg ic  resource, the A rab -Israe li s ituation  and the w e ll- t ra ­
velled American Secretary of State have no doubt led to a number of 
scenarios being rew ritten and revised.

The Delphi technique developed by the Rand Corporation and associ­
ated with Helmer ( 8 ) eliminates face to face in teraction  between
group members. They may be asked; "in what year, i f  ever, do you 
expect e le c tr ic  automobiles to capture 10% of the United States market?" 
Questionnaires are analysed and recirculated to correspondents who are 
then invited to revise th e ir  estimates giving reasons as to why the data 
was abstracted from the the f i r s t  questionnaire. The Delphi method 
is an ite ra t iv e  method; the same question is examined, re-examined, 
the assumption being that the most persuasive arguments w ill  carry the 
day, so that a concensus emerges.
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Man-machine interactions, where the man does the thinking and
the machine does the work may also be used to some e ffe c t .  Perhaps
the best known of these is Jay Forrester's ( 6 ) model on the dyna­
mics of the world system prepared for the "Club of Rome", This
involves complex mathematical model-building and the consequent simu­
lations may be used to forecast technological change.

However, the important point for our purposes is ,  that the inputs 
are provided by men and moreover these techniques represent a future-  
oriented attitude of mind. Free-wheeling speculation is encouraged, 
ideas p ro l ife ra te , many are discarded but many remain as valid  con­
necting links between events of the present and events of the future.
I t  is not necessary fo r  the chief executive to become involved - or 
even to en tire ly  believe the value of these techniques, but he may 
derive some encouragement from the proposition that while the techniques 
may be sophisticated, i t  is the a ttitude  of mind that counts.

Practical Reality -  What They did at TRW:

There is some s im ila r ity  between the Delphi technique and a 
project called the Technological Probe undertaken by TRW Incorporated 
and outlined by Ramo, Vice Chairman. ( 14 ) Approximately 150
individuals were asked to l i s t  the major technological change that 
they perceived for the fu ture , and to consider th e ir  company's posi­
tion in re lation to some major technological event. They were required 
to give some idea as to when the events might happen and society's  
reaction to i t .  Results were circulated to the partic ipants , re fined, 
revised and discussed. "We expect to use the data bank of the tech­
nological probe as a check l i s t  on our plans and goals ___  for events
where the combination of potential impact and timing suggests special 
attention , we describe the consequences both good and bad. We then 
create a strategy to maximise the potential opportunities and mini­
mise the conceivable impairments to our future". ( 14 ) Ramo records,
with ju s t i f ia b le  immodesty that his corporation made a m u lt i-m illion  
do lla r  commitment to future developments concerning the American space 
programme before the launch of the f i r s t  Soviet sputnik. TRW had 
assessed as highly probable a large national space programme deriving  
from the large inter-continental b a l l is t ic  missile programme as a tech­
nological extrapolation with corollary national security , prestige and 
economic advantages." (My i ta l ic s )

I f  technological forecasting is to mean anything, i f  i t  is to 
lead to action on the part of the corporation and profits  resulting  
from strategic decisions, the consequence is substantial research and 
development expenditure. Not many companies have the vast resources 
which may be required for R. & D. in the space industry, but this of 
i t s e l f  does not mean that they cannot compete: nor indeed does the
necessity for large investments with high risk and long time horizons 
protect established companies from new entrants. Superior strategies  
can compensate for re la t iv e  disadvantages; but le t  us define our 
terms.
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THE CHIEF EXECUTIVE'S WORLD

Figure 1 -  2 overleaf represents an organic e n t ity ,  the 
corporation, which we can liken to a cell in the body. I t  has 
a nucleus -  a source of power. I t  exists in an environment of 
other c e lls . I t  requires nutrition  and i t  requires a means 
of re la ting to the environment which surrounds i t .  Its  objective  
may be growth, but i ts  p r io r i ty  is survival. In the la s t  para­
graph we have used words such as objectives, s trategies, po lic ies ,  
in an apparently random fashion; now we should c la r i fy  some 
terms.
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' Objectives .

, Where are we going? This is perhaps the most important ques­
tion fo r  the chief executive to ask himself fo r  from this question 
flow numerous others. How do v/e decide where we are going? Is 
i t  on the basis of what the chief executive wants, or is i t  on 
the basis of what the company can do? The corporation w i l l  have 
at least one lim iting  resource; i t  may be money, i t  may be men, 
manufacturing space or market share. Immediately therefore, the 
objective must be related to the p o ss ib il i t ies  of attaining i t  and 
these po ss ib il i t ies  may be affected or determined by the competitive 
s itua tio n , world trade, le g a l,  f is c a l ,  or any of a number of con­
stra ints  e ither inside or outside the company.

The chief executive must examine not only corporate objectives 
but personal objectives. What does he want out of the game; is 
i t  fame, is i t  security, p o li t ic a l  advantage or personal satisfaction  
and are his personal objectives consistent with those he has set 
down fo r  the company? Are they long term or short term, consistent, 
r e a l is t ic  . . . . . ?  Ansoff ( 2 ) opens a discussion on objectives with 
a delightfu l i l lu s tra t io n  from the diary of a lady quoted in the 
New Yorker:

Long-range goals:

1. Health - more leisure
2. Money
3. Write book - (play?) Fame ////??
4. Visit India
Immediate:

Pick-up pattern at Hilda's 
Change faucets - call plumber (who?)
Try Yoghurt??

An.objective is a specific statement re la ting  to the condition 
of the corporation at some point in time. I t  must be stated speci­
f ic a l ly  and in re la tion  to a time horizon and the environment and i ts  
realism can only be judged by the chief executive's reading of the 
environment and his assessment of the organisation's capabilit ies  
and resources. Objectives expressed in terms of the "b iggest" ,

"the best", are neither specific  nor pa rt ic u la r ly  helpful.

Policies

These are long-term action decisions which result from the 
objective. They must be consistent with the objectives and com­
patible with the corporate resources. An objective expressed in 
1910 to hold the highest market share of any motor manufacturer in 
the United States by 1930 (history is safer than forecasting) is  
specific . I t ' s  consequence, the p o lic ies , develop the objective  
into a long-term action decision expressed as:



-  11 -  '

1. Develop by vertica l integration and internal growth (Ford)
2. Develop by acquisition (General Motors)

3. Sub-contract as much as possible (Several others)

Each of these three policies is to a large extent, mutually 
exclusive and yet each of them relates to the objective and is a 
re a l is t ic  means of attaining i t .  The choice is up to the chief  
executive.

Strategies

Strategies are expressed as a coherent and in te r -re la ted  set 
of managerial guidelines. We can conceive the order of p r io r i t ie s  
as a pyramid or as an iceberg shown diagrammatically below. Only 
the t ip  may be showing, but there is a great deal beneath i t  and the 
action at the top determines what goes on below.

FIGURE 1 - 3

THE STRATEGIC PYRAMID

OBJECTIVES

POLICIES

STRATEGIES

TACTICS

OPERATING 
" DECISIONS
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Strategy, may apparently be concerned with one functional area. 
Thus we may speak of a marketing strategy which may be innovative, 
im ita tive  or derivative . _ We may consider a Financial strategy -  
whether growth is to be by means of retaining earnings and not pay­
ing dividends, or whether the company should be quoted on a stock 
market; a dividend policy (strategy?) may be adopted and an attempt 
made to maintain the share price at a high price earnings ra tio  so 
as to use corporate paper to finance acquisitions. We may speak 
of a manufacturing strategy -  high volume providing economies of 
scale; or low volume, high quality  directed toward a "luxury" 
market as opposed to a mass market. Strategies must be consistent 
with one another, and in keeping with corporate objectives, policies  
and competences. ~

Tactics

As we proceed down our pyramid from objectives down towards 
the operating decisions, so the distinctions begin to b lur. A 
ta c t ic ,  as in m il i ta ry  terminology may only las t  fo r  one b a tt le .
A strategy is fo r a broad offensive, policies a ffec t the tota l  
e f f o r t  while r e a l is t ic  objectives appropriately conceived, refined  
and implemented may win the war. -

The Environment

From his central position in Figure 1 - 2 the chief executive 
must at the same time monitor his environment fo r threats , scan i t  
fo r  opportunities or developments and re la te  these to his to ta l cor­
porate e f fo r t .  Essentially he asks himself:

(1) Where should the company be headed?
( 2 ) What is the best way to get there?
(3) What specific  actions must be taken to achieve the 

objective consistent with the p o lic ies , the available  
resources and the a l l  pervasive e ffec t of events out­
side the corporation?

This then is a concept of corporate strategy which conceives of 
the corporation as an organic en tity  in dynamic equilibrium with i ts  
environment; consequently, corporate strategy is an i te ra t iv e  pro­
cess. An objective once attained is no longer an objective; events
may a lte r  the realism of the objective or the means whereby i t  may 
be attained. Corporate strategy is a continuous process; objectives, 
po lic ies , strategies and th e ir  implementation require varying compe­
tences and a b i l i t ie s  but ultim ately they require a perspective and 
an a ttitude of mind appropriate to the environment.



-  1 3  -

CORPORATE AND PRODUCT LIFE CYCLES 
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FIGURE 1-4
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FIGURE 1-5 
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Source: Ansoff. H. Igor. Ed. Business Strategy. 
Penguin i969
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Innovative strategy is characterised by a s tra teg ic  change 
in emphasis from R & D to manufacturing and marketing; hopefully 
the cash flow w i l l  replenish the R & D expenditures, but at this  
stage the company has put -a new product onto the market and promo­
tion is designed to introduce i t  e f fe c t iv e ly .  Dependent upon the 
product and i ts  anticipated l i f e ,  pricing strategy may be designed 
to make substantial p ro fits  in a short time, a lb e it  with a low volume 
of items. A lte rn a t iv e ly , the product may be priced low so as to 
appeal to a mass market and generate a high volume offtake. The 
lov/ price may discourage competition and give the company some 
breathing space. During this time the company hopes to recoup its  
R & D expenditures and finance the in i t i a l  promotion designed to 
create a measure of brand loyalty  and innovative leadership. Inno­
vative strategies are no guarantee of longevity; they can only buy 
time.

Im itative  strategies occur as the demand, sales and p ro fits  
build up. Competition, ever watchful fo r  an opportunity, may hang 
back, but the competition has l ik e ly  imitated the product. The 
packaging may be d if fe re n t ,  the promotional fanfare may vary but 
the product is not substantia lly  d if fe re n t  in capability  or function. 
Competitive strategies may involve d if fe re n t ia t io n  on the basis of 
price but in an expanding market with a residue of unsatisfied  
demand, they are l ik e ly  to be more outgoing, emphasising some 
unique product feature , real or invented, and seeking to avoid con­
frontation on the basis of price .

Derivative strategies occur as demand becomes more nearly satur­
ated and manufacturers find themselves with excess capacity. Price 
d if fe re n t ia t io n  and generalised paring of margins is undertaken to 
maintain manufacturing throughput. Promotional expenditures increase 
and.strategies become derivative  to the extent that competitors have 
no new product to o ffe r  although products may be updated or modified. 
Derivative strategies are a means fo r  manufacturers to ride out a 
period during which the weak w i l l  go to the w a ll ,  leaving the f ie ld  
to the established leaders in the industry. Derivative strategies  
are defensive in the main and i f  the decline is not t o t a l ,  i . e .  i f  
there remains a solid residual demand, i t  is the brand leaders who 
are l e f t  to f ig h t  i t  out as, fo r  example they are now doing in the 
detergent market.

. .  As we have superimposed a vert ica l access re flec ting  e ith er  pro­
f i t a b i l i t y  or sales fo r the "typical" l i f e  cycle so we can do the 
same with Figure . 1 - 5  fo r  the extended l i f e  cycle. The manufac­
turer extends his product's l i f e  by derivative strategies in what is 
sometimes a desperate attempt to maintain volume and u t i l is e  excess 
capacity. The pickings are not as rich as in the innovative or 
im ita tive  phases, but the margins, i f  slimmer, are s t i l l  p ro f i ta b le ,  
when they cease to be so the product is withdrawn from the market. 
Corporate strategy is an a tt itude  of mind and one aspect of i t  is 
the rea lisa tion  that product obsolescence is a commercial in e v ita ­
b i l i t y  i t  IS only the time horizon that is variable. But i f  survival 
IS only a question of time, longevity is a matter of timing.
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However, a product may be kept a live  i f  not by product inno­
vation then by marketing innovation, finding new uses for the pro­
duct, new demands and new applications. A hair shampoo which has 
attained a measure of brand loyalty may have i ts  range extended 
to d if fe ren t formulations and packages catering for normal h a ir ,  
extra-dry, extra-greasy and variations on this theme. Johnson's 
Baby Powder, i f  i t  is good enough for baby, must be good enough 
fo r  you. Treat yourself l ik e  a baby and extend the l i f e  cycle 
and the application of Johnson's Baby Powder. What holds for  
super-market products applies in princip le  for aerospace as fo r  
aerosols.

THE CORPORATE LIFE CYCLE

Were the product l i f e  cycle as we have described i t  to re la te  
to the only product of a one product company then e ither the cor­
poration would disappear along with i ts  product, or i t  would become 
locked into a competitive situation by v irtue of i ts  past success.
I f  the la t t e r ,  the entrepreneur w i l l  try  to d iversify  e ither  into  
new products or into a new industry and corporate growth w i l l  make 
demands upon the organisation structure and its  relationship with 
the competitive environment. Christenson and Scott suggest that 
■operating enterprises can " . . . .b e  arrayed along a spectrum running 
from simple to very complex forms of organisation and that a given 
firm tends to move from simple to more complex forms as i t  grows 
in number of products, market coverage, and overall s ize ."  ( 3 )

Thus a Stage I company is associated with one man management. 
Stage I I  sees the development of functional parts such as sales, 
finance and manufacturing, while a stage I I I  firm is defined as 
having "multiple operating units where the units could buy and sell 
and otherwise act in the market place." { 3 ) A v e r t ic a l ly  in te ­
grated company which mines i ts  own ore and produces i ts  own steel 
has a market at the end of a chain of events; there is  one product 
and the re lation with the market w i l l  be d if fe re n t to that where the 
company is divisionalised along product lines represented below 
(Figure 1 - 6 )  as what may be characterised as a stage IV firm .

FIGURE 1 - 6

A TYPICAL STAGE TZ FIRM
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The divisions w i l l  be re la t iv e ly  more autonomous and have 
greater freedom to react to th e ir  divisional market. Although 
overall control is exercised from the chief executive's o f f ic e ,  
the relationship between headquarters and the divisions is more 
remote. Decentralised p r o f i t  responsib ility  may be an appro­
pria te  means of exercising control for now i t  is not possible 
fo r  the chief executive to adequately monitor a l l  changes in a l l  
markets. The internal complexity of the organisation is affected  
by the product -  market in teraction and as we shall show in 
Chapter IX the choice of structure is ultim ately dependent on the 
management sty le  and the personal preference of the chief executive. 
Organisation structure is a strategic  concern which, we suggest, is 
ultim ately  to do with control. Control requires information as a 
basis fo r  decision making. Without information there can be no 
control, without control there is no information, without action,  
both control and information are worthless. Let us now re la te  
our conceptual framework for corporate strategy to some observed 
and observable events. Let us consider too, the pervasive impor­
tance of the environment and show how what we e a r l ie r  termed the 
general environment becomes enmeshed with the immediate environ­
ment and so affects the corporate e f fo r t .

TECHNOLOGY, ENVIRONMENT AND STRATEGY

The corporation which, through i ts  own research and develop­
ment d iv is ion , achieves a technological breakthrough, which, with 
i ts  own manufacturing function, produces and delivers the goods and 
which, with i ts  marketing f a c i l i t y ,  creates a demand, has undoubtedly 
made a k i l l in g .  This is so well documented as to be almost s e l f -  
evident, but along this chain of events which may extend over e ith er  
weeks or years, there are opportunities both fo r  competitors and new 
entrants into the f ie ld  or the market. Any chief executive is 
thus necessarily concerned with technological innovations, not only 
in his own industry but in a l l ie d  and to a lesser extent, in d istant  
in dustries. North Sea Oil in the United Kingdom has provided an 
opportunity fo r many companies hitherto not associated with the 
petro-chemical industry to p ro f i t  from the burgeoning investment in 
exploration and re tr ie v a l .  Companies concerned with property, 
food, transport, engineering, ship build ing, computers and e lectron ics ,  
a l l  stand to gain in some v/ay or another from a correct reading of 
the s ituation and the appropriate strategic  response. Alertness to 
a changing environment has become one of the competences of these 
corporations on the periphery of others breaking new ground. To 
th is extent, at le a s t ,  technological, forecasting and some corporate 
crystal-gazing are important.

•One of the most fundamental tools of technological forecasting  
is extrapolation. But no matter the technique used, whatever the 
future to be antic ipated , technological, so c ia l,  p o l i t ic a l  or com­
mercial the slope of the drawn depends on the in tu it io n  and judge­
ment of the a r t i s t .  Trends may be extrapolated or, less danger­
ously, they may be correlated, models may be constructed, but u l t i ­
mately the input is human and f a l l i b le .  In iso la tio n , the tools 
of technological forecasting may be merely another technique; b u i l t  
into a broad framework they can be devastating.
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TECHNOLOGY AND STRATEGY - A  LIFE CYCLE AT WORK

A framework for in tegrating technology with strategy may be 
conceived as follows:

(1) The technological event

(2) Social changes

(3) The product
(4) The creation of demand
(5) Manufacturing takes over from R & D
(6 ) Competition
(7) Supply exceeds demand

( 8 ) Marketing is more important than manufacturing
(9) The survival of the f i t t e s t

(10) Product, market and d ive rs if ica t io n  of technology
(11) The cycle starts again.

Not a l l  of these events happen in the same sequence, some of 
them p ara lle l others in time, but some facts from the past suggest 
a process along these l ines .

Stage I

In 1910 radio was a source of great in teres t to many people,
technologists and amateur entusiasts a like  and in " ___  the early
days of the 20th century the electronics industry was radio .........."

Katz outlined the connection over some h a l f  a century 
between radio and some of the developments leading to the electronics  
and entertainment industries as we know them today. "The period
1910 - 1915 was the recognition of the fac t that the thermionic
triode was capable of providing- am plification. This led to the 
rea lisa tion  that the real function of a tube element was to provide 
electrons, and that high vacuum in the tube envelope was not only
desirable but necessary." ( n  ) I f  this was the technological
breakthrough, i t  required manufacturing expertise to turn a concept 
to practical r e a l i t y .  I t  was the e le c tr ic  l ig h t  bulb manufacturers 
who at that time had an expertise concerned with filam ents, vacuums 
and-protective glass envelopes and so perhaps i t  is unsurprising that  
General E lec tr ic  and Westinghouse should be two early entrants into  
what was to become a growth industry.

Stage 2

The mere manufacture of a product w i l l  not generate demand; 
there must be some change of transforming an in i t i a l  acceptance 
into a wider social phenomenon. The social change which preceded
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demand may be a minor one brought about through the corporations 
marketing f a c i l i t y ,  or i t  may occur as the resu lt of some more 
fundamental social event with wide ram ifications, such as a war, 
where a prolonged confrontation finds a l l  partic ipants , back to 
the w a ll ,  seeking advantage. Technological superiority  whether 
"missing link" or "breakthrough" is a strategic  advantage and the 
new demands of war provide challenges for research organisations 
and manufacturers a lik e . Communication is one of several essen­
t ia l  ingredients in the m il i ta ry  mix.

Stages 3 and 4 •

Betv/een 1915 -  1920 the demands of World War I led to numerous 
technological advances. The use of triode repeaters made trans­
continental telephony a r e a l i ty .  ( 11 ) I t  was now possible 
to l ink  up a telephone land w ire , a transmitter and communicate with 
ships at sea. The subsequent era of re la t iv e  peace marked a change 
from war production to a consumer orienta tion . I f  we accept the 
concept of radio as the beginning of the electronics industry then 
that,industry  developed by leaps and bounds during the 1920s. A 
r is ing  disposable income enabled consumers to spend money on the 
products of the new technology. In 1921 sales of e lectronic  pro­
ducts were $11,000,000, by 1925 they were up to $180,000,000 and in  
1929 had increased to a staggering $465,000,000. (1 1  )

During World War I ,  Government and Industry recognised the 
mutual benefit which could accrue from co-operation. Government 
fo r  i ts  part could gain from an a le r t  private sector in search of 
commercial opportunity and the private sector fo r  i ts  part could 
see not only a large potential customer, but considerable benefit  
to be gained through government financing research and development. 
The development of radar dates to the work of Taylor and Young when, 
working at a U.S. Government Naval Research Laboratory they accident­
a l ly  observed the interruption of some experimental high frequency 
radio communication by a ship. In 1927 the Bell Telephone Labora­
tories set up a system which was the precursor of the te lev is ion  set.  
Whether developed for Government or with an eye to a mass market, 
research and development was proceeding apace.

Stages 5 to 8

A technological breakthrough accompanied by social changes has 
evolved into a product fo r  which demand has been created, manufac­
turing capacity expanded; now comes the b a tt le  for survival fo r  
competition has entered the industry and tota l capacity has expanded 
substantia lly . Where previously manufacturing expertise was one 
way of attaining industria l leadership, this expertise is now common­
place. Supply is greater than demand and marketing strategies may 
become overwhelmingly important.
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A Cycle Within a Cycle

By 1930 further social changes clouded the industry's horizon.
The depression in the economy affected the sales of radio sets. 
Something was needed to boost sales and ingenuity and desparation 
combined to produce new products and expand the range of existing  
ones. A combination two-speed record player introduced around 
this time i l lu s tra te s  both problem and response.

Stage 9

Research continued and the market became more segmented. Some 
companies became specialised in particu lar areas. Many were too 
small to compete head-on with the industria l giants and sensibly 
lim ited th e ir  market aspirations to match th e ir  manufacturing exper­
t ise  and th e ir  research capab il it ies . Between 1923 and 1934, 1,070 
firms entered the radio-set business and of these 960 fa i le d .  ( 13 )

Stages 10 and 11

The development from radio through radar, televisions and FM 
may be seen as trend extrapolations where the development of motor­
car radios, portables and the l ik e ,  may be regarded as trend corre- 
la tions. Successful strategy, we have suggested, may be innovative, 
im ita tive  or derivative . In a derivative strategy the corporation 
consciously avoids the considerable expenditures required fo r  inno­
vation; i t  is s u ff ic ie n t ly  cunning not to d if fe re n t ia te  a product 
on the basis of price alone, but a le r t  enough to assess correctly  
the po ss ib il i t ies  for using the situation between the innovators 
and the imitators as a protective umbrella of research expenditure 
and busy competition to create a niche for i t s e l f  on the periphery of 
the b a tt le .

The electronics industry today, i f  we accept radio as i ts  tech­
nological underpinnings, has expanded to include not only radio but 
communications, aerospace, computers, o ff ice  equipment, information 
and a myriad of spinoffs and supplementary technological advances 
which, taken together have created not only a number of large-scale  
enterprises but contributed to some fundamental social forces at  
work in present day society. To this extent i t  conforms to the 
f in a l stage of our diary of events in a growth industry. Not only 
have products changed, developed and p ro life ra te d , new markets have 
been id en tif ied  and exploited, new trends created, followed and bucked 
Companies have risen and fa lle n  and some of the household words have 
become h istorica l events.

THE RESOURCE AUDIT

Corporate strategy is an ite ra t iv e  process. This much is c lea r,  
the process may be described in terms of questions re lating  to v/here 
the company is going and the resource audit is  a part of this continual 
search for threats and opportunities, strengths and weaknesses. In
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,the resource audit the chief executive asks himself "what are we 
good at?" and "where are we vulnerable?"

T i l le s  ( 20 ) describes resources as "action potentia l" .
Resources need not be seen in terms of men, money and machines, 
or as stable states. They are to be s tra teg ica lly  manipulated 
and this is an active process. Resources may be indiv idually  
e ither determining, contributing or l im it in g . Notwithstanding 
the other variables involved; lack of finance for an ambitious 
project becomes of i t s e l f  the lim iting  capability ; on the other 
hand finance may be a contributing factor fo r when the company's 
ambitions are able to be financed the spotlight moves to another 
area and some other resource becomes lim it in g .

The D istinctive  Competence

I t  is important to id en tify  and distinguish between the deter­
mining, lim iting  and contributing resources and corporate strengths 
and weaknesses must be recognised in the resource audit. However, 
i t  is desirable that the chief executive pursue an assertive and 
positive strategy deriving from strength. This is surely p re fer­
able to a continually defensive strategy based on weaknesses. Thus 
he asks himself: "What are we good at in particular? What is i t
we have, that our competitors do not have and how can this be u t i ­
lised to maximum benefit?" The answers w i l l  reveal the firms 
distinc tive  competence. (20). This may be so fundamental, so
simple as to be se lf-ev id en t..  I t  may be more abstract and elusive  
but i t  is peculiar to the company, and, we suggest, possessed by 
a l l  companies, and is associated with a corporate id e n tity .

In 1961, Wilkinson Sword Limited made a major assault on the 
razor blade market and challenged G i l le t t e ,  the market leader.
During World War I the Wilkinson factory produced 2.5 m ill ion  bayonets 
and capacity production of swords. Between the wars, the company 
f l i r t e d  with razors, pruning shears, nail c lippers, scissors, cutlery  
and in 1961 a f te r  several years of research, Wilkinson's forged a 
long lasting stainless steel blade which, with i ts  f r ic t io n  free  
protective coating was c learly  ahead of i ts  r iv a ls .  A d is t in c t ive  
competence may be something as simple as an expertise in cutting edges

Wilkinson's Achilles heel was i ts  size; profits  in 1954 had 
been around £20,OOU. By 1963 they were £2 m illion  and increased to 
£3 m illion in 1964. G i l le t te  in 1962 had earned record p ro fits  of 
$45 m illion  and in 1964 launched th e ir  S ilver G i l le t te .  Strategies  
changed from Wilkinson's innovative strategy of 1961 to G i l le t te 's  
im itative  strategy of 1964 and b a tt le  was joined worldwide. The 
strategies of both companies were fa u lt le s s ,  en tire ly  d if fe re n t  at  
the outset and en tire ly  appropriate in terms of what we have d is­
cussed so fa r .  The Blue G i l le t te  had been launched before W ilkin­
son's major launch and i t  was to this that G i l le t te  had owed a sub­
stantia l amount of th e ir  record 1962 p r o f i t .  I t  would have been 
foolish to have over-reacted and so they waited perhaps partly
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because they had to , but partly  to monitor Wilkinson's progress, 
fo r  surely they would make a mistake; but even i f  they did not, 
even should customers change their.shaving lo y a lt ie s ,  G i l le t t e ,  
with i ts  substantial resources could counterattack under W ilk in­
son's product umbrella.

At WilKinson's, the emphasis changed f i r s t  to manufacturing 
fo r  in 1951 Wilkinson's were swamped with orders. Production was 
increased by 100% in 1962 and by 300% in 1963 and the German plant 
was extended and in 1964 a new plant was b u i l t  in England. These 
investment and manufacturing decisions were in keeping with a 
growth in market share from 6% in 1961 to 34% in 1964. Quality  
control may be seen as a contributing factor which could have 
been determining. Had Wilkinson's not kept a stringent eye on 
q u a lity ,  had they allowed defective blades to go through, the con­
sequence on the users face and the company's sales could have been 
severe. I f  quality  control was a continual contributing fa c to r ,  
marketing became determining in 1954 with the competitive launch 
of the S ilver  G i l le t te .

ENVIRONMENT AND INDUSTRY CHARACTERISTICS

Rolls Royce - The Strategy That Failed

Every industry has i ts  p e c u lia r i t ie s , i ts  customs and i ts  t r a ­
d itions . Consumer durables sales are among the f i r s t  to be affected  
by a change in the economic environment. The toy industry must 
have large inventories available for Christmas delivery and these 
require to be financed un til such time as there is an income from 
sales. The "rag-trade" is notorious for taking extended c red it .
A ll industries have th e ir  idiosyncrasies and an awareness of these 
which is probably second nature to those involved in the industry  
is a mandatory requirement for industry analysts, investors, or 
companies in search of d ivers if ica t io n  opportunities. The Rolls 
Royce collapse i l lu s tra te s  the important relationship between s tra ­
tegic decision-making and industry characteris tics . We suggest 
that a retrospective consideration of relevant figures, forecasts 
and past successes may at least p a r t ia l ly  vindicate the top manage­
ment of Rolls Royce and show the savage post mortems of th is  impor­
tant event to have been unduly harsh.

In 1964 the newly elected Labour Government in the United 
Kingdom inherited a balance of payments d e f ic i t  of around £600 
m ill io n , the worst on record up to that time. In 1970, the U.S. 
Government spent some £3,800 m illion  on aerospace products and 
during the same year the Pentagon invested £3,100  m ill ion  on 
research, and development not necessarily to do with aerospace.
( 7)

Also in 1964 the major names in the aerospace industry pre­
pared themselves for the $2,000 m illion  C-5 j e t  transport contract. 
Lockheed, Boeing and Douglas had th e ir  sights set on the airframe 
while General E lec tr ic  and Pratt and Whitney were interested in
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the engine contract. I t  was estimated by one source (15) that  
the commercial market p o s s ib il i t ie s  could be in excess o f J 1 5,000 .
m ill ion  do llars , but there was a snag for the C-5 was the f i r s t  of 
the defence department's fixed price contracts. Lockheed's 
$1.9 b i l l io n  bid was $400 m ill ion  below Boeing and $100 m ill io n  below 
Douglas. By 1968 the Pentagon estimated huge cost over-runs in 
excess of $2,000 m ill ion  on the 05 contract and Lockheed's troubles 
were compounded by the a ir fo rce 's  decision to buy only 81 instead 
of the original 115 aeroplanes. By January of 1970 the cost e s t i ­
mates fo r  these 81 aeroplanes had risen to $3 .7  b i l l io n  against the 
orig inal estimate of $1.4 b i l l io n  and in February 1971 Lockheed accepted 
an out of court settlement to show a $200 m illion  loss on the contract.

In March 1968 Rolls-Royce signed a contract worth £150 m ill io n  
to develop and deliver by November 1971 the R.B.211 engine fo r  the 
Lockheed T r is ta r .  One aspect of this contract was a possible pen­
a lty  of £50 m ill ion  fo r  la te  delivery. By February, 1971, Rolls 
Royce was in receivership and in August 1973 the Department of Trade 
& Industry produced a 430 page post-mortem in which in te r  a l ia  i t  
was said that the directors of Rolls Royce " fa iled  properly to dis­
charge the responsib ilit ies  of stewardship which rest upon the 
directors of a public company".

Perhaps an aspect of strategy in the aerospace industry is a 
recognition of the d i f f ic u l t ie s  facing a government which allows 
a major defence contractor and employer to f a i l ,  and Rolls Royce was 
B rita in 's  biggest defence contractor. Rolls Royce had considerable 
experience of government involvement not only in providing World 
War I I  aeroplane engines but more recently also and the company had 
an expertise - a d is t in c tiv e  competence - in  problem-solving, engi­
neering . . . . . a n d  cost overruns. A British government investment 
of £33.6 m il l io n ,  added to £90 m ill ion  of Rolls' own money had 
launched programmes for the Dart, Avon, Tyne, Conway and Spey enoines 
and to ta l business from those engines was estimated at £1260 m il l io n ,
75% for export.

By the 1970's almost every defence contractor in the United 
States had had its  problems, among the more spectacular of which were 
the TFX (F-111) f ig h te r  plan at General Dynamics, the Boeing SST 
and the Lockheed C-5 transport; but success could be ju s t  as spec­
tacular. While government poured development finance into m il i ta ry  
projects, private enterprise looked to the commercial p o s s ib i l i t ie s  
fo r  the eventual pay-off. This then was the industry in which 
Rolls Royce was expected to compete. The B ritish  government was 
neither desirous nor capable of funding development costs of th is  
magnitude and Rolls Royce could not do i t  on i ts  own. How sensible  
therefore to go in search of development funds as part of a major 
i n i t i a l  contract which, once the engine had been developed and 
financed by American money would have l e f t  Rolls Royce with a c lear  
technological lead over i ts  American r iv a ls .  Rolls Royce would 
then possess a major technological asset which could generate fu rth er  
substantial revenues. We suggest that i t  was in 1968, that Rolls
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Royce was faced with a clear a lte rna tive ; e ither  they were playing 
out of th e ir  league and they should a l te r  course, or they must stay 
in the big league and do everything they could to break into the 
American market. Development costs in this industry can only be 
recouped by long production runs which in turn depend on substantial 
sales, and this sort of demand is determined in America. We suggest 
that Rolls Royce had to take the gamble, knowing i t  was a gamble or 
be l e f t  behind by the advances which the T r is ta r  engines represented.

At the 63rd Annual General Meeting of the company held in July ,  
1970 the Chairman, S ir  Denning Pearson, reported with some pride that  
the company had received the Queen's award to industry for the f i f t h  
year in succession and exports during these f iv e  years had to ta lle d  
over £410 m il l io n , but not a l l  the news v/as good. The directors  
considered i t  prudent to make a special provision of £20 m ill ion  
"against the r isk of non-recovery of to ta l development cost of the 
RB2 11 - 22. Even though today's estimates of sales and costs would 
achieve fu l l  recovery of to ta l estimated development e x p e n d i tu re ."(16)  
In addition to this provision the company incurred losses to the tune 
of £2 m ill ion  on fixed or maximum priced development contracts with 
the B rit ish  and other governments. ' .

Rolls Royce d irectors , we suggest, knew the aerospace industry 
and i ts  characteristics. Indeed, the Chairman, at the same meeting 
pointed out that losses on this type of contract were not peculiar  
to the United Kingdom. The Pentagon, he said, was now envisaging 
the greater use of cost/incentive fee or straightforward cost reim­
bursement contracts.

The directors recommended a f in a l dividend of 3% which together 
with the previous interim absorbed a tota l of £3.9 m ill ion  of the 
£4.2 m illion  p r o f i t .  This, i t  could be argued was the height of 
i r re s p o n s ib il i ty .  The notes to the accounts show that the £20 m ill ion  
provision had merely reduced research and development which was shown 
as an asset in the consolidated balancesheets. A superfic ia l reading 
of the figures would have shown a reduction in R & D from £12 m ill io n  
to £3.5 m ill ion  while retained p ro fits  were reduced by approximately 
£10 m ill io n . On the face of i t  Rolls Royce directors should have 
passed the dividend at the very le a s t ,  but Rolls had done this sort of 
thing before. R & D had been capitalised since 1961 in keeping per­
haps with the nature of the industry, but more important perhaps to 
make the company appear a ttrac t iv e  to shareholders and enable fresh 
funds to be raised. Perhaps, therefore, the directors were r ig h t  
to pay the dividend fo r  i f  they did not, the next time they went 
in search of c a p ita l ,  th e ir  blue chip reputation might have lo st  
some of i ts  lu s tre ,  making capital that much more d i f f i c u l t  to come
by.
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Estimates and Errors

Over-runs and over-optimism are characteristics of the aerospace 
industry and i t  is no surprise to find the techniques of technological 
forecasting described e a r l ie r  in common usage by the major companies in 
the industry. Nor is th e ir  f a l l i b i l i t y  any surprise for the state of 
the a r t  and the myriad of changing variables, events and vested interests  
do not lend themselves to accurate forecasting. Big assumptions can 
lead to errors on a grand scale particu la r ly  when we consider that 
horizons and the lead times between development and demand extend over 
periods as long as ten years.

' ■ : / ' ■ ■' ■ . . - ■ 
_. In November 1962, fo r  example, B rita in  and France agreed to estab­
lish  a consortium of B rit ish  and French interests to develop a super­
sonic transport to be called the Concorde. Concorde was to stay within  
the present state of the technology with a top speed of 1450 m.p.h.
The American SST on the other hand, f i r s t  announced by President Kennedy 
in June 1963, was to tes t the frontiers  of aerospace technology, but, 
notwithstanding this President Kennedy declared " . . . .  in no event w i l l  
Government investment be permitted to exceed $750 m ill ion  . . . . "  ( 18 )
By 1969 the U.S. government estimated that i ts  cost burden fo r  the 
development phase of the SST would be $1.3 b i l l io n  out of a to ta l  
$1.5 b i l l io n  estimate, and the SST project was la te r  cancelled.
Concorde's development costs, from an estimated £140 m ill ion  in the 

1962 were estimated at £730 m illion in 1970, increased 
to £970 m illion  in 1972 and reached four figures by 1974* Rolls 
cost escalations on the RB211 contract increased from $156 m ill ion  
to $600 m illion in 1970. They may be more sympathetically viewed 
when seen against this background. I f  Rolls Royce is to be blamed 

others. Perhaps the explanation l ies  in the nature 
OT the industry, which, armed with crude forecasting tools and a 
continually changing environment, can hardly be considered a low r isk  
area.

During the debacle which attended the collapse in 1971, i t  was 
observed that the Rolls directors were strong on technical 

a b i l i t y ,  but "strangely s i le n t  when finance or management v/as mentioned."
( 15 )■ • Perhaps this is true , but i t  was in 1961 that accounting
methods were changed so as to permit R & 0 expenditure to be capita­
lised . The directors had in 1969 made a provision of £20 m ill ion  
against losses and a respected firm of auditors, mentioning the pro­
v is ion, considered that the directors' report gave "a true and f a i r  
view of the state of a f fa irs  as at 31st December, 1969 of the com­
pany and of the group and of the p ro f i t  of the group fo r  the year 
ended on that date."

One estimate in la te  1972*could be regarded as at least a 
pa rt ia l vindication of the Rolls Royce strategies. At August 1972 
Lockheed had 164 Tristars on order, 110 " f i r s t  buys" and 54 second 
buys or options. At a price of £13J m illion per a i r c r a f t  Lockheed 
would break even on sales of 275 a i r c ra f t .  Looking ahead to 1980,
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the to ta l  market fo r  T r is ta r  and its  McDonell-Douglas competitor 
was estimated at 750 a ir c ra f t ,  Lockheed thought i t  ought to 
get 300 of these with the normal T r is ta r  and they saw a market 
for 600 more a irc ra f t  in-the broad extended range category. 
Assuming -  and this i l lu s tra te s  how big the assumptions are -  
that Lockheed were to get 150 of these additional 600 a i r c r a f t ,  
sales of T r is ta r  would tota l 450. This would give Rolls Royce 
the potential fo r  1350 RB211 engines and,assuming spares at a 
th ird  of this tota l revenue could be as high as £900 m ill io n .

I f  this is a dramatic i l lu s tra t io n  of the nature of the aero­
space industry i t  must also be seen as a pa rt ia l ju s t i f ic a t io n  fo r  
the strategic decisions and the commercial judgements of the Rolls 
Royce board. Arguably they should not have taken a fixed price 
contract on what turned out to be unfavourable terms -  subsequently 
renegotiated with Lockheed. Their finances and control systems 
were poor and this is an area in which the directors in v ite  c r i t i c ­
ism, but on balance, i t  is ^ d if f ic u l t  to see how Rolls could reason­
ably have done otherwise; only the future w i l l  t e l l Î

‘ I f  Rolls Royce is a dramatic i l lu s tra t io n  of the l ink  between 
strategy and industry characteristics, i t  is also a study in control 
systems, long term objectives and strategic decision making. Per­
haps, considering the nature of the industry, i t  was inevitab le  that  
Rolls Royce should cease to exist as a symbol o f  pride and private  
enterprise, perhaps aerospace research and its  funding is properly 
a matter for government with an eye to national interests and balance 
of payments .

SLATER WALKER SECURITIES -  PULLING THE THREADS TOGETHER

Whatever the academic underpinnings fo r  policy and i ts  scope 
for back-seat commentary and post-mortem critic ism s, the ultimate  
test of a strategy is i ts  success and th is  must surely be assessed 
in earnings per share. The rise of James Slater is not only an 
i l lu s tra t io n  in success i t  is also a partia l rationale fo r  the 
following chapters. Chapter IV may or may not be meaningfully 
applied to Slater the E l i te  entrepreneur; in any event, he w i l l  
probably read i t  with in teres t and also Chapters I I  and I I I  which 
deal with entrepreneurship as a f ie ld  of enquiry and refine the 
concept of the entrepreneur. He would not, we suspect, disagree 
with the choice of la te r  chapters which move from the conceptual 
to the p rac tica l,  for in la te r  chapters we consider the importance 
of economics and the economic environment, the importance of timing
♦Export deliveries of RB-211 engines and spares in 1974 were in 
excess of £100 million. More than 100 Tristars had been delivered. 
"The RB-211 although developed as an aircraft power plant ..... has 
been ordered for pumping natural gas by three customers ...." 
(Financial Times 18/2/75). Tristar orders total 209. of which 155 
are firm contracts.
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and the relevance of man-management to organisation structure and 
control. These are areas in which Mr, Slater has manifestly demon­
strated his competence and his comment that "each new stage of S later  
Walker has actually started happening before the strategy fo r  i t  
was found", ( 9 ) is at once controversial and r e a l is t ic .

The son of a North London builder, Slater took up accountancy 
and on qualifying in 1953 he spent two years,sorting out the problems 
of a small group of industria l companies. He moved into the motor 
Industry and when Lord Stokes, chief executive of British Leyland, 
took over AEC, one o f the prizes was S later who la te r  became Lord 
Stoke's r igh t hand man and is s t i l l  on the Board of British Leyland. 
Slater 's  stock market expertise, while pursuing a successful career 
as what we la te r  define as a Modal entrepreneur, increased his nest- 
egg from £2,000 to £50,000. His "system" was the recognition that 
the stock market was slow to revalue what had previously been loss- 
making situations which had turned the corner.

S later cannot have been unaware of the influence of the press 
nor can he have disregarded the connection between contacts, p o lit ics  
and competence. At a dinner that was organised for a number of 
successful young businessmen who had been featured in the Evening 
News, Mr. S later met Mr. Walker, co-founder with him of S later Walker 
Securities and la te r  to become a minister in the 1970 Conservative 
Government cabinet. In 1964 Slater & Walker bought 48% of H. Lotery 
for £720,000. They took control of the company in July , 1964, 
changed its  name to Slater Walker and a few months la te r  they sold a 
Lotery-owned off ice  building for nearly £2 m ill io n . By 1973 the net 
assets of S later Walker were £258 m ill io n .

We can broadly categorise S later's  strategy as:

1964 -  1968 "Asset stripping" -  Industrial Holding Company 

1969 -  1973 International Investment Bank -  Bank D'Affaires  

1973 -  Waiting and watching.

I f  S la ter 's  personal motivations are something of an enigma -  
his corporate objectives may be seen in terms of consistent growth 
in earnings, assets and dividends. S later Walker's expansion over 
the past decade has required that the chief executive's perspective 
on the environment is a global one. His competitive environment is 
both p o l i t ic a l ly  influenced and stock market oriented. His policies  
are a r t ic u la te ,  his strategies pragmatic, his tactics masterly and 
his operational effic iency decisive and ruthless.

S later on the Board of Rolls Royce might have influenced events 
to good e ffec t ,  " I t  is essential fo r  there to be very strong central 
financial control. In this context therefore accurate monthly p r o f i t  
and loss figures are v i t a l ,  together with budgets and a detailed of 
a l l  variances from those budgets. S im ilarly  there should be close 
central control of group l iq u id ity ."  Extracts from his speech given 
to an investment seminar sponsored by the Investors Chronicle in 1968,
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are worth recounting. His orientation was not toward technology 
or the esoteric aspects of policy research, but i t  was a rt icu la te :
"I believe that there is very considerable potential in this coun­
try  fo r  the development of new and fa r  stronger industrial holding 
companies - S later la te r  proved i t .  He was not an "asset stripper"  
pure and simple, nor was he a conglomerate of d ivers ified  and i l l  
f i t t in g  in terests. "Each new acquisition should f i t  reasonably 
well into an existing division of the company or be of s u ff ic ie n t  
size to be the nucleus of a new divis ion." The importance of size 
and i ts  re la tion  to organisation structure was "one of the most 
v ita l  points of a l l  as otherwise management becomes an almost 
insuperable problem. Relatively large companies usually have manage­
ment in depth and are not wholly dependent on one or two men."
Slater forecast his strategy and then went ahead to implement i t .

Industrial Holding Company:

In the 1964 -  1968 expansion. Stock Market oriented throughout. 
Slater increased earnings per share from 0.81 pence to 7.98 pence a t  
77% p.a.  compound. Assets per share rose from 11.87p to 6 7 .5p at  
54% compound. Both assets and earnings were important in the grand 
design and S la ter 's  reading of his corporate environment during this  
period was fau ltless but f le x ib le .  He recognised that he would make 
mistakes and he appreciated that the environment would change. "I 
believe that the basic theme should be to build up earnings per share 
and then reverse into assets. From these assets, cash could be 
generated by selling o f f  loss-makers and reinvesting the proceeds 
in further earnings. . As further earnings are generated the cycle 
is repeated. By doing th is ,  assets per share are kept moving up in 
l ine  with earnings per share and i t  is these increased assets which 
provide a firm base for future development." E a r l ie r  S later commented 
that good asset backing would provide " . . . . a n  essential buffer and 
reserve for bad times. I t  is a very dangerous policy to be purely 
earnings oriented and th is ,  to my mind is one of the main reasons fo r  
past fa i lu re ."  The logic is impeccable and the strategy persuasive. 
The expertise of S later the stra teg ist was well matched by S la ter the 
shop-keeper who disposed of soiled or troublesome merchandise on the 
basis of i ts  potential and not i ts  purchase price.

The stock market boom and decline of 1968 must be seen as an 
important event in S later 's  change of strategy. Formerly, by 
"smoothing" his growth in earnings per share and maintaining a 
high stock market quotation for his shares, an optim istic price 
earnings ra tio  enabled him to buy companies for Slater Walker paper, 
realise th e ir  assets for cash, reinvest that cash in the next asset 
situation and keep the ball ro l l in g . In 1968 Slater Walker's 
price earnings ra tio  f e l l  from 38 to 20. Either Slater must bide
his time, pursue the same strategies or he must change tack.

Perhaps S later had anticipated a stock market decline; this  
may have been the reason why, not content to rely on the vicissitudes  
of the U.K. economy, he sought to generate profits  elsewhere. In
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August 1968 he bought 75% of an investment bank based in the Bahamas 
and in December 1968 he launched Slater Walker Trust Management 
(Bahamas) Ltd. S later Walker International fund was launched in 
March 1959. This was an open ended fund aimed at capital growth 
with an international investment policy. This may well have been 
the vehicle for Slater Walker to go international using his exper­
t ise  and his shareholders money fo r  by this time Slater Walker had 
arrived.

Banque 0 'Affaires Phase I :

In 1969 the S later Walker Board made a policy statement. I t  
had decided to concentrate on developing as an international invest­
ment banking business. Towards the end of 1968 S later had bought 
control of Orages, a financial subsidiary of S ir  Isaac Wolfson's 
Great Universal Stores. "This acquisition provided substantial 
cash resources and more important, we also obtained 50% of the ord i­
nary of R a lli  Holdings." The 1958 Annual Report regarded the acqui­
s it ion  of control of R a lli  Holdings - S later bought a further 25% 
in January 1959 - as a " . . . .  major step in the development of your 
company. Its  subsidiary, R a ll i  Brothers (Bankers) Ltd. is fu l ly  
authorised to carry on a l l  forms of banking business and we intend 
during 1959 to establish our headquarters in the City o f London by 
moving to R a lli  House." Both the acquisition and the move from the 
West End to The City underlined the change in orientation from industry 
to investment.

Within two years S later Walker disposed of over £40 m ill ion  worth 
of industria l interests and reduced i ts  employment from 20,000  to 
around 2,500. S later's  disengagement was described by one source 
( 9 ) as "one of the most fundamental and successful business re­
organisations to have been achieved in the commercial world".

The industrial holding company evolved into an investment bank, 
a Bank D 'Affa ire  which could take a strategic stake in companies, 
lend them money, help them out, seek merger partners and, most impor­
tan t, increase Slater Walker's earnings per share. S later kept to 
the le t te r  of the "City Code" which required that the holder of more 
than 10% in a quoted company must declare his intentions fo r  with 
ju s t  under 10%, S later Walker had su ff ic ien t of a strategic  stake 
e ither to launch a bid on i ts  own or benefit from a r iva l bid. For 
example in 1971, with ju s t  under 10% of Cunard equity. S later sold 
out to Trafalgar House Investments which had bid fo r  Cunard, doubling 
his money. "Never one to think small S later claims to have a key
position in every major potential asset situation in B rita in " . ( 9 )

THE STRATEGY THAT FAILED?

At the end of April 1973 S later Walker announced an o ffe r  of
three shares of S later Walker for every four of H i l l  Samuel, a
dynamic City Merchant Bank headed by S ir  Kenneth Keith. Had the 
merger gone through, the resulting company would have had to ta l assets 
of £1500 m il l io n , i t  would have been renamed and S later was prepared
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for a position as number two in the.combine. There was speculation 
that S later was now ready to get out. In i t i a l l y  the press received 
the news of the merger proposal with enthusiasm but la te r  began to 
look upon the concept with austere disfavour. Whether i t  was press 
comment, a recognition that management styles were d if fe re n t  or doubt 
as to whether the employees.of Slater Walker and H i l l  Samuel would be 
able to work together -  perhaps a combination of a l l  these factors  
and more, but the merger did not go through.

In view of B rita in 's  rapidly changing orientation from her 
former Empire and towards Europe, perhaps the merger could have 
established Slater Walker/Hill Samuel as a major force in In te r ­
national and European Investment Banking. Perhaps S later was moti­
vated by a desire for "respectability" for H i l l  Samuel was the real 
thing, i ts  origins traceable, p rio r to the 1950s to family bankers 
born in the purple. The p o ss ib ili t ies  fo r  speculation are in f in i te .

Waiting and Watch i ng:

Slater moved decisively a fte r  the abortive H i l l  Samuel merger 
but his strategy, although dramatically changed, remained stock- 
market oriented for surely this is his corporate d is tin c tive  compe­
tence. Some time a fte r  the 1972 share boom and with shares very 
sensitive. S later described share prices as un rea lis tic . He went 
fu rther , suggesting a figure of 350 as a re a l is t ic  level fo r  the 
Financial Times Industrial Share Index. This compared with the 
1972 peak of 540 and coming from a man whose a b i l i ty  to read trends 
was now legend, made for a bad press. Critic ised as almost any­
thing from unpatriotic to s lig h t ly  mad. Slater remained unrepentant. 
Prior to the merger proposal Slater Walker had been represented in 
the Bahamas South A fr ica , Canada, A ustra lia , Singapore, Hong-Kong, 
Belgium, France, Holland, Spain, West Germany and the United States. 
Now S la ter 's  global chess-game - as Fortune magazine described i t  
once -  became defensive. I t  seemed that almost everything S later  
Walker owned was up fo r  sale. S later retreated into cash, des­
cribing i t  as a " flex ib le"  asset. In the l ig h t  of Chapters VI 
and V II  this must be seen as an en tire ly  appropriate strategy fo r  
Slater was, of course, r igh t about the Stockmarket. From i ts  
1972 peak of 540, the F.T. Index had moved below 150 by the end 
of 1974.

The most f i t t in g  end to this chapter is an anecdote, perhaps 
apocryphal and en tire ly  relevant, for during this market s l id e ,  
i t  is rumoured that S later received a memo from one of his analysts 
containing a l i s t  of suggested Stockmarket purchases. Surely, 
suggested the author, unless the ball game has changed these shares 
were a bargain at current price levels . Slater wrote on the memo: 
"The ball game has changed", and went on se ll in g . By mid 1974 
Slater Walker had accumulated £156 m illion  in cash.
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CHAPTER I I

ENTREPRENEURHSIP AS A FIELD OF ENQUIRY

_ "The prudent, penniless beginner in the world 
labours fo r  wages awhile; saves a surplus with which 
to buy tools or land for himself, then labours on his 
own account another while, and at length hires another 
beginner to help him."

Abraham Lincoln. 1861.

In 1863, Lincoln declared, "Property is the f r u i t  of labour, 
. . . . t h a t  some should be rich shows that others may become rich  
and hence is ju s t  encouragement to industry and enterprise "
A people's President of the 1860s, Abraham Lincoln was speaking 
the language of entrepreneurship. Lincoln's words are a recur­
rent theme which pervades American society; a theme in part 
founded on fac t and a theme idolised in myth. Lincoln's words
carry a message of hope for the small man and at the same time
they ra tionalise  priv ilege and vested in teres t.

. I t  was not in America that entrepreneurship had its  begin- 
Though i t  is a matter of record that a substantial body 

of l i te ra tu re  has emerged from the North American continent on 
^ntrepreneurship. I t  is no coincidence that the 

Harvard Business School, one of the prestigious American Business
up a Research Centre in entrepreneurial 

history in the 1950s from which a valuable perspective has emerged 
not only on entrepreneurship in the United States but also of i ts

I t  is interesting to note the pervasive
in luence of the Protestant ethic in American enterprise and i t  is

gm ficant that much of the research on entrepreneurship has been 
financed by entrepreneurs and written by academics, but i t  is to 
Europe that we must look fo r  the beginnings of entrepreneurship 
while I t  may be to America that we must look for i ts  succour 
How would Lincoln have reacted to C. Wright M il ls '  view of the 
American farmer as a real estate speculator as well as a husband- 
man. What would he have thought of Thorstein Veblen describing 
the American farmer as "cu ltivator of the main chance as well as 
of the f e r t i l e  soil"? ( 1 5 )

The word "entrepreneur" spans a status polarization of society  
runningfrom a convenience store whose a b i l i ty  to make a minimal 
p ro f i t  IS dependent upon the devotion of i ts  proprietor, to the 
sophisticated power p o lit ics  of the motorcar magnates. While at  
f i r s t  sight i t  is plausible to bridge this gulf in terms of in d i­
vidual characteristics, i t  is  d i f f i c u l t  to ignore the influence 
Or a nation or society which has spawned the individual entre­
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preneur; while history is sadly lacking in i ts  description of 
the individual personalities o f entrepreneurs, i t  is f i l l e d  with 
the record of th e ir  deeds.

What is an entrepreneur? We a l l  know entrepreneurs and 
we a l l  know what we mean by the word, but why is i t  that we use 
a word of French origin to describe an i l l  defined m id-atlantic  
phenomenon? Why is i t  that Marxists hated them and cap ita lis ts  
revered them?

The noun entrepreneur derives f i r s t l y  from the word entre 
(meaning between) and the verb prendre (to take). L i te r a l ly ,  
therefore, the word describes someone who takes between (a 
middleman), but i ts  origins have become obscured over time. I t  
is appropriate therefore, that we look to history to help us out 
in our enquiry, and to Europe and its  part in history to comple­
ment, c la r i fy ,  define and predict.

THE ENTREPRENEUR IN HISTORY

History is a record of men, th e ir  fa i lu re s ,  aspirations and 
th e ir  achievements. History is also a mass of detail which, 
to the non-historian, can be desperately confusing; but from 
the deta ils  of h istory, from the record of men's deeds we can 
in fe r  retrospectively th e ir  aspirations and th e ir  ideals. This 
is not a trea t ise  about h istory, nor is i t  written by a h is to r­
ian, but i t  should be possible fo r a non-historian to provide 
some perspective on entrepreneurship through a judicious selec­
tion of events.

History refines and depersonalises the men who make i t ;  
i t  is d i f f i c u l t  enough to assess the personal motivation of 
people we know; how much more d i f f iu c l t  is i t  to determine the 
forces which drove men in history to achieve great things; but 
we must t r y .  I t  is not enough to consider motivation in iso la ­
t io n , fo r  man is a product of his society and men who mould the 
society of the future are inevitably influenced by th e ir  present - 
milieu and th e ir  past heritage.

Psychologists have been working on the motivation of pre­
sent day man quite as. industriously as historians have been 
recording the deeds of his ancestors. In Chapter IV we shall 
be concentrating on the motivation of what we have called the 
E li te  Entrepreneur, but fo r  the time being i t  is important to 
look at the past in order to arrive at some perspective on the 
present and fu tu re .

Entrepreneurs are d is t in c tive ;  they stand out as d if fe re n t  
from th e ir  fellow men i f  only by Virtue of the record of th e ir  
achievement. They are products of th e ir  society, but in present 
day society they do not constitute a class in the sociological 
sense of th e ir  being d is t in c t from c a p ita l is ts ,  employers or the
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aristocracy. In the more eg a lita rian  societies which charac­
te ris e  the twentieth century i t  is  th eo re tica lly  possible fo r  
entrepreneurs to emerge from almost any of the s tra ta  of society  
although we shall la te r  discuss the constraints of background, 
opportunity and big business. ^

In the period during and preceding the industria l revolu­
tion p riv ile g e , vested in teres t and the mores of the various 
European societies made rapid upward social m obility very d i f ­
f ic u l t .  Monarchs were not accustomed to th e ir  subjects getting  
out of lin e  and the growth of a more eg a lita rian  society has been 
characterised over time by power y ie ld ing  to power. Seldom is 
i t  that p riv ileg e  has succumbed to the dictates of social ju s tic e .  
Accordingly, economic development has closely paralle led  p o lit ic a l  
advancement and alongside both of these we can view the develop­
ment of entrepreneurship as a phenomenon.

Karl Marx's view of the essence of capitalism  as the concen­
tra tio n  of ownership of the means of production in the hands of 
a small class was perhaps, when seen from the twentieth century, 
a matter of common sense. Those who owned no property and had : 
not the wherewithal to accumulate capital had only th e ir  labour 
to trade. The development of more e ff ic ie n t  means of production 
had its  social consequences in poverty and exp lo itation  and, i f  
th is  was an inevitab le  h is to rica l process from feudalism to a 
better way of l i f e ,  the structure of society in terms of the 
numbers of "haves" compared to the number of "have nots" was not 
substantia lly  changed u n til labour began to be orgainised. In 
social terms, therefore , entrepreneurs were not always a good 
thing; but now that some of the more unacceptable aspects o f  
th e ir  social behaviour have passed into history perhaps we can 
view th e ir  in iq u itie s  and misdemeanours as Marx d id , as aspects 
of a h is to rica l process, and look at some of the factors at work 
in Europe and England which are most easily id en tifie d  with the 
rise  of entrepreneurship.

In view of the prevailing inequality  of opportunity in  the 
sixteenth century i t  is hardly surprising that many entrepreneurs 
came from the upper stratum of society, p articu la rly  when we 
f in d , some three centuries la te r ,  that the c a p ita lis t  is s t i l l  
the owner of his craftsmen's too ls . Getting ahead was quite a 
problem in those days.

The structure of society, its  human constituents and its  
p o lit ic a l organisation make i t  d i f f ic u l t  to diagnose the under­
pinning of entrepreneurship in terms of a single causative fa c to r;  
various w riters have emphasised one variable above others, ranging 
from a p ro f it  motive, a d is tin c tiv e  l i f e  s ty le , relig ious in f lu ­
ences or simply greed; but no single factor provides a persuasive 
explanation fo r what is undoubtedly a m u lti-fa c to ria l phenomenon.

McClelland ( To) refers to the Communist Manifesto wherein 
Marx and Engels observed a growing specialisation in the economy
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which destroyed the in tr in s ic  and non-monetary value of various 
developments. He suggests that Marx and other economists 
endowed man with a psychological characteris tic  known as "the 
p ro f it  motive". The picture of the c a p ita lis t  -  and one not that 
fa r  removed from r e a l ity  -  was of a man driven by greed, w illin g  
to p artic ipa te  in any undertaking provided i t  increased its  
p ro fits . By taking th is  view of c a p ita lis t  m otivation, " p ills  
are as good as poetry, and a hat factory may be more successful 
than a bookstall. A firm  making sewer pipes, cheap dresses or 
a r t i f ic ia l  flowers, may be more successful than one producing 
elegant china." (10 ) By such a perspective on his under­
taking, the c a p ita lis t  destroys the q u a lita tiv e  worth of what 
he is doing. McClelland points out that the "dignity of labour" 
of the trad itio n a l artisan is lo s t, and achievement is  measured 
simply by the one quantitative standard of how much money i t  
is  worth.

What are these w riters  saying? C erta in ly , there is more 
than a grain of truth in th e ir  observations, but perhaps what 
they are re ferrin g  to is not so much "the p ro fit  motive" or the 
"achievement motive" but rather an antic ipation of success which 
can be measured in both q u a lita tiv e  and quantitative terms.
Money as the quantita tive  variable can be turned to a number of 
uses amongst which are the acquisition of e ith er more money or 
or the symbols of status; in order to acquire these, money is  
a mandatory prerequis ite .

Money regarded as a symbol of success complicates the issue 
but makes fo r a more reasoned view. Concepts such as the 
p ro f it  motive and the "market forces" explanation of economic 
motivation are s u p e rfic ia lly  persuasive but are neither e n tire ly  
convincing in the case of the p ro fit  motive nor p a rtic u la rly  
c iv ilis e d  in the case of market forces. This type of explana­
tion of events, where almost anything from unemployment to con­
spicuous success can be su p erfic ia lly  a ttribu ted  to having the 
rig h t product in the r ig h t place a t the rig h t time is the v is ib le  
t ip  of a conceptual iceberg. While academics and philosophers 
indulge in laborious and sometimes tautological explanations, 
the entrepreneuers are getting on with i t .  A series o f zeros 
at the bottom of a p ro fit  and loss account is many more times 
persuasive than the explanation as to how they got there , but 
get here they d id , and i f  we are to regard money as a symbol 
of success, i f  its  acquisition is motivated by the antic ipation  
of fu rth er success then le t  us look at a possible explanation 
of how i t  was regarded in the days before accountants became 
necessary and businessmen became respectable.

ENTREPRENEURSHIP, NOBILITY AND FORTUNE

I t  took money to provide the c iv ilis a tio n  of Florence 
during the Renaissance and one of the consequences of the 
a v a ila b il ity  of money was an a r t is t ic  exuberance which the 
world has not often seen. Money arose out of trade, but what
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motivated the desire fo r trade? Giovanni Medici was a great 
merchant banker whose interests spread to many parts of Europe. 
The second generation, Cosimo Medici, consolidated his fa th er's  
achievement and his fam ily 's  fortune while Lorenzo the Magnifi­
cent became a great patron of the a rts . C learly a p ro f it  
motive can not adequately explain the Florentine Medici s.

Lane (8) in his "Andrea Barbarigo" implies that the 
n o b ility  of Venice during the fourteenth and fifte e n th  century 
returned to business every three or four generations so as to 
replenish family fortunes which had been diminished by l i f e  
on the estates or service in government. Stone (14 ) ,  w riting  
of Elizabethan England suggests that some of the leading entre­
preneurs of that time were members o f the n o b ility  who required 
money to maintain th e ir  expensive s ty le  of liv in g . Gough in 
his most scholarly account of the rise  of entrepreneurship in 
England ( 6 ) ,  asks how. fa r  the ris ing  entrepreneurs were aware 
of the ro le they were f u l f i l l in g .  Referring to Stone, he sug­
gests that although they needed money, some of them desperately, 
" . . . .  the lives of few social groups have ever been less domi­
nated by the p ro fit  motive". Stone fee ls  that "Elizabethan 
peers would have been both astonished and disgusted to hear 
themselves described as men of business".

Their main concern, i t  seems, was to f in a n c e " . . . .  the var­
ious ways of conspicuous consumption, the maintenance of port
and h o sp ita lity  ------ " Both Gough and Stone feel that the
entrepreneurs who emerged from the n o b ility  a t  that time did 
not simply aim at acquiring a larger income but wanted an occu­
pation to enable them " . . . .  to pass the time without suffering  
the tormentsof boredom". But by no means a ll entrepreneurs 
came from a leisured class in search of r e l ie f  from boredom. 
Nevertheless, " . . . .  the fac t remains th a t, apart from economic 
incentives or the p ro fit  motive, a ll  these men were possessed, 
in varying degrees, by a restlessness and energy which made i t  
impossible fo r them to be content with a l i f e  e ith er of id le ­
ness of of mere rou tine". (6 )

I t  would be d i f f ic u l t  to evaluate the h isto rica l importance 
of.some entrepreneurs purely in terms of the p ro fits  that they 
obtained from th e ir  ventures. Some of them sadly misjudged 
the anticipated return on th e ir  capital but nevertheless created 
something of h is to rica l importance. I t  would be a mistake to 
re ly  too heavily on the p ro fit  motive as an explanation, or 
indeed even the antic ipation of success, although th is  is per­
haps more p lausib le . Perhaps even the restless driving forces 
which drove these men could be explained in terms of a desire 
fo r im m ortality, the wish to preserve the lin e ; and we shall 
be looking more closely at motivation in Chapter IV. Whatever 
i t  was that drove these men, they could not have done what they 
did alone; they could not have achieved what they set out to ,  
or even contemplated certain of th e ir  schemes had i t  not been 
fo r an appropriate social climate which regarded money-making 
as respectable although whether such respectab ility  arose out



-  3 8  -

of necessity or envy is uncertain.

SOCIAL PREREQUISITES •

We have seen that the Elizabethan nobles would not have 
been pleased to have been considered as businessmen; and, o f  
course, there is a stigma about business among those who do 
not p artic ip a te  in i t  even today, while those who are involved 
in the acquisition of wealth frequently plead fo r understanding, 
consideration and admiration. The image of business is often  
tarnished but the resp ectab ility  of a better than adequate 
income, preferably from private means, frequently goes unre­
marked. This is  one of the paradoxes of society and has been 
so fo r many centuries. Money does buy resp ec ta b ility , and 
in ev itab ly  (and quite ju s t if ia b ly )  those involved in the 
making of money must persuade themselves of th e ir  value to 
society. Whether they do th is by having buildings named a fte r  
them, or by anonymous philanthropy or by the e ffo rts  of public  
re lations consultants, u ltim ately  they a ll  try  to buy respecta­
b i l i t y ,  im m ortality, and understanding in some form or another.
I t  is  a fa c t of l i f e  and the in e v ita b ility  of th is  may in part 
explain the involvement of the n o b ility  in business; but while  
the n o b ility  may have managed to create a measure of under^ 
standing among th e ir  peers, envy among th e ir  in fe rio rs  and d is ­
taste among th e ir  b e tte rs , resp ectab ility  alone was not enough. 
There had to be opportunity.

We are faced with something of a chicken and egg s itu a tio n . 
Which came f i r s t ,  the resp ectab ility  or the opportunity? And was 
resp ectab ility  the consequence of an accident of b irth  or was i t  
the resu lt of a climb up the ladder of fortune? Whichever came 
f i r s t ,  there is l i t t l e  doubt that a discussion of entrepreneur­
ship must a t least touch on a ll of these fac to rs , but we do not 
wish to create the impression that entrepreneurship was the exclu­
sive preserve of the aristocracy in the fifte e n th  and sixteenth  
centuries. This period ju s t happens to be a time in Europe 
and England during which a number of s ig n ifican t developments 
can be id e n tif ie d . I f  we accept (and there is some reason to 
do so) that achievement motivation is positive ly  correlated with 
entrepreneurship as McClelland would have us believe, then we 
can accompany him in his search fo r achievement imagery in l i t e r a ­
ture to as fa r  back as 900 B.C.

Let us turn therefore from the in ferred motivations of men.
We do not re a lly  know why the ru ling  classes turned to entre­
preneurship and of course not a l l  of them did so. Some turned 
to p o lit ic s , some to sport and some, p articu la rly  in the Middle 
Ages, to war, while some merely squandered th e ir  wealth in one 
or other of the many de ligh tfu l ways which privelege and m aterial 
over-abundance permitted.



-  39 -

THE ELIZABETHAN CORPORATION

One of the prerequisites fo r any entrepreneurial venture 
is  money. That th is  commodity was more p len tifu l among the 
upper classes and was more easily  available to them is by now 
s e lf  evident, but even the most adventurous and i l l  advised 
of the n o b ility  could not help but to do some elementary a r ith ­
metic so as to compare the size of his intended undertaking 
with the risk  to his own fortune. Gough ( 6  ) points out 
that shortage of capital had been a marked weakness of medieval 
and early Tudor trade and argues that the adoption of the jo in t  
stock technique was probably more important than the new mechan­
ica l inventions of the tim e. He draws the d istinction  between 
the Joint Stock Companies which were f i r s t  started under Queen 
Elizabeth I and those "regulated companies" of the la te r  Middle 
Ages which were more fo r supervising and controlling the trading  
operations of th e ir  individual members. Joint Stock Corpora­
tions d iffe red  from partnerships although they may have had 
th e ir  beginnings there.

Partnerships were a means o f sharing p ro fits  in d e fin ite  
proportions and in terms of a partnership agreement, but there 
was no tra n s fe ra b ility  of shareholdings to a th ird  p arty . Thus, 
i t  was possible fo r larger enterprises to be undertaken since the 
members of a Joint Stock Company could transfer shares and the 
proportion of the p ro f it  taken by any individual was d ire c tly  
related to the number of shares owned. This enabled the raising  
of capital from landowners, merchants or others who had resources 
that they were w illin g  to risk  but who did not themselves pro­
pose to take an active part in the ventures; consequently, 
larger ventures could more easily  be undertaken. I t  is worth 
noting that the Elizabethan corporation was not the same as the 
present day Limited L ia b ili ty  Company; shareholders in E liza ­
bethan times assumed unlimited l i a b i l i t y  and might be called  
upon to contribute more capital to the venture, not by way of a 
rights issue, but as an ob ligation .

PATENTS, MONOPOLIES AND INNOVATION

I f  the Corporation provided the fa c i l i ty  fo r entrepreneurial 
adventure i t  s t i l l  remained fo r the entrepreneur to perceive and 
exp lo it an opportunity, and here again the social structure of 
the time conferred great advantages upon those of noble b ir th .
An inventor may well have had an idea of considerable importance 
and potential p r o f i ta b il i ty  but i f  he had no capital his venture 
could not get o ff  the ground. By the same token cap ita l alone 
was not s u ffic ie n t so ideas and inventions had somehow to get 
together with capital and, having done so, what b e tte r means of 
exploiting an opportunity than monopoly. In the same way as 
monarchs dispensed favours to th e ir  nobles in good standing, so, 
in the fifte e n th  and sixteenth centuries, what better way of 
pleasing both themselves as monarchs and th e ir  n o b ility  than 
granting of monopoly rights over something? Gough observes 
d r ily  (6 )  since in return fo r granting a patent of



-  40  -

monopoly the Crown demanded a royalty or ren t, there was an 
obvious temptation fo r  needy monarchs to regard monopolies 
as a means not only of satisfying greedy courtiers but also 
of increasing th e ir  own revenues. Since the resu lt was that 
prices rose without any improvement, but rather a d e te rio ra tio n , 
in the qu ality  of the a r t ic le  produced, monopolies natura lly  
aroused public complaint". But of course monopolies were not 
a ll  bad, at least not as we imagine they were o rig in a lly  con­
ceived.

, Patents of monopoly fo r manufacture were f i r s t  introduced 
in to England in the mid sixteenth century, orig inating from 
Ita ly ,^and were, quite probably designed to encourage genuine 
inventions.  ̂ I t  did not take much royal imagination to recog­
nise that while monopolies could confer considerable advan­
tages on the inventor they were p o ten tia lly  a source fo r  
economic advancement fo r the country as a whole; not least of 
the potential benefits was in the f ie ld  of warfare and in th is  
regard i t  is perhaps no coincidence that the manufacture of 
gunpowder and various forms of advance in metallurgy were 
brought to England from abroad.

Whatever the monarch's in ten tions, however, the system of 
patents of monopoly was open to wide abuse and in 1624 the 
Monopolies Act was passed in England. This set a time lim it  
on the monopoly rights and can be seen as the precursor of 
modern patent law which, too, sets a time on a patent. Then, 
as now, however, i t  was possible to find a way round the patents 
so as to abuse the system and make a mockery of the legal process. 
One of the principal differences between the seventeenth century 
and the present one is  that in the seventeenth century patents 
and the rights of patentees were too well protected. Now the 
pendulum has swung fu l l  c irc le  and the small inventor of the 
twentieth century has l i t t l e  practical protection against the 
giant corporations who can afford protracted patent l i t ig a t io n  
and in so doing force the small man into financia l ruin -  and 
take his patent into the bargain'.

P riv ileg e  and patents, monopolies and money-making are of 
in te res t but there has to be some fundamental reason fo r forming 
a corporation, acquiring a patent or obtaining a monopoly. There 
must be some process, some product, or some idea which has a 
market value. There must, to put i t  b r ie f ly ,  be an anticipated  
p ro f it  whether national or personal. Whatever the invention, 
idea or process i t  is l ik e ly  that i t  w ill  lead to economic devel­
opment of some s o rt, whether i t  be a s ig n ific a n t advancement of 
national importance, or whether i t  be a source of personal p ro f it  
to an in d iv id u a l. Economic history abounds with examples of both 
national and personal s ign ificance. Whether i t  is  the harnessing 
of water power in the sixteenth century or steam in the eighteenth 
i t  is not our purpose to de ta il the individual processes. We are 
trying to provide a perspective of the entrepreneur in h is to ry , 
and history is an amalgam of a number of these developments which, 
taken together, constitute economic progress.
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Our inquiry is not concerned with the d e ta il of development 
but is directed towards accounting fo r  increases in the ra te  of 
technological innovation. I t  takes time fo r  patents to be . 
re flected  in technology .and even more time fo r  technology to be 
re flected  in economic progress, so i t  w ill  not be the patents or 
processes themselves which guide our enquiry but rather the 
social conditions which both encouraged and followed innovation. 
For th is reason we should turn our attention to the social condi­
tioning of entrepreneurship and the q u a lita tiv e  factors which 
contribute to th is  grey area of economic and entrepreneurial 
development.

THE SOCIAL CONDITIONING OF ENTREPRENEURSHIP .

In essence there are two main fie ld s  of enquiry which have 
occupied us fo r  th is  chapter and with which we now continue.
These a re :-

1. the influence of society on the entrepreneur 

■ 2. the influence o f the entrepreneur on society.

The Elizabethan corporation il lu s tra te s  some of both fo r  
without entrepreneurs there would be no need for corporations 
and without corporations the entrepreneur could not have a ttrac ted  
s u ffic ie n t cap ita l to develop in the ways outlined above; and 
having so created a climate of entrepreneurship the entrepreneurs 
themselves through th e ir  ventures exerted some influence on 
society , frequently fo r  the good in economic terms, often fo r  
the worse in social terms. I f  one thing is clear i t  is th a t 
the concepts and problems are so in te rre la ted  that i t  is d i f f ic u l t  
to distinguish between determining and contributing factors in  
economic progress; but some factors were ex trao rd in arily  power­
f u l ,  some explanations extremely persuasive. We are not seeking 
a check l i s t ,  we are seeking a perspective which stands up to 
the rigorous demands of common sense.

Surely one of the most pervasive influences on man as a 
social animal from his very beginnings has been that of re lig io n . 
Man has been curious both about himself and about his environ­
ment, social economic and physical. The gods of f i r e ,  of the 
sun and of the ra in  a t one stage constituted an attempt a t.e x p la -  
n a tion ; fo r  th a t which man has not understood he has made 
rrystical and that which is mystical he has feared and respected. 
Power has frequently accompanied the spread of re lig ious fa ith  
and while the bona fides of many of the fa ith fu l are not in  
question, the fa c t remains that fa ith  and power, power and p o li­
t ic s ,  p o lit ic s  and p r iv ile g e , have a ll  too frequently gone hand 
in  hand to influence various societies s ig n ific a n tly  through 
the ages. Not least of these influences has been the spread 
of C h ris tia n ity  throughout Europe and many other parts o f the 
world.
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We referred to the Medici fam ily in fifte e n th  century 
Florence and perhaps we can usefully i l lu s tra te  the complex­
it ie s  outlined above by a concrete example. Felix  G ilb ert 
( ) creates a fascinating perspective on Florence in the
sixteenth century. In 1494 the Medici regime collapsed 
a fte r  s ix ty  years and the people of Florence were le f t  with 
the task of setting up some form of social organisation which 
could enable them to replace the control exercised by the 
Medicis. I t  is in teresting  to note, and we shall be dealing 
with control in some depth in Chapter 9 , that one of the means 
whereby the Medicis exercised control was through the structure  
of the p o lit ic a l organisation in Florence. G ilbert observes 
that the Medicis ruled behind a republican facade, care fu lly  
preserving the f ic t io n  that the c itizens of Florence were the 
rulers of th e ir  c ity . In fa c t , the various Councils, the 
Council of the Seventy and the Council of the Hundred had been 
established by the Medici to complement an early complex system 
of Councils. The Councils were composed largely  of patricians  
fr ien d ly  to the Medicis and power was fragmented so as to give 
the Medicis the fin a l say in matters of po licy . Consequently 
when the Medicis were overthrown in 1494 some means had to be 
found fo r managing the conduct of foreign policy and of wars, 
of ju s tice  and of finance. Another very characteris tic  aspect 
of government in Florence was the short tenure of o ffic e  -  again 
enabling determined vested in teres t to carry the day.

On the economic fro n t too there were problems. The la s t 
years of the fifte e n th  century and the early sixteenth century 
were characterised by economic problems with poor harvests and 
continual warfare causing a cutback in industria l p rod uctiv ity , 
and re s tric tin g  trade. Unemployment, ris ing  prices and a lack 
of say in the government caused d issatis faction  on the part of 
the c itizen ry  so exacerbating the problems of government. More­
over the wealth of Florence was concentrated in the hands of 
very few. Florence's power in Europe depended on the economic 
a c tiv it ie s  of these few men, most of whom had been loyal to the 
Medicis and who had businesses a ll over Ita ly  while they traded 
in France, Spain, the Netherlands, and England. Understandably 
therefore th is  group of men constituted a strong force of vested 
in teres t and when they joined with members of the middle classes 
in determining policy i t  is hardly surprising that th e ir  trading  
and personal in terests came to the fo re .

The Florentines saw themselves as men of reason and they 
had a re a l is t ic  view of th e ir  standing vis a vis the great t e r r i ­
to r ia l states which had grown up outside“ I t a ly . Reason was the 
weapon which they believed could compensate fo r th e ir  lack of 
m ilita ry  strength. "In 1496 when other Ita lia n  powers took up 
a threatening a ttitu d e  because of the Florentine lo ya lty  to 
France i t  was said two ways were open to Florence; to re s is t  
e ith e r with force or in te llig en c e . And i t  does not appear pos-
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s ib le  that we can re s is t the whole of Ita ly  relying on force.
We must take the a lte rn a tiv e ; in te llig en ce". ( 5 ) Reason 
was deeply rooted in B e lie f , fo r Reason came from God. Thus, 
when we add p o lit ic a l complications to Florence's problems we 
can see a ll  too c lea rly  the relig ious influence extending over 
the whole range of Florentine l i f e ,  p o li t ic a l ,  economic and 
soc ia l.

How must the Florentines have f e l t  when th e ir  trad itio n a l 
alliance  with France combined with th e ir  strong trading lin k s , 
became complicated by the appearance of French armies in I t a ly ,  
f i r s t  under Charles V I I I  and then under Louis X I I ,  his successor? 
The Florentines were faced with an almost impossible choice
between France and the Church S ta te . On the one hand, " ___
an abandonment of the French a lliance would mean an end of 
Florence's most p ro fitab le  economic enterprises. On the other 
hand, c o n flic t with the Church State could be equally damaging 
fo r the Popes could employ the weapon of the in te rd ic t which the 
Florentines feared fo r material rather than fo r s p ir itu a l 
reasons. When a state came under an in te rd ic t its  c itizens  
lo s t a ll legal protection everywhere in Christendom; an in te r ­
d ic t therefore would permit the robbing of a ll possessions of 
Florentines wherever they were -  in Rome, in Naples, in England 
or in any other place." ( 5 )

This thumbnail sketch of Florence between the fifte e n th  
and sixteenth centuries il lu s tra te s  the complex in te r re lations  
between economics, p o lit ic s , entrepreneurship and re lig io n .
I t  forms a useful basis fo r us to consider the influence of 
society on the entrepreneur, and the entrepreneur on society , 
with the whole overshadowed by re lig io n .

THE PROTESTANT ETHIC

What is the explanation fo r the considerable economic pro­
gress in the early  modern period in stark contrast to that of 
the Middle Ages? Can we find  i t  in a Catholic Church which 
frowned on personal gain during the Middle Ages in contrast to 
encouragement from the Protestant leaders a fte r  the reformation? 
How very much simpler things would be i f  we could. We must be 
c a re fu l, " . . . .  not to make mistakes in dating and to regard as 
causative what only became prominent in la te r  years". However 
" . . . .  though i t  may be hard to say exactly what the connection 
was, th is  is not to ignore or deny the existence of any connec­
tion between Protestantism and the r ise  of capitalism , or to 
regard the connection as purely fo rtu ito u s . Whatever i t  was, 
however, we cannot tre a t i t  as one of simple cause and e ffe c t ."
{ 6 )

In Max Weber's theory concerning the Protestant Ethic (16 ) 
he suggests that Protestants, influenced p artic u la rly  by the 
teachings o f Calvin, were more energetic and more successful in
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business ventures than were the Catholics. God imposed a pre-

wa  ̂ not devoted to consumption but rather to the rational pur-
im nnrfl ^ain.  ̂ This a ttitu d e , Weber argued, was an
important determinant in an ascending s p ir i t  of capitalism

Targe measure fo r the rise  of capitalism in the 
West and its  spread to the outposts of Western influence.

Weber's thesis is considered contentious -  and many 
rnnf^^K i t  SO -  at least one of its  most important
valuls ^^aw attention to the importance of human

aspirations^which were deeply rooted in relig ious
that 1 d i f f ic u lt  to dispute the contention
wid^T values are substantia lly  affected by those in
fn i in f i  ' I  easy step to re-emphasise the power-

exerted by the Church even up to the present tim e. 
Calvinism encouraged the accumulation of c a p ita l, capital was

. . While Calvinism may have introduced a measure of caution
rSfwin?![GR^!"k"rship, Cole ( 2 ) points out that the s t r ic t ly  
C alv in ist Dutch merchants who launched the East and West India

fini economic opportunity as a prime requirement. R elig ion, 
unaccompanied by economic opportunity w ill not of i t s e l f  stimu­
la te  entrepreneurship or economic progress; there must be 
some other factors a t work as w e ll. We saw a number of in te rre -  
lated factors in our discussion of Florence and the Medicis and 
th is  quite properly leads us from the consideration of purely 
re lig ious influences to a fu rther examination o f the social 
conditions which foster economic progress.

ENTREPRENEURIAL RESPECTABILITY

who comprise society, although we were careful to point out 
f^Preneurs could not be considered as a class in the 

f n t i  I  One o f the most important aspects of
entrepreneurship is  social m obility . Unless there is some 
means whereby an individual can rise  soc ia lly  and economically
w ithin îu f a c i l i t y  fo r entrepreneurship
within that society. The caste system in India is a dramatic
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■ ■
ENTREPRENEURSHIP AND ECONOMIC DEVELOPMENT

mrnM
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of today. I t  is in teresting to re fle c t on the developments 
in patent law, the close connection between patents and mono­
polies in European history and the conceptual distance between 
patent and monopoly in tv/entient century enterprise. Over­
shadowing the whole social process we have observed the influence  
of a relig ious value system whibh e ither accommodated i t s e l f  to 
economic development or determined i t  through the rise  of a 
Protestant e th ic .

What is economic development and what re la tio n  does i t  
bear to entrepreneurship? Certainly i t  is  associated with i t ,  
fo r economic development we suggest, could not have preceded 
entrepreneurship, broadly conceived. Did entrepreneurship 
precede economic development or were they merely associated?
Was economic development purely an economic phenomenon while 
entrepreneurship paralle led  i t  as a social one? Perhaps one 
of the most d e fin it iv e  academic ra lly in g  points fo r these sort 
of questions was Joseph Schumpeter.

Schumpeter was from 1932 to the time of his death in  1950 
Professor of Economics at Harvard U niversity. Perhaps his best 
known work was "The Theory of Economic Development", s u b -title d  
"An Enquiry in to  P ro fits , C ap ita l, C red it, In terest and the 
Business Cycle". The English edition was published in 1934, 
but Schumpeter dates some of his ideas back to 1907 while a ll 
of them had been worked out by 1909. The book was published 
fo r the f i r s t  time in German in 1911 and has thus been an import­
ant economic tex t fo r over s ix ty  years.

While Schumpeter was trained in the Austrian tra d itio n  of 
economic theory. Max Weber was a representative of the German 
h is to rica l school and i t  is  p a rtic u la rly  in teresting to spe­
culate what e ffe c t Weber's Protestant E th ic , f i r s t  published 
in 1904 may have had on Schumpeter. At that time Schumpeter 
was twenty-tv/o, a b r i l l ia n t  graduate student in Vienna, des­
tined lik e  Weber to exert a s ig n ifican t influence, not only 
on pure economic theory, but on its  re la tion  to the wider soc­
ia l process. C learly Schumpeter was not unaware of Weber's 
work, and indeed in his own "Theory of Economic Development" 
he observes that economic development is an ob ject.o f economic 
history " -----  which in turn is merely a part of universal h is­
to ry , only separated from the rest fo r purposes of exposition". 
(13 ) Because of the fundamental dependence of the economic 
aspect of things on everything else " . . . . i t  is not possible 
to explain economic change by economic conditions alone. For 
the economic state of a people does not emerge simply from the 
preceding economic conditions, but only from the preceding 
to ta l s itu a tio n ".

Economic development cannot be explained in purely economic 
terms, but nevertheless Schumpeter feels i t  desirable to con­
centrate on an economic explanation, fo r , as he points out in a



-  47  -

note to the 1934 e d itio n , i f  there is not some separation 
i t  means spoiling the f r u i t  of a ll  i f  they are not 

kept apart and each is not allowed the r ig h t to grow by i t s e l f " .  
Schumpeter's assumptions about psychology are minimal, but in  
the context of the above comments, and p articu la rly  considering 
the developments in psychology since the turn of the century, 
these minimal assumptions, i f  removed, do not detract from the 
main thread of Schumpeter's argument.

Nevertheless, he does very firm ly  lin k  the entrepreneur 
with economic development, pointing out that he regards the 
entrepreneur as the bearer of the mechanism of change. His 
viev/ of development is a closely reasoned economist's view.
He sees development as a d is tin c t phenomenon, conceiving the 
several processes in the economic system as p a rtia l phenomena 
of a tendency towards an equilibrium  position. Real develop­
ment is a disturbance of equilibrium  which fundamentally a lte rs  
and displaces the equilibrium  state previously ex isting .

The United Kingdom economy experienced boom conditions in  
1972; the sale of consumer durables, washing machines, colour 
te lev is ion  sets and new motor cars increased substantia lly  along 
with the cost of liv in g , share prices and property values.
These factors could not be construed as real development and 
would probably not have been so viewed by Schumpeter. Develop­
ment in his sense is that kind of change arising from w ithin  
the system " . . . .  which so displaces its  equilibrium point that 
the new one cannot be reached from the old one by in fin ites im a l 
steps." The point we have made with consumer durables, Schum­
peter makes with stage coaches, pointing out that we can add 
successively as many stage coaches as we please, but we w ill  
never get a railway thereby.

Development then is the carrying out of new combinations 
and would cover in te r  a l ia  the following fiv e  cases which he cites

1. The introduction of a. new good -  that is one with 
which consumers are not ye t fa m ilia r  -  or o f a new qua­
l i t y  of a good.

2. The introduction of a new method of production, 
that is one not ye t tested by experience in the branch 
of manufacture concerned, which need by no means be 
founded upon a discovery s c ie n tif ic a lly  new and can 
also ex is t in a new way of handling a commodity commer­
c ia l ly .

3. The opening of a new market, that is a market in to  
which the p a rticu la r branch of manufacture of the country' 
in question has not previously entered, whether or not 
th is  market has existed before.
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4. The conquest of a new source of supply of raw
m aterials or h a lf manufactured goods, again ir re s ­
pective of whether this source already exists or 
whether i t  is f i r s t  to be created.

5.^ The carrying out of the nev/ organisation o f any 
industry, lik e  the creation of a monopoly position 
. . . .  or the breaking up of a monopoly position".

While we have not detailed individual developments in our 
h is to rica l perspective thus fa r ,  i t  is not d i f f ic u lt  to re la te .
I f  only by inference, our perspective to Schumpeter's c r i te r ia ,  
and aris ing from this of course there must be id e n tifia b le  
changes in the social process associated with economic develop­
ment. One of these is entrepreneurship.

Let us digress fo r a moment. By no means is  i t  the 
entrepreneur's exclusive responsib ility  to see to i t  that society  
reaps the benefit of his e ffo rts . We could view him as one of 
a number of p a rtia l phenomena in the displacement of the economic 
equilibrium ; aris ing out of the combined e ffo rts  of several 
entrepreneurial ventures, society in time w ill e ither benefit 
or not. Unbridled entrepreneurship is as undesirable as unthink­
ing sanction; the b rid le  must curb not destroy; but there must 
be reasonable curbs on entrepreneurial enthusiasm and desire 
to r gam. Entrepreneurs are not the heroic figures that some 
w riters have made them out to be. Not by the wildest stretch  
of imagination can we in fe r  that the entrepreneurs in h is to ry , 
taken c o lle c tiv e ly , -had the good of society at heart although 
some of them did. Many of them were inspired by motives that 
were less than admirable and some of them were downright v illa in s  
preying on poverty and seeking advantage wherever they might 
• 1 no I t .

Whatever sanctions there may properly be upon enterprise, 
two things have stood out as essential conditions fo r entre­
preneurship which contrast s tark ly  free enterprise with a planned 
economy. In the f i r s t  place there must be control over the means 
of production and in the second place there must be access to 
c a p ita l. The former point has been a fundamental assumption of 
the discussions so fa r  and is as relevant fo r an economic perspec­
tiv e  to-day as i t  was in h istory . On the la t te r  po in t, the 
access to c a p ita l, we must dwell b r ie f ly .

I f  new combinations are to be created and i f  new productive 
means must be found then so too must be found a means to finance 
development.^ E ither the entrepreneur has the capital a t his 
disposal, which may or may not be tied  up in disposable property 
and which can release c a p ita l, or he must borrow. At the in d iv - 
idual le v e l he can borrow from a financia l in s titu tio n , provided 
that those who are in the business of lending perceive his pro­
je c t as v iab le , o r, as in the case of the Elizabethan corporation 
c p i t a l  can be put together from d iffe re n t sources. What about ' 
the ultim ate source of th is capital?
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; I f  we view capital as a national resource, i t  is not l im it ­
less, i t  must come from somewhere. Schumpeter provides the 
conventional answer, namely that capital comes out of the " . . . .  
annual growth of social savings plus that part of resources which 
may annually become fre e " . Logic te lls  us however that i f  the 
residue of previous development cannot provide adequate capita l 
and i f  we are determined to look elsewhere, then we must create 
new capital and nev/ purchasing power. The problem, and th is  is  
a problem of government, is to ensure that the new purchasing 
power created is not merely spent on consumption but contrives 
to create an imbalance in the economic equilibrium , so that while 
added purchasing power may very well be a consequence, the p rin ­
cipal objective must be to d irec t capital toward new investment 
which can in turn create a measure of self-generating growth 
fo r the economy as a whole.

^  This is a thorny economic problem and not one which is  
within the scope of th is  chapter. We shall be returning to 
economics in  Chapters VI and V II when we shall be discussing 
positive economics -  the way things actually do work -  as com­
pared with normative economics - the way things might work i f  
economists had th e ir  way. There is a lin k  which we cannot 
pursue here, but which is worth noting, between Schumpeter, 
trained in the Austrian tra d itio n  and Milton Friedman the d is­
tinguished and controversial representative of the Chigago School 
of Modern Economists.

We have looked a t the entrepreneur as the bearer of the 
mechanism of change associated with economic development, and 
we have looked at the phenomenon of economic development both 
from the point o f view o f d e fin itio n  and from the factors associ­
ated with i t .  We have established that no matter hov/ desirable  
i t  may be to separate economics from other factors in the social 
process, economics of i t s e l f  can do no more than contribute to 
a perspective, i t  cannot provide i t .  How fortunate i f  we were 
able to predict economic development before i t  takes place 
through some variable which can bring together the entrepreneur, 
the social process and economic development. David McClelland 
believes that he has something to say.

ACHIEVEMENT MOTIVATION

"In a sense . . . .  the te s t of whether . . . .  an increase in n 
Achievement leads to more rapid economic development would l ie  in  
a "social experiment" in which attempts were made to introduce 
polic ies which would increase n Achievement in one country to see 
whether they produced more rapid economic development than in  
other comparable countries where these policies were not in tro ­
duced". (10 ) The logical extension of many s c ie n tif ic  hypo­
theses is s lig h tly  crazy, but the hypothesis suggesting a lin k  
between n Achievement and economic growth is anything but.
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In a scholarly work care fu lly  documented and drawing 
heavily on a substantial body of empirical research fin d ing s, 
many of them his own, McClelland creates a fascinating i f  not 
an e n tire ly  persuasive picture link ing  n Achievement to economic 
development. The experimental design is impressive. Viewing 
man as creator of his environment he uncovers achievement 
re lated imagery in stories which may be presumed to re f le c t  
standards of importance to various cultures not least the 
American. Achievement is  viewed as a need, lik e  any other need. 
But since actual achievement may not necessarily be considered 
a satis fac to ry  index of the strength of the assumed need to 
achieve " . . . .  any more than dating can be considered a safe 
measure of the strength of the hunger drive . . . . "  (11 ) the in te r ­
pretation of spontaneously expressed thoughts may be expressed 
q u an tita tiv e ly  in a score of n Achievement. '

The expression of the need must not be conscious from the 
experimenter's point of view; correctly  interpreted fantasy 
and a standardized means of in terpreting  i t  are fa r  more re lia b le  
ind icators . I f  we can assume that s to rie s , fo lk  ta les and the 
various spontaneous w ritings which emerge from a society are 
representative of a value system which that society upholds 
and are at the same time tru ly  spontaneous, then by so doing, 
v/e get an idea of what the society was lik e  a t the time even 
though i t  has long ceased to e x is t. I t  is  perhaps permiss- 
able to score stories fo r achievement imagery in the same way 
as controlled contemporary experiments. •

Two groups w riting  a story around an open ended picture may 
well be expected to produce d iffe rin g  results i f  the experimental 
group receives d iffe re n t instructions to those given to the con­
tro l group. For example male university students were in tro ­
duced to the s itu a tio n  (McClelland et al 1953) by being to ld  th a t 
the tests that they were taking d ire c tly  indicated an in d iv id u a l's  
general level of in te llig en ce  and also brought out whether or 
not he was suited to be a leader. Such a challenge to an 
American male could hardly f a i l  to produce a d iffe re n t response 
to that of another American male who had received d iffe re n t and 
e n tire ly  neutral te s t instructions. This then was one of the 
f i r s t  building blocks of McClelland's hypothesis which led him 
to postulate the existence of a need fo r achievement. The • 
methodology is beyond the scope of this enquiry and one is  
bound to say that i f  some w riters have regarded i t  as less than 
ideal nevertheless i t  was McClelland and not they who undertook 
a Herculean task and performed i t  admirably. A body of know­
ledge may only be increased by discussion, debate and argument 
and i f  McClelland contributed the to p ic , his opponents have 
very properly created the controversy.

As to what achievement motivation actually  is  th is  is  in  
some respects d i f f ic u l t  to e n tire ly  estab lish . B urris , (1) 
discussed openly with some university students the achievement
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imagery in th e ir  imaginative s to ries . Matched control groups 
were counselled in terms of how to study or not counselled a t a l l .
At the end of eight weekly counselling sessions i t  was found that 
the subjects whose achievement motivation had been discussed 
with them showed a s ig n ifican t rise  in scores of n Achievement in  
a second administration of the same phantasy te s t. I t  appears 
that Burris was testing n Achievement but lik e  many nebulous con­
cepts perhaps a ll  we can say, rather unkindly, is that i t  proves 
he was testing something called n Achievement, but maybe only the 
scores have changed. Burris followed th is  up by checking on 
school performance and found that those whose n Achievement scores 
had been increased in the counselling sessions showed a greater 
increase in marks in the following term than did two control groups 
of peers. ^

So we know that there is such a thing as n Achievement, we 
know, but cannot e n tire ly  describe, what i t  is ,  and we assume 
that i t  may be varied depending on stim uli in the in d iv id u a l's  
culture. From here McClelland expands the argument on to an 
economic fro n t. Bringing together concepts of m otivation, econ­
omic development and cu ltural influence he leads us into a discussion 
on various correlates of economic development.

Anti trad itionalism  is ,  according to McClelland, probably 
the most widely accepted rationale  fo r  some nations developing 
more rapidly than others. Those that develop more rapid ly  are 
more w illin g  to break with the trad itio n a l s tric tures  on th e ir  
society and to accept the social and technological innovation of 
a new order. At the same time there are "un iversalis tic" as 
opposed to "p a rtic u la ris tic "  norms fo r acceptable behaviour and 
in th is regard McClelland points to a code o f laws which applies 
equally to a ll individuals in the society, regardless of b ir th .
This relates to a fu rther correlate whereby achieved status d is­
tinctions should be more easily  discernable in rapidly developing 
economies whereas ascribed status (status based on c r ite r ia  
bearing l i t t l e  re la tio n  to e ith e r potential or achievement) 
would be prevalent in slow growth s ituations. A prime example 
of ascribed status is a country such as South Africa where no 
advancement is possible beyond a certain lim it  to an individual 
with the wrong colour skin. And of course th is is one of the 
d if f ic u lt ie s  which McClelland must face. South A frica under 
a ruthless and single minded white minority displays many of 
the worst excesses of oppression, intolerance and in iq u ity  along­
side an economy and a minority value system which might otherwise 
have delighted McClelland.

In South A frica a powerful Church provides an almost magical 
ju s t if ic a tio n  fo r the ideologies of government. A Church which 
takes a po sitive ly  f l a t  earth view on things and which has a 
naive b e lie f  in m iracles, can in no sense of the word be regarded 
as rational and yet ra tio n a lity  is one of the c r ite r ia  and one of 
McClelland's correlates fo r economic growth. Perhaps one is 
s lig h tly  un fa ir to McClelland because he does point out that he is  
ta lk ing  about ra tio n a lity  in planning and hence its  re la tio n  to a
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system of production. But the important point is that 
McClelland's tests are unable to completely incorporate the 
nuances of the various societies of today, and i f  th is is 
true o f contemporary society how much more must i t  be true  
of a retrospective analysis?

Nevertheless McClelland's correlates which include such 
things as "c o lle c tiv ity "  versus "se lf o rien ta tio n ", "optimism", 
"affec tive  neu tra lity"  and "functional s p e c ific ity "  have con­
siderable value even though they have been dismissed by at least 
one w rite r  as a "laundry l is t "  o f facto rs . (18 )

While McClelland does not fo r a moment assert -  as some 
w riters  have thought -  that n Achievement is the single prime 
mover in economic development, he nevertheless has some fa ir ly  
immodest claims concerning its  u n iversa lity . He sees Max 
Weber's Protestant e th ic  fo r example as a special case of a 
general increase in n Achievement produced by an idealogical 
change. This is a tenuous assertion, but the fac t remains that 
McClelland has produced a highly orig inal and extremely valuable 
contribution to knowledge. There is l i t t l e  doubt that entre­
preneurship is associated with economic development but de Charms 
and Moeller (1961) persuade us that a rise  in achievement imagery 
precedes economic development as reflected  in a patent index, a t 
least in America. The graph of th e ir  findings is reproduced 
below.
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FIGURE 2 -  I
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Sampling every th ird  page of four American text books con­
sidered typical of each twenty year period from 1800 to 1950 
they obtained attainment imagery scores as plotted above. I t  
JoIJa seen that a wave of achievement motivation rises from

to a peak in 1890, dropping th ereafte r. On the same graph 
they represent the number o f patents granted per one m illio n  
population, but there is an important caveat  to this representa­
tio n . On the face of i t  th e ir  findings are by no means conclu­
s ive . The patent index appears to rise  at more or less the 
same rateras the achievement imagery. I f  we accept that the 
patentaindex IS indeed related to economic growth and that i t  
îu II patents to be reflected in economic development

the psychological and technological basis fo r American 
prosperity in the early twentieth century appears in the records

century" ( 4 ) The next logical assump- 
tion IS that the lin k  between the two curves would be the entre­
preneur.

McClelland has demonstrated the in te r-re la tio n  between entre­
preneurship, economic growth and the values of a society in much 
the same way as Max Weber hypothesised them. Moreover, i t  appears 
that while society s values condition an entrepreneurial response, 

re flected  and can be measured, prio r to the actual 
growth. His is a persuasive argument and more than ever under- 
scores the importance of the entrepreneur in economic development 
and hence in the social process.

Looking back through history we have seen the presence o f 
some observable economic phenomenon which, to use Schumpeter's 
terms, creates a fundamental s h ift  in the equilibrium of a 
society and th is  s h ift  is irre v e rs ib le . Schumpeter, making 
minimal assumptions about psychology, drew a picture of a number 
of economic variables coming together to produce a s ig n ific a n t  
re-organisation of the social process. Whereas McClelland's 
and Weber s explanations are prim arily  sociological, Schumpeter's 
is  prim arily  economic. But c learly  a fundamental change can only 
be brought about by individuals in a society and these in d iv id ua ls , 
we have loosely termed, entrepreneurs.

None of the^writers so fa r  is prepared to categorically  
the only explanation. None of them rules 

out the importance of other variab les , although, understandably 
they feel that the variable that they have chosen is a funda­
mental I f  not a primary determinant. The picture of economic 
growth is interwoven with both determining and associated v a r i­
ables. There are certain factors which foster and nurture the 
phenomenon of growth. We have, fo r example, looked a t the 
re s p ec ta b ility  of money making as one of them. Another is access 
to capital and we have seen that those most lik e ly  to have access 
to capital are the e lite s  in the society. Moreover those who
create s ig n ific an t economic change must have control over the 
productive means of giving that change the fu rther impetus i t
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requires to become irreve rs ib le  in time; the entrepreneur's 
influence on society bears a dynamic re la tio n  to society's  
Influence on the entrepreneur. What is i t  that precedes the 
phenomenon of entrepreneurship?

THE WITHDRAWAL OF STATUS RESPECT

Economic growth is  c learly  associated with p o lit ic a l and 
social change, but th is  does not mean that economically under­
developed societies can change th e ir  growth pattern merely by 
im itating  the economic processes which have occurred in devel­
oping soc ie ties . An economic explanation is as in s u ffic ie n t  
as a purely sociological one but i f  we assume that purely 
economic factors may a t any suitable time be b u ilt  in to  a socie­
ta l explanation -  assume fo r example the presence of unexploited 
natural resources - then we are free to concentrate our a tten tion  
on the sociological changes which must accompany economic devel­
opment. Thus, in the same way that Schumpeter saw an irreve rs ­
ib le  s h if t  in economic equilibrium  so i t  is  reasonable to look 
fo r a s h if t  in the value system of a society.

‘ Everett Hagen ( 7 ) refers to two important studies, one 
by Lipset ( 9 ) and one by Coleman ( 3 ) which demonstrate a 
correlation between economic change and a tran s ition  from 
authoritarian  to “competitive" p o litics  in Asia, A fric a , and 
Latin America. He maintains that the same relationship is  
found in every country elsewhere which has experienced economic 
growth. Economic growth c learly  involves a s ig n ifican t trans­
it io n  from one type of society to another and Hagen feels  that 
the existence of problem solving a b il ity  -  and of course the w illin g ­
ness to use i t  -  is one requirement fo r th is  tra n s itio n . Crea­
tiv e  a b i l i t y ,  however, is not of i t s e l f  s u ffic ie n t; i t  could, 
fo r example be directed towards a r t ,  p o lit ic s , or philosophy 
and therefore a fu rth er requirement must be that the creative  
energies of individuals are channelled into in dustria l innovation.

Hagen suggests that the trad itio n a l state of a society is  
associated with a low level of c re a tiv ity  whereas the reverse 
would apply fo r a growth oriented society. In economic terms 
i t  would be easy to categorize a trad itio n a l society as one which 
perhaps fo r years has been ag ric u ltu ra lly  based and which has 
shown no observable technical progress, but Hagen is more in te r ­
ested in two other characteristics of trad itio n a l society and 
here we can see some re la tio n  between Hagen and McClelland.
F irs t ly ,  a trad itio n a l society is essentia lly  a hierarchical 
structure so that each in d iv id u a l, depending on his place in the 
hierarchy, both receives and dispenses an authoritarian view of 
things. He is submissive to the authoritarian decision of his 
superiors and in turn passes this authoritarianism  on to those 
below him who are expected to be submissive towards him.
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Secondly, status in th is  type of society is not earned 
but in herited . Thus there is l i t t l e  room fo r social mobil­
i ty  and hence l i t t l e  prospect of social change. McClelland’s 
use of the term "p a rtic u la r is tic "  and his observation of the 
difference between achieved status and ascribed status bear 
some considerable s im ila r ity  to Hagen's observation. Moreover 
i t  would not be d i f f ic u l t  to f i t  a highly structured re lig ious  
framework in to the discussion, as Weber did. A highly s t r a t i ­
fie d  European society with a wide gap between n o b ility  and 
peasant together with a re la tiv e ly  in fle x ib le  hierarchy in the 
Church, gives Hagen's description added v a lid ity . In th is  
sort o f society everybody knows his place and perhaps, more 
important, there is neither the p o ss ib ility  -  nor indeed the 
desire -  fo r that place to be changed.

One fu rther point is important. This type of society  
persists because the individuals who comprise i t  are essen tia lly  
sa tis fied  with the status quo. This is not a society where the
masses are kept in th e ir  place by force; those at the lower 
levels of the hierarchy, which comprise the m ajority of the popu­
la tio n , are not figh ting  the system, they are perpetuating i t .
We may make a general observation to the e ffe c t that in societies  
which undergo radical social change i t  is not the peasants alone 
that inspire radical social change from a trad itio n a l society 
to a more eg a lita rian  one. I t  is those who already, fo r  one 
reason or another, are experiencing some social m ob ility . We 
are ta lk ing therefore of the aspirant rich rather than the des­
perately poor. Maybe the n o b ility  in it ia te  the change but i t  
is those anxious fo r a larger share of the national cake who 
give change its  momentum.

In discussing trad itio n a l society therefore we are discuss­
ing not so much a s ta tic  structure but rather an ingrained set 
of attitudes which has become self-perpetuating. The individual 
in any society tr ie s  to ju s t ify  himself to himself. I f  he was 
born to p riv ileg e  then i t  is lik e ly  he w ill ju s t ify  to himself 
that he is inherently superior to others. By the same token 
those individuals occupying d iffe re n t places in the hierarchy, 
with no reasonable chance of changing th e ir  status are l ik e ly  to 
accept th e ir  role somewhat passively. This is a reasonable 
sociological axiom but le t  us look a b it  more deeply in to i t  to 
see i f  we can find an explanation; fo r we are ta lk ing not so 
much of a formal structure but of an a ttitude  of mind and we 
suggest that that a ttitu d e  of mind perpetuates 1ts e lf  because 
i t  is essentia lly  satisfying to the in d iv id u a l. Because i t  is 
so satisfying  he has no need to seek other means of psychological 
sa tis fac tio n . I f  there is no need to seek fu rther psychological 
stim ulation through action which is contrary to the mores of a 
p articu la r society, then that society is  lik e ly  to remain s ta t ic .
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The above outline is not an e x p lic it  part of Hagen's theory 
but perhaps i t  is permissable to insert i t  here. Hagen moves 
on to the concept of c re a tiv ity  by way of fu rther explanation.
He contrasts a creative with an uncreative personality, correla­
ting an uncreative personality with low need Achievement, low 
need autonomy, high need dependence, high heed submission and 
dominance and a somewhat determ inistic view of the world. Con­
versely high c re a tiv ity  would be associated with high need 
Achievement, high need autonomy and "___  a sense of the pheno­
mena about one as forming a system which is conceptually compre­
hensible . . . . "  ( 7 )

Hagen seems to be implying that i f  the world about us is 
conceptually comprensible then because we understand i t  we can 
master i t .  "A person who has high need achievement feels  a 
sense of increased pleasure . . . .  when he faces a problem or 
notes a new or irre g u la r phenomenon in a f ie ld  of in te re s t to 
him; by the pleasure he anticipates in using his capacities  
he is drawn to use his energies to understand and master the 
s itu a tio n . A person with high need autonomy takes fo r granted 
that when he has explored a s ituation in an area of in te res t to 
h im ,‘his evaluation of i t  is  sa tis facto ry . He does not think 
he knows i t  a l l ;  he seeks ideas; but when he has thus gained 
a perspective he assumes that his discrim ination and evaluations 
are good; he feels  no anxiety about whether the judgements of 
other persons d if fe r  from his.  He does not rebel against the 
conventional view fo r the sake of re b e llin g , but neither does he 
accept i t  because i t  is generally accepted" ( 7 ) .  In other 
words, Hagen seems to be saying that the high creative person, 
not found in tra d itio n a l society, has the s e lf  confidence to 
use his problem solving cap ab ilities  to achieve something and 
at the same time he can face the consequence of his evaluation  
and his action, with re la tiv e  equanimity. The reader w ill see 
more of th is general theme in la te r  chapters where we discuss 
entrepreneurial motivation and the aetiology of independent 
entrepreneurship.

Hagen's explanation which we have supplemented, confronts 
us with two d is tin c t personality types. The authoritarian  
personality type, Hagen fe e ls , explains why many people in 
trad itio n a l so c ie ties , not only are prepared to follow t r a d it ­
ional methods, but almost compulsively cling to them. Moreoever 
Hagen looks back at parental attitudes to further c la r ify  his 
position.

The mother who treats  her child over-sol ic i  tously  is e ffe c t­
ive ly  keeping him from using his in i t ia t iv e .  The use of in i t i a ­
tiv e  alarms the child  because the child perceives that i t  alarms 
the mother hence causing him anxiety. By passively obeying instruc­
tions therefore he manages to avoid anxiety and achieves a re la ­
t iv e ly  stable state of mental equilibrium . Thus lack of in i t i a ­
tiv e  is  continually reinforced not only by any individual but also 
by wider society as well as through other love objects in his social
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conste llation . We are therefore faced with a s e lf perpetuating 
system. Parental a ttitudes create an authoritarian submissive 
réponse in children which is reinforced by wider society. The 
children themselves as they mature and create w ill in  turn engen­
der s im ilar attitudes in th e ir  children.

This sort of explanation is one which is not peculiar only 
to Hagen. I t  is to be found in many serious psychological and 
sociological w ritings . While not s t r ic t ly  on the subject of 
authoritarianism  perhaps i t  would be useful to digress b r ie f ly  
to find  support in p rin c ip le  fo r th is view on psychological 
determinants of personality.

Winterbottom (1953) undertook a study to discover how par­
ents, or more p a rtic u la rly  mothers, produced a strong in te res t 
in achievement in th e ir  sons. Her findings were that mothers of 
high n Achievement eight year old boys expected th e ir  sons to 
master various a c tiv it ie s  re la tiv e ly  early on. The boys were 
expected to know th e ir  way around the c ity , make th e ir  own friends 
and do well in competition as well as being active and energetic 
and try  hard to accomplish things fo r themselves. Low n Achieve­
ment children had more re s tr ic tiv e  mothers. The parents had to 
approve of th e ir  sons playmates and were not expected to make 
important decisions by themselves. In essence therefore the 
mothers of sons with high n Achievement expected th e ir  children  
to achieve s e lf  reliance and mastery at an e a r lie r  age. Winter- 
bottom's findings are an in teresting complement to what has been 
discussed above. I f  nothing e lse , parental attitudes have a 
s ig n ifica n t e ffe c t on children's behaviour and in the context of 
the above discussion i t  is quite reasonable to draw an analogy 
between authoritarianism in parents and its  consequence in the 
behaviour and attitudes of th e ir  children. But i f  the a t t i ­
tudes are s e lf  perpetuating, how is the vicious c irc le  to be 
broken?

SOCIAL CHANGE

Hagen f e l t  that there was some important h is to rica l s h if t  
which occurred during the tran s itio n  from the trad itio n a l state  
to continuing economic development. This h is to rica l s h if t  
caused some groups or ". . . ,  groups of the lesser e l i t e ,  who 
previously had had a respected and valued place in the hierarchy, 
to feel that they were no longer respected and valued. This 
derogation in some societies consisted of e x p lic it  indication  
of contempt fo r the functions of position o f the lesser e l i t e ,  
in others of behaviour by a new higher e l i te  which seemed immoral, 
unmanly or irre lig io u s  to the group below them and thus indicated  
contempt fo r the moral standards of the lesser e l i t e " . ( 7 )

Hagen refers to such events as the "withdrawal of status 
respect" from the group no longer accorded its  old place. In 
other words a group which o rig in a lly  was highly respected w ithin  
the trad itio n a l hierarchical structure of the society has somehow 
come to lose th is  respect. An anxious driving type of c re a tiv ity  
is engendered in the group which has lo st status respect and Hagen
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speculates as follow s: " I suggest that among the adults of the
f i r s t  generation so a ffec ted , the reaction is  anger and anxiety . 
Their children however, seeing th e ir  parents role in l i f e  causes 
anxiety , do not find  i t  a fu lly .s a tis fy in g  model. A lte rn a tive  
roles are in general not open to them, and so they respond by 
repressing somewhat w ith in  themselves th e ir  parents' values -  
by ceasing to have any ro le  values with the same c la r ity  and 
in ten s ity  th e ir  parents d id " .

The process is  cumulative over succeeding generations so 
th a t in some subsequent generation there appears pronounced 
"normlessness". The group which experiences this normlessness, 
no longer has the tra d itio n a l values to cling to and so i t  must 
make values of its  own, which, in the fullness of tim e, i t  
does. This is  by no means an instantaneous process and i t  is  
th is  "withdrawal of status respect" that Hagen feels can account 
fo r  a varian t in d iv id u a l. In most aspects of his behaviour 
he is  tra d itio n a l and authoritarian  so conforming to the society  
th a t has influenced him but then he dares to be bold and creative  
in  some other aspect. Hagen feels that Henry Ford, O.P. Morgan, 
and other such legendary entrepreneurial figures emerge as crea­
t iv e  individuals alienated from tra d itio n a l values with a drive  
to prove themselves both to themselves as well as to others.

The outcome of an a lienation  from trad itio n a l values, pre­
c ip ita te d  by a withdrawal of status respect, is an "innovational" 
personality . The individual w ill  turn to some role model with  
which he is fa m ilia r  or with which he can id e n tify , but th is  
ro le  model must bear some re la tio n  to the opportunities in the 
real world.

. - In th is  chapter our orientation  has been concentrated la rg e ly  
on the society which influences the in d iv id u a l, discussing various 
fac to rs , economic, social and p o li t ic a l .  In the following two 
chapters, we w ill  focus more on the man, the product of a society . 
We shall be investigating the influences on the individual exerted 
by his environment, background and circumstance and we shall con­
sider the problem of d e fin it io n , which thus fa r ,  we have set aside 
in  order to paint a backcloth against which to consider the man 
who is called the entrepreneur and the phenomenon which we c a ll 
entrepreneurship.
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CHAPTER I I I

REFINING THE CONCEPT OF ENTREPRENEURSHIP

"He's a poet, he's a vicar 
He's a prophet he's a pusher 
He's a p ilgrim  and a preacher 
And a problem when he's stoned.
He's a walking contradiction  
P artly  truth  and partly  f ic t io n  
Taking every wrong d irection  
On his lonely way back home."

The P ilg rim . Chapter 33 Kris K risto fferson.

THE PROBLEM OF DEFINITION

One common theme running throughout the previous chapter 
was that there was no single id e n tific a b le  determinant in the 
phenomenon which we called entrepreneurship; im p lic it  also 
in the mainstream of the discussion there are tv/o fu rth er impor­
tan t themes. In the f i r s t  place we hardly defined in spec ific  
terms what exactly we meant by entrepreneurship. Thus fa r  the 
omission has been in tentional and following from th is  comes the 
second tr ib u ta ry  in the discussion; entrepreneurship is  a dyna­
mic phenomenon and as such is  subject to varying in terp re ta tio n  
depending upon not only the academic leanings of certain  w riters  
but also on the condition of a society and its  place in h is to ry .

Perhaps the problem of d e fin itio n  arises from both the dyna­
mism of entrepreneurship and its  m u lti-d isc ip lin a ry  nature. 
Economics might seem to hold the key to defining the concept of 
entrepreneurship fo r there is some clear economic consequence to 
the phenomenon. Without entrepreneurship economic growth could 
not take place, th is  would now be d i f f ic u l t  to dispute. There 
are problems in defining entrepreneurship.in terms o f real growth 
in the gross national product over time and there would be d i f f i ­
cu lties  in  defining i t  in terms of various other economic in d i­
cators, so perhaps Schumpeter's concept of an irre v e rs ib le  s h if t  
in economic equilibrium  is ,  fo r the time being a sa tis fac to ry  
general conception, although there are certa in  matters on which 
we la te r  take issue with Schumpeter. More and more over time 
entrepreneurship has become, at f i r s t  associated w ith , and 
increasingly, synonymous with economic growth. We should be 
in terested not so much in rigorous d e fin itio n  as in conceptual 
understanding, but these go hand in hand fo r we cannot define  
what v/e do not understand and we cannot understand what we can­
not define. ,
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The entrepreneur is the individual who contributes to entre­
preneurship and economic growth, but how shall we define him?
I f  society is in a continual state of dynamic equilibrium and i f  
that equilibrium point is irre ve rs ib ly  i f  gradually sh iftin g  we 
can id en tify  the phenomenon of entrepreneurship and we a ttr ib u te  
i t  to the actions of those we ca ll entrepreneurs. Perhaps, i f  
we can refine  the concept of the entrepreneur we can more closely  
id en tify  an aetiology and so complement our understanding with 
prediction.

We set^an a rb itra ry  date in history fo r the commencement 
of our enquiry and we noted the process whereby the n o b ility  
of the mid sixteenth century sought some means of enriching 
themselves. They were the ones with access to capital and 
royal favours; they were in a uniquely powerful position of 
p riv ilege  and influence and these facto rs , combined with oppor­
tu n ities  in th e ir  environment led us to id en tify  the entrepre­
neur o f the sixteenth century with the n o b ility  of that period.

As contro ller of the means of production of that time we 
can id en tify  other entrepreneurial types. Changing mores of 
society were associated with the rise  of the entrepreneur from 
the stratum of society s lig h tly  below the n o b ility  and we saw 
the emergence of a w ell-to -do  merchant class. As well as con­
tro ll in g  the means of production therefore the entrepreneur, 
seen economically, became a "factor of production" him self.
From mercantile pursuits we can id en tify  a "sedentary merchant"; 
an element of professionalism begins to become associated with 
the entrepreneur. This is no longer a pursuit which is taken 
up to occupy noble minds nor is i t  merely undertaken to provide 
money to sustain pleasure; the entrepreneur becomes an id e n t i f i ­
able person who sees a career fo r himself in commerce associated 
with the conspicuous symbols of success. His motivation at th is  
stage does not perhaps conform to the rigorous value system of 
Calvinism or Catholicism at that time and his motivations become 
very much more obscure.

Under the influences of a changing society however the entre­
preneur emerges as a concept almost synonymous with " c a p ita lis t"  or 
" ris k -ta k e r" . But i f  he is contributing capital to a p ro jec t, 
i f  he organises a p ro ject, then perhaps we may ca ll him a "projector" 
Organisation requires decision making and so the entrepreneur 
assumes the role of "decision maker". From here i t  is an easy step 
as we trace the development of society to the present tim e, to view 
the entrepreneur as a "manager" or perhaps, more graphically a 
"tycoon".

Entrepreneurship is a phenomenon id e n tifie d  with a changing 
social process. Entrepreneurship can be approached from a varie ty  
of stand-points, most frequently Socio logical, Economical and In d i­
vidual and i t  is not a s ta tic  phenomenon. When we chart a path 
through history we do not ?ee the same man emerging as the entre-
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preneur; where once he v/as noble he la te r  became a challenge 
to the established order; where once he v/as a hero, a source of 
both myth and in sp ira tio n , he increasingly becomes id en tifie d  
with the broad concept of "manager". In developing economies 
the entrepreneur performs an important economic function and i f  
i t  is performed with a disregard fo r the prevailing mores.of the 
society, i f  he emerges as an exp lo iter of poverty and a target 
fo r social s e lf  righteousness at least economists are comforted 
by the benefic ial e ffe c t he exerts in purely economic terms.
In the sophisticated and advanced economies of the Western world, 
the m ulti-national corporation, the conglomerate, and the corpor­
ate household word.has assumed many of the functions which the 
entrepreneur once performed. The concentration o f corporate 
power into fewer and fewer hands has quite reasonably led com­
mentators to id en tify  entrepreneurship by the tasks that the 
entrepreneur performs both in the corporation and in society.

Against society's changing perception of the individual 
entrepreneur, set against the background of a continually  
changing social process, i t  is understandable that few, i f  
any, defin itions of the word entrepreneur are en tire ly  s a tis ­
facto ry . By function, the entrepreneur is not easily  d is tin ­
guished from the chief executive of any corporation. By 
economic usefulness the entrepreneur is perhaps appropriately  
id en tifie d  with ^management" and the s tra teg ic  decisions which 
top management is required to take; by obligation the entre­
preneur as manager must give way to his subordinates, he must 
ensure succession and he must bow out at the appropriate time.
By in d iv id u a lity , -  by personality, by background and by moti- 
vation we shall be distinguishing between the independent 
entrepreneur as defined fo r our purposes, and the manager.

. The popular concept and stereotype of the entrepreneur 
embraces independent commercial action undertaken by a variety  
of. individuals from men with barrows to a chief executive 
somewhere between B illy  the Kid and Paul Newman at his sophis­
ticated  best. One of the aspects that is immediately apparent 
in th is popular conception of entrepreneurship is that of inde­
pendence. The entrepreneur is his own man by choice and hence 
by commitment. I f  he fa i ls  he is not to ld ; "You did your 
best, but your annual bonus is reduced." He is to ta lly  in vo l­
ved with his enterprise, its  success is his own success and he 
must bear the consequences of fa ilu re  him self. He may be seen 
as a ruthless tycoon in ten t an changing his environment and his 
circumstances, but i f ,  as manager, he f a i ls ,  i f  his p o lit ic a l  
position in an organisation becomes untenable, he can move to 
another. I f  as owner-manager,, his enterprise should founder, 
i t  is a man as well as a corporation who is both fin a n c ia lly  
and psychologically destroyed. Let us define our concept o f the 
entrepreneur and then le t  us review the concept through the d i f ­
feren t approaches. Sociological, Economic and In d iv idual.
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. We see an Independent entrepreneur as an individual whose 
decisions d ire c tly  determine the fa te  of a coninierclal enterprise  
over which he exerts control by reason of shareholding and in— " 
Which he operates as an executive poiicy-maker. '" H e is ehtiTled
tw^the proceeds of the disposal of his shareholding. Hë~Ts-------
not a nominee, he Is the king-pin of the enterprise. “

REFERENCE GROUPS:

Who are you? Three-quarters of the people asked th is  
question in two studies (22 ) replied with th e ir  name. The 
m ajority of responses then went on to place individuals in a 
social context in terms of the role they performed in the fam ily , 

p o lit ic a l ,  social a f f i l ia t io n s , th e ir  occupation 
and th e ir  social status. People re la te  themselves psychologically 
to groups with which they id e n tify . They hold s im ilar a ttitudes  
to those held by a group and they move in the same social s tra ta  
whether in fac t or by asp iration . Thus, the in d iv id ua l's  member- 
T- Group need not be the same as his reference group. He mav 
be a member of a p a rticu la r group fo r aTvarlety of reasons which 
could include physical proximity or occupational necessity; he 
may even hold certain attitudes held in common by the members of 
the group, but notwithstanding membership, the group to which he 
would, in an ideal world, lik e  to belong, his reference group can 
be^more in flu e n tia l to the in d iv id u a l, his future career choice and 
value o rien ta tio n . He w ill lik e ly  hold a “cluster" of a ttitudes  
which he perceives to be those held by his reference group.

. less than others, the entrepreneur is a product of the 
social process in which he grew up or with which he has id e n tifie d  
He has a perception of himself as an individual in re la tio n  to a 
society , a nation, a sub-group. He has a concept of himself in  
re la tion  to his environment and he w ill behave accordingly. I t  is 
l ik e ly  that there w ill be some consistency in his behaviour from 
one s ituation to another. This consistent pattern of behaviour

^GSult from his l i f e  experience, his inherited characteristics  
*̂2 , . towards his personal environment. The emergence

of his being is influenced by his a b il it ie s  to give and take with 
other individuals and his id e n tific a tio n  w ith , or his d is lik e  fo r ,  
patterns of existence.  ̂ The entrepreneur as we have defined him 
IS a man among men and i f  he is distinguished from his peers by 
virtue  of his self-perceived entrepreneurial status, his personality  
IS no less the outcome of both heredity and his l i f e  experience 
than IS that of his fe llow  c itizen s .

In the previous chapter we suggested that entrepreneurs did 
not form a d is tin c t social class. Nevertheless they a re , by 
virtue  of th e ir  entrepreneurship, d iffe re n t from th e ir  fe llow s. 
Perhaps they are the outcome of a class, fo r the entrepreneurial 
response may be stronger in one social class than in another 
re la tiv e  to its  size in re la tion  to the to ta l population. Certain  
classes may produce proportionately more than th e ir  f a i r  share of 
entrepreneurs. In th is regard perhaps the supply of entrepreneur­
ship p ara lle ls  not only the resp ectab ility  of money-making as a
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phenomenon in a society but i t  is also the consequence of a par­
t ic u la r  section of the population having more opportunity to 
become entrepreneurs. This opportunity may be a function o f 
education, family background or the in d iv id ua l's  place in the 
hierarchy of money and status in a society.

OPPORTUNITY, EDUCATION AND ATTITUDE OF MIND

The logic fo r equating entrepreneurship with management 
IS persuasive i f  only because there is less opportunity in 
the advanced c a p ita lis t  economies fo r the individual to weild  
economic, in dustria l and p o lit ic a l influence through the enter­
prise which he has b u ilt  up. Increasingly the entrepreneurial 
function has been assumed by the corporation although quite  
probably that corporation has been one which was founded by an 
entrepreneur, which grew substantia lly  under his guidance u n til 
his retirem ent from the scene and which has endured a fte r  his 
passing. The social fabric  of the United States presented 
a golden opportunity fo r a number of men whom we now regard 
as entrepreneurs. E li Whitney, Edison, McCormick, J. P. Morgan 
and Henry, Ford have an assured place in the history o f the 
United States; the organisations that they founded and b u ilt  
up have prospered in subsequent years under the guardianship 
of professional managers and in h e rito rs . The mere creation of 
a number of s ig n ifican t and enduring enterprises places a lim it  
on the opportunity fo r others to create enterprises s im ilar  
in a c tiv ity  and in s ize . Economic opportunity is not l im it -  
less in a free enterprise economy fo r where previously a number 
of individuals were competing with one another fo r an opportunity 
to p rin t th e ir  name on history and to make a great deal of money 
by recognising an opportunity and being the f i r s t  to exp lo it i t ,  
now : the competition has increased. The a le r t  chief executive’, 
the professional manager in the large corporation, regards i t  as 
nis duty to scan his environment fo r opportunity while a t the 
same time managing an already substantial enterprise. Thus he 
IS performing the same function as the entrepreneur, although 
as an individual his characteristics and his motivation may be 
en tire ly  d iffe re n t.

The manager, no less than the entrepreneur, may find  himself 
to ta lly  involved in his managerial re s p o n s ib ilitie s , but his 
attitude  of mind is lik e ly  to be d iffe re n t from that of the 
entrepreneur. The ownership of a business in a free enterprise  
society operates as a source of both myth and inspiration;- i t  
derives from an urge fo r independence and a desire to be le f t  
alone. Collins e t al see i t  as an e ffe c tive  safety valve in 
society. They regard i t  as " . . . .  in a sense a kind of permanent 
revolution which does not involve d irec t attack on the established  
citadels  of power." Instead of having to rise  up a hierarchy of 
of authority figures however, the Independent entrepreneur is  
seeking freedom from authority . His reference group is not the 
same as that of the manager who is required to move progressively
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through an established hierarchy and adapt his role to a p a r t i­
cular s itu a tio n . . Times have changed since Alexis de Tocqueville  
observed; "In the United States as soon as a man has acquired 
some education and pecuniary resources, he e ither endeavours to 
get rich by commerce or industry or he buys land in the bush and 
turns pioneer. A ll that he asks of the State is not to be d is ­
turbed in his t o i l ,  and to be secured of his earnings. Among 
the greater part of European nations, when a man begins to fee l 
his strength and to extend his desires, the f i r s t  thing that 
occurs to him is to get some public employment.” ( n  )

Now, nearly one and a h a lf centuries la te r ,  America s t i l l  
operates largely  according to a doctrine of laissez f a ir e ; com­
p e titio n  is encouraged and entrepreneurship respected but America, 
whose people derive from a European heritage which they have 
adapted to th e ir  s ty le  of l i f e ,  has bred a vigorous m iddle-class, 
whose members, while they may admire many aspects of entrepre­
neurs and entrepreneurship, are increasingly drawn to make th e ir  
careers in the large corporation. The trend is perhaps s im ila r  
to what de Tocqueville observed in Europe. The enterprise which 
flourished under entrepreneurial influences and which survived 
the entrepreneur has grown and prospered perhaps through the 
e ffo rts  of his decendents but as generations pass, increasingly  
the professional manager comes into his own. Education and 
social standing are two important variables in this process.

We looked previously at the social conditioning of entre­
preneurship and we considered such factors as the resp ec tab ility  
of money making as an essential pre-condition. We were con­
sidering change in less developed societies and we were looking 
to h istory fo r many of our guidelines. Cochrane (8 ) suggests 
that a society, through its  culture and its  circumstance, evolves 
a modal type of personality and i t  is to him that we owe our 
concept of the modal entrepreneur seen as a corporate executive; 
" . . . . i t  seems reasonable to suppose that a generation of execu­
tives was being trained with fewer fixed values, less secure 
p rin cip les , greater tendencies to be influenced by those around 
them, in a word to be good organisation men". The executive 
plays a ro le conditioned by his background, his childhood experi­
ences and the values which have been imparted to him by his par­
ents, together with those values he has absorbed from wider 
society.

Education and background feature as important variables in  
the comparison of entrepreneurs with corporate executives. The 
Modal Entrepreneur is therefore s im ilar to the business h ierarch , 
the executive, o r, broadly speaking, the manager, fo r these men 
are " . . . .  reared in the equalitarian  atmosphere of an outgoing, 
pragmatic, democratic society. They are taught from childhood 
on that co-operation fo r mutual benefit is good, and the type 
of individualism they develop does not stand in the way of easy 
re lations with th e ir  peers." ( 8 ) Individuals they may be, but 
Independent entrepreneurs by our d e fin itio n , they are not.
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Studies throughout th is  century, p a rtic u la rly  in America 
confirm a growing difference in background and education between 
entrepreneurs and corporate executives. A few of these studies 
have become classics and among these is undoubtedly the study 
by Collins e t al o f the motivation and trib u la tio n s  of 110 entre­
preneurs in the Michigan area. (10 ) Another classic study was 
conducted by W. Lloyd Warner and James C. Abegglen. In th e ir  
"Big Business Leaders in America" (23 ) they studied by question­
naire 8,562 executives and in addition personally interviewed a 
number and administered a Thematic Apperception Test to them.
The broad trend which emerged in these studies supports our d is­
tin ctio n  between a Modal entrepreneur and the Independent which
we have defined and la te r  we shall re fine  our d e fin itio n  of the
entrepreneur, both in terms of size of the corporation which 
he administers, and in terms of personality characteristics  
and a b il it ie s  and we shall thereby distinguish between the 
E lite  entrepreneur and the Ubiquitous entrepreneur.

EDUCATION TABLE 3 -  1

EDUCATIONAL LEVEL: ENTREPRENEURS COMPARED
WITH BUSINESS LEADERS AND GENERAL POPULATION

IN MICHIGAN
Michigan 
Percentage 

Percentage of Population 
Percentage of 25 Years Old

Educational of Business and Older in
Level Entrepreneurs* Leaders ** I960***

Less than high school 17 4 37
Some high school 19 9 22
High School graduate 25 11 26
Some college 19 19 8
College graduate 20 57 7

TOTAL 100 100 100

* Number of entrepreneurs reporting level of education, 84.
** From Table 39 in Warner and Abegglen, "Occupational Mobility

* * *
in  American Business and Industry", op. cit., p.96 
Computed from data appearing in U.S. Bureau of the Census, 
U.S. Census of Population: 1960.

Source: The Enterprising Man, Collins, Moore & Unwalla, op.
cit., p.237
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Perhaps the most s trik in g  figure in th is  comparison is  that 
57% of business leaders were college graduates compared with a 
mere 20% of entrepreneurs. We also see that i t  is not easy 
fo r individuals with less than a high school education to 
become business leaders; the m ajority of business leaders 
have been through the educational system, have probably absorbed 
the values which i t  has imparted and perhaps rather than become 
Independent entrepreneurs they have opted fo r a career in a 
corporati on.

TABLE 3 - 2

FATHERS' PRINCIPAL OCCUPATIONS: ENTREPREURS
COMPARED WITH BUSINESS LEADERS

Percentage
Fathers' Principal Percentage of Business

Leaders**Occupation Entrepreneurs*

Unskilled or semi-skilled laborer 18 5
Skilled laborer 12 10
Farmer 19 9
Clerk or salesman 
Minor executive

6 8
(including foreman) 2 11
Owner of small business 25 17 .
Major executive 15
Owner of large business 1 9
Professional men 10 14
Other 6 2

•99 100
*Nuniber of entrepreneurs reporting, 80 

**From Table 5, Warner and Abegglen, "Occupational Mobility 
in American Business and Industry", op. cit., p.45.

Source: The Enterprising Man, Collins, Moore, & Unwalla. op.
cit., p.239

None of the entrepreneurs in th is  sample were the sons of 
major executives and ye t 15% of business leaders came from th is  
background. We would expect a very low percentage of business 
leaders to have come from unskilled backgrounds and we can see 
in general that business leaders are more steeped in the middle- 
class trad itio n  than are the entrepreneurs.
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Opportunity plays a part in .th is  process. The sons of 
unskilled labourers, the children of lower middle-class parents, 
w ill very probably have absorbed a d iffe re n t value system and w ill  
have been exposed to social situations d iffe re n t to children of 
middle-class parents. Accordingly they w ill  be less l ik e ly  to 
see th e ir  future role, in l i f e  as one of progression up a h ie r­
archy; they w ill be less lik e ly  to perceive themselves in the 
role of the middle-class executive; but even should they aspire 
to executive status and a cluster of attendant attitudes and 
values, there s t i l l  remains the task of climbing the ladder.

We have id e n tifie d  education as a s ig n ific an t facto r in the 
career of the business leader. The longer he stays in the 
educational system the more adept does the student become at 
dealing with l i f e  situations in a middle-class environment.
He gains, through his education, an adroitness at dealing with 
the nuances and subtleties which make him acceptable in a social 
environment. The man who has not been through th is education 
process has to learn by his experience of l i f e ;  he is not 
instructed in l i f e .  He is less l ik e ly  to get a helping hand 
from his parents; but even should they share his ambitions fo r  
social advancement and be w illin g  to give what help they can, 
i t  is  probable that assistance w ill be orientated toward edu­
cation as a means to advancement. They w ill  not have the power 
to generate opportunities in a business environment nor w ill  they 
have the financia l wherewithall to launch th e ir  son in a business 
career on his own account. I f  social advancement v/as d i f f ic u l t  
during the time that the aristocracy reigned, the new corporate 
aristocracy has made social m obility no less d i f f ic u lt  fo r out­
siders i f  easier fo r its  sons. As C. Wright M ills  points out: 
" . . . .  the best s ta tis t ic a l chance of becoming a member of the 
business e l i te  is to be born into i t . "  (16 )

In a study of a 185 American business leaders between 
1901 -  1910 W illiam M ille r  found that only 14% had founded th e ir  
own businesses. Almost h a lf of the sample were men who rose 
through a hierarchy in an existing business and 25% had inherited  
th e ir  business through family connections. The remainder of 
M ille r 's  sample were lawyers. By 1950, in a fu rther study of 
159 big business presidents, only 2|% had started as self-employed 
These findings we suggest, support our d is tinc tion  between the 
Modal entrepreneur and the Independent. ( 15 )

REVOLUTION, CREATION AND SIZE:

I f  the act o f entrepreneurship is an acceptable means o f revo­
lu tion  w ithin an established social order, i t  is also an act of 
creation. Through his enterprise the entrepreneur expresses 
himself as an in d iv id ua l. He extends the parameters of, his in f lu ­
ence and creates his own personal environment; both his being 
and his corporation are labelled private property and encroach­
ment is not encouraged. Seen as an act of creation and a means 
of self-expression, entrepreneurship can scarcely be distinguished  
from other creative acts. Merely to look at the motivations of
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entrepreneurs may lead us to assume that i t  is only they who pos-

of They have consciously chosen a role
which IS unconventional and out of the ordinary and they lik e  i t .

S ? s ' " o f  s o c ie i r '" '" ' ' '  Perceived marginal

#mm=# mmm#'
iBIIOBiiS’
generates employment to I^m orl"si5nifican t*d eg re I L'd\vhere1 he'’

; *Ooint founder and Chairman of S la ter Walker Securities
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enterprise has both the capacity and the opportunity fo r growth.
I f  the Ubiquitous entrepreneur is a desirable phenomenon in a 
free enterprise society, the E lite  entrepreneur is ,  we suggest 
a desirable influence. •

Recently in th is  country, some concern was expressed at the 
health of the small firms sector of the economy and th is  led the 
government of the time to establish a Commission of Inquiry into  
Small Firms.  ̂ The Bolton report as i t  has come to be known, was 
seen as a positive step to remedy the lack of information and 
in teres t in the small firms sector of the economy. A statement by 
Mr. John Bolton (3rd November, 1971) mentioned a number of points 
which the committee had considered to be important and we can see
that they too were forced to adopt some a rb itra ry  c r ite r ia  in
deciding on what constituted a small firm .

They were mainly concerned with the owner managed business 
and they adopted the following d efin itio n s:

Manufacturing -  200 employees or less

Retailing -  turnover £50,000 or less

Wholesaling -  turnover £200,000  or less

Construction -  25 employees or less

Mining -  25 employees or less

Motor Trades -  less than £100,000 turnover

Miscellaneous Services -  less than £50,000 turnover

Road Transport -  5 vehicles

Catering -  a ll  caterers except m ultiples
or brewery managed Public 
Houses

The emphasis of th is  report was properly directed towards 
the smaller firms fo r th is  was the b r ie f . What the report 
could perhaps not adequately id e n tify , was the small firm  which 
had the capacity fo r sustained and substantial growth, fo r surely  
th is is one of the reasons fo r us to be interested in small firm s.
In a free  enterprise economy and in a society which permits re la ­
tiv e  freedom fo r the individual to make his own way i t  is appro- 
pria te  both from the democratic and from the economic standpoint 
that a healthy small firm  sector be encouraged. I t  is  important 
that inventors have the opportunity to exp lo it th e ir  inventions 
both fo r th e ir  own benefit and for that of society should th e ir  
inventions prove s ig n ific a n t, and i t  is in these societies that 
competition is encouraged, that management be not allowed to become
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complacent, monopolistic and s te r i le .  At the same time i t  is  
important that entrepreneurs make some contribution to the commu­
n ity  in which they l iv e .  There is a delicate  balance between 
unbridled opportunism and excessive central d irec tio n . Already 
the major corporations constitute a substantial b a rrie r to the 
entrepreneur.

Banks and the venture capital in stitu tio n s  are run by execu -' 
tives who are properlyv/ary of backing entrepreneurial ventures 
and the large corporations are continually on the look-out fo r  
new ways to increase th e ir  corporate earnings. The d if f ic u lt ie s  
which confront the entrepreneur are nothing new; fo r generations 
he has been confronted with barriers to entry into independent 
commercial a c tiv ity  whether by lack of money, by social standing 
or by the wrong connections. I f  we are to preserve a tra d itio n  
of entrepreneurship and i f  this tra d itio n  is to feed through 
to the economic advantage of wider society i t  w ill  not be done 
by pampering or by subsidy. The entrepreneur has always made 
his own v/ay and provided the social conditions fo r entrepreneur­
ship remain, provided Government uses its  power w isely, curbing 
the monopolistic excesses of corporations while a t the same time 
controlling the p o lit ic a l excesses of ideo log ists, entrepreneurs 
w ill make th e ir  own way as they have before, by determination and 
not by s ta tu te .

With some foreboding, the Bolton Committee decided there 
was no case at the time fo r discrim ination in favour of small 
firm s. Their main finding was that the U.K. small firms sector, 
though s t i l l  a large and v ita l component of the industria l struc­
ture was declining stead ily  in its  size and in its  share of economic 
a c t iv ity . One of the problems that the committee faced was whether 
the s ituation  a t the time of its  report, ju s t if ie d  special measures 
of support fo r small firm s. They believed that the decline in 
share of economic a c tiv ity  was largely  a ttrib u tab le  to inev itab le  
and even desirable changes in technical processes and in the size  
of markets and that before i t  reached dangerous proportions the 
natural resilience and inherent strength o f the small firm  would 
assert themselves. They observed that small firms suffered from 
inequity and d is a b ilit ie s  usually as a resu lt of unintended nealect 
by governments and th e ir  recommendations were designed to give^ 
small firms a chance to compete on equal terms with large ones.

The consequence of th e ir  report was the establishment of a 
Small Firms Division of the Department of Industry under a minister- 
designated as responsible fo r small firm s, whose main function would 
be to monitor the health of the sector and to ensure that in future  
its  in terests would not be allowed to go by d e fau lt. I f  i t  la te r  
proved necessary, action could be taken to preserve a viable  small 
firms sector. Purely by reason of the numbers involved Govern­
ment with its  eye to the next election and an id e n tific a b le  source 
of votes would be foolish to ignore the influence of the small firms 
sector. Perhaps one of the most s ig n ifican t outcomes of the Bolton 
Report has been the extent to which small businesses have taken to 
themselves a new perception of th e ir  id en tity  and th e ir  ro le . I t
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could be argued that the report was in flu e n tia l in uniting small 
firms in a p o lit ic a l sense and giving independent entrepreneur­
ship a boost.

On the basis of the d e fin itio n  used in the Bolton Report, ( 5 ) 
there were about 820,000 small firms in the industries lis te d  in 
th e ir  defin itions and these accounted fo r some 14% of the Gross 
National Product and 18% of the net output fo r the private sector. 
They accounted fo r 93% of a ll  firms in the industries selected 
and they employed some 4.4 m illion  people. Had the report in c lu ­
ded agriculture and the professions there would be a t least 1.25 
m illio n  small firms accounting fo r about 19% of Gross National 
Product and 24% of the output of the private sector, employing 
some 29% of the employed population -  more than the en tire  public  
sector. This la s t s ta t is t ic  might lead us to enquire as to why 
the public sector employs some 29% of the employed population 
but perhaps we should not pursue th is  here.

C learly the Bolton Committee selected an a rb itra ry  c u t-o ff  
point and i t  was probably appropriate that they did so, but i f  
the d e fin itio n  of small firms were expanded to cover alj_ owner 
managed businesses regardless of size -  and there are many larger 
than the size lim its  the Committee used -  we can read ily  appre­
ciate  that the supply of industria l entrepreneurship in the United 
Kingdom is not in danger of drying up and its  influence is sub­
s ta n tia l. Provided p o litic ian s  recognise entrepreneurship as 
desirable both from the point of view of individual freedom and 
from an economic viewpoint we need not overly concern ourselves 
with the problem of supply although we may properly be concerned 
a t the impact of vote-catching devices as an influence on entre­
preneurial opportunity.

Our concern is not lim ited to the men who run stably small 
companies which do not have the capacity fo r growth -  those com- 
pames which even had they th is capacity by reason of th e ir  pro­
duct lin e  or a particu la r corporate expertise, once they are on 
the growth path, they ou tstrip  the entrepreneur's capacity to run 
them. I t  takes d iffe re n t s k ills  and an e n tire ly  d iffe re n t exper­
tise  to build an enterprise which rates as s ig n ifican t among its  
corporate peers and here immediately is a fu rth er d is tin c tio n  
between the Ubiquitous and the E lite  entrepreneur. There is a 
difference in a ttitu d e  of mind and a b il ity  between the man who 
runs the grocery store and the man who has b u ilt  up a chain of 
them, but many entrepreneurial ventures s ta rt o ff small and as 
they grow the founder who, perhaps a t the outset owned 100% of the 
equity, has gradually ceded equityin return fo r finance. For 
th is reason, ye t another aspect of our d e fin itio n  requires ampli­
f ic a tio n .
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SHAREHOLDING AND CONTROL:

We have defined the Independent entrepreneur as an executive 
policy-maker in a commercial enterprise over which he exerts 
e ffec tive  control by reason of his shareholding, and perhaps we 
should now select an a rb itra ry  c u t-o ff point as 10% of the to ta l 
equity of the enterprise.

We choose 10% because in the f i r s t  place th is is the level 
beyond which according to the "City Code"* an investor is required 
to declare his in te res t in the equity of a publicly quoted com­
pany. Another reason is ,  as we shall see in the Lonrho s itu a ­
tio n , 10% is an important figure in English Commercial Law; 100% 
of a small business is ,  in money terms frequently much less than 
10% of a substantial enterprise which is e ffe c tiv e ly  controlled  
by one man and while the tasks which the entrepreneur is required 
to perform may be quite as complex in the smaller firm , both pay 
o ff  and down-side money risk  in absolute terms are lik e ly  to be 
considerably less in the case of a small firm .

We suggest that a 10% equity shareholding assists the d is­
tin ction  between the Modal entrepreneur and the Independent entre­
preneur and i t  is in accord with our d e fin it io n , fo r i t  takes into  
account the p o ss ib ility  of both acquisition and d ilu tio n  of control, 
The founder or innovator who establishes a business and sees i t  
grow under his d irection may have to cede equity in the enterprise  
but s t i l l  he controls the corporation by v irtue  of his shareholding 
S im ila rly , the individual who acquires~a shareholding of i(J% or 
more, lik e ly  controls because of that shareholding. Not so the 
executive who over time acquires an equity holding through stock 
options over time. He is not, by our d e fin it io n , an Independent 
entrepreneur fo r i t  is not by v irtue of his shareholding that he 
e ffe c tiv e ly  controls the corporation; i t  is because he has played 
the game well and has not missed his footing on the corporate 
ladder. .

THE ELITE AND THE UBIQUITOUS ENTREPRENEUR

We should now fu rth er distinghish between d iffe re n t types of 
Independent entrepreneur. This is not merely an academic d is tin c ­
tion as we shall see in the next chapter when we consider psycho­
logical factors in the entrepreneur's make-up. I t  is important 
not only in psychological terms, but i t  has some ram ifications both 
sociologically  and economically.

*The C ity of London is the home of the London Stock Exchange 
and w ithin one square m ile , there is contained the largest con­
centration of Banks, Stockbrokers and Financiers in the United 
Kingdom. The Takeover Panel provides guidelines on corporate 
behaviour and i t  selected 10% as a level beyond which a company 
or an individual should declare his intentions regarding a holding 
b u ilt  up in a quoted company
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Of the 820,000 companies id en tifie d  by the Bolton Report 
we could reasonably assume that the m ajority of these were run 
by Ubiquitous entrepreneurs in that they are more lik e ly  to be 
stably small businesses. . Thus one of the distinguishing features 
between the E lite  and the Ubiquitous entrepreneur is the size of 
the enterprise that he controls fo r th is inevitab ly affectTTTis  
personal net worth. We suggest that out of this mass of stably  
small companies, there ex is t those companies which through both 
the a b il it ie s  of th e ir  ch ief executives and through th e ir  par­
t ic u la r  corporate competences have the capacity fo r growth In 
the same way as Pareto (1 7  ) defined " e lite "  to distinguish a 
class, so we use the term to distinguish between entrepreneurs:
.Let.us assume that in every branch of human a c tiv ity  each individual 
IS given an index which stands as a sign of his capacity, very 
much the same as the way in which grades are given in examinations 
in schools. The highest type of lawyer, fo r instance w ill be 
given 10. The man who does not get a c lie n t w ill be given 1 -  
reserving zero fo r the man who is an out and out id io t . To the 
man who has made his m illions -  honestly or dishonestly as the 
case may be -  we w ill give 10. The man who has earned his 
thousands we w ill give 6 ; to such as ju s t manage to keep out of
the poorhouse 1 , keeping zero fo r those who get i n   and so on
fo r a l l  the branches of human a c tiv ity  . . . .  So le t  us make a 
class fo r people who have the highest indices in th e ir  branch 
of a c tiv ity  and to that class give the name of e l i t e ". (6 )

Our E lite  entrepreneur w ill  score high on Pareto's scale but 
immediately we are faced with the d i f f ic u l t  choice as to where to 
place him on the scale; perhaps we could place him at 6 or over 
u certain that the m ajority of stably small companies run
by Ubiquitous entrepreneurs, companies without the capacity fo r  
growth and men without the a b il it ie s  to achieve i t ,  w ill rate  
fa ir ly  fa r  down Pareto's scale. The Ubiquitous entrepreneur is  
the man who, desiring to be independent, happens to choose busi­
ness as a means of achieving both independence and a sense of 
s e lf id e n tity . The E lite  entrepreneur is the man who consciously 
decided to make his career in business and who set up a“ p I an to 
achieve i t .  This plan may have included working as an executive 
fo r a major corporation in order to gain experience. The urge 
fo r independence is stronger than the urge to claw his way up the 
hierarchy; nevertheless he aspires to the same standing as the 
corporate executive, the Modal entrepreneur; he wants fo r himself 
the,same socio-economic trappings possessed by his modal peer and 
he has achieved what he set out to achieve in terms of wealth, 
status and power. He is as much his own man as the Ubiquitous 
entrepreneur, but he is more successful and his success was due 
more to judgement than to luck.

. I t  is  d i f f ic u l t  to set an arb itra ry  c rite rio n  of net worth 
but surely net worth must count as a distinguishing feature between 
the Ubiquitous and the E li te .  For reasons of both convenience 
and Illu s tra tio n  we might choose a figure of £100,000  as an a rb i­
trary  cut o ff  point. We choose th is figure because i t  is an
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amount of money which according to the wealth d istrib u tio n  of the 
B ritish  population would mean that the entrepreneur was wealthy 
in re la tio n  to the rest of the population. Collins é t al MO ) 
in th e ir  study did not distinguish between E lite  and Ubiquitous 
entrepreneurs as we have done, although in th e ir  in i t ia l  sample 
they chose firms with twenty or more employees which had been 
started between 1945 and 1958. Their research was undertaken 
between 1960 and 1962 and thus by one c rite rio n  at le a s t, that 
of s u rv iv a l, th e ir  entrepreneurs were successful; but i f  we 
are to set a variety  of a rb itra ry  c r ite r ia  to distinguish between 
E n te  and Ubiquitous entrepreneurs how are we to id en tify  the 
potential E lite  entrepreneur? How are we to determine whether 
he w ill indeed arrive? How are we to distinguish between the 
d r if te r ,  the man who becomes an entrepreneur because he w ill  not 
or cannot hold down a job and the E l i t e ,  the man who can get a 
very good job but decides to be master of his own destiny?

These are questions which, i f  they need not be answered in 
terms of the d e fin itio n  we have chosen, are nevertheless impor­
tant considerations in the supply o f industria l entrepreneurship 
in a free enterprise society and they have important economic and 
social consequences. Collins et al have id en tifie d  th e ir  entre­
preneur as the man who starts  a business. By our d e fin it io n , 
acquisition is also included as is  invention and innovation. We 
thus incorporate - although in large measure v/e agree with -  
th e ir  d e fin itio n  of the entrepreneur as " . . . .  the innovating 
entrepreneur who has developed an on-going business a c tiv ity  
where none existed before." (]o ) This is  perhaps too narrow 
a d e fin itio n  fo r our purposes fo r i t  excludes the man who acquires 
an already existing enterprise, or who buys e ffec tive  control of 
a public company and in so doing aggrandises, in Cole's terms,
( 9 ) the to ta l enterprise.

I f  we are to conceive of entrepreneurship as both desirable  
and economically beneficial then the man who shakes out the dead 
wood of a dying enterprise and rejuvenates i t ,  a lb e it fo r his 
own gain, is making some contribution both to competition and to 
economic advancement. S im ilarly  the entrepreneur who has in h e ri­
ted a business and who develops i t  is no less an entrepreneur than 
his fa ther in terms of the tasks which he is required to perform.
In economic terms he is s t i l l  an entrepreneur and i f  his persona­
l i t y  characteristics d if fe r  from those of the Modal entrepreneur, 
perhaps the d istinction  is not as s ig n ifica n t as in the case of 
the founder, the man v/ho pulled himself up by his bootstraps or 
the man who with inherited money, acquired an on-going enterprise. 
Perhaps i t  is here that the d istinction  between our Independent 
entrepreneur and our Modal entrepreneur appropriately begins to 
b lu r.

Let Us consider in more d e ta il ,  the concept of what we have 
termed the stably small company. We suggest that th is  company 
IS headed by a man who by.his personality, characteris tics , com­
petences and perhaps his aspirations, cannot or w ill not steer
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his corporation on a path toward great things. Perhaps I t  Is  in 
the nature of the corporation's product l in e , its  place in a cora- 
p e tit iv e  environment or the aspiration of its  chief executive that

fo r growth. This stably small company 
w ill lik e ly  be headed by a Ubiquitous entrepreneur, and perhaps

: b l : : l r y " : t ! o ; f % n t "  R^P^^t as our

The desire to be independent derives from a variety  o f in f lu -  
and I t  was th is  urge which Boswell ( 4 ) id en tifie d  as the 

strongest force underpinning a ll  the other elements which led to 
the deciSI on to found a business. Of the 31 founders in his studv 
of 64 companies m the United Kingdom, only f i ve' or s ix had been 
able to s ta rt with some inherited m.oney. A ll the others were 
pure bootstrap operations s tarting  with small self-accumulated

rnncix 111 Boswell s study worked seven days a week with
considerable personal sacrific e  which was f e l t  by th e ir  fam ilies .

study of company records a t Company's House in  
the United Kingdom Boswell found no overall s ig n ifican t re la tio n ­
ship between size and age of the firm . In the early days the 
entrepreneur i£  the firm  and survival must u ltim ately  depend upon 
the entrepreneur's competence. S im ila rity  in size is  thus more 
appropriately id en tifie d  with competence than with aae. Over 20% 
or the already f a ir  sized firms employing between 100 and 199 
people were founded a fte r  1945 and about one th ird  of the smaller 
Rn than 100 had been established before 1900

What Boswell called newcomers appeared to rise  with increasing 
age, and much as we would expect, single entrepreneurship tended 

firms got o lder, control was divided and absentee 
ownership increased. Boswell studied 318 firms through an 
investigation of accounts and returns f i le d  a t Companies House -

. Ue found that 25% of these were subsidiaries of other com­
panies, 20% had been taken over by bigger companies at one point 

9^^ h is to ry , mostly during the 1960s, and surprisingly few 
f e l l  into the category of single entrepreneurship with one working 
director who owned a ll  or most of the shares. Over one-third
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od firms were founded before 1900, h a lf before 1918 and only 21% 
founded since 1945.

Boswell's findings confirm in many respects the findings of 
others and in economic terms they are ra tio n a l. Perhaps the 
trend towards greater concentration of corporate power has le f t  
fewer openings fo r Independent entrepreneurs to flo u ris h . This 
may be one of the conclusions we can draw from Boswell's figures  
but while the share of economic a c tiv ity  of small firms is d e c li­
ning the Bolton Report does not lead us to fear the en tire  demise 
of the Independent.

Economic considerations such as the possession of c a p ita l, 
business experience and a fa m ilia r ity  with business culture  
deriving from background, provide some lin k  between the socio­
logical characteristics of the entrepreneur, his educational 
achievements^and the nature of business a c tiv ity  which he selects  
to achieve his goals. Not only do Boswell's findings support 
our desire to lin k  soc io log ica l, economic and ( la te r )  psycholog­
ica l fac to rs , but they also provide some fu rther support fo r our 
d iffe re n tia tio n  between the E l i te ,  the Modal and the Ubiquitous 
entrepreneur. We need not exclude inheritance and acquisition  
from our frame o f reference.

A number of studies support the importance of economic 
fac to rs , not only in the United States and in the United Kingdom, 
but in the P h ilip in es , In d ia , Pakistan and Turkey ( 2 ) ( 3 )
where pressure from import controls led an economically a le r t  
divers ity  of individuals to s ta rt manufacturing for p ro f it  at 
home. Economic factors can help us explain the decline of the 
craftsman entrepreneur and his replacement by an adequately 
financed competitor, but i f  we can id en tify  more d ire c tly  the 
influence of economic factors we regard social factors as being 
quite as important and perhaps more fundamental.

AN ECONOMIC APPROACH:

Redlich (19 ) sees a t r ip a r t i te  division of the entrepreneur­
ia l function into " -----  c a p ita l is t , i . e .  supplier of funds and other
non-human resources fo r the enterprise, manager i . e .  supervisor 
and co-ordinator of productive a c tiv it ie s  and entrepreneur in the 
narrow sense of the term i . e .  planner, innovator, u ltim ate decision 
maker in a productive enterprise." Our view of the entrepreneur, 
while we do not disagree with Redlich's observation, to the extent 
that i t  constitutes a dynamic development, nevertheless tends 
towards the narrow sense in which he uses the term. Viewed as 
the ultim ate decision-maker in a productive enterprise we can 
bridge a gap between the economist's view of the entrepreneur and 
other viewpoints and at the same time we do the economist no in jus ­
t ic e . Hoselitz (13 ) comments: "A study of economists' opinions
on entrepreneurship leads to strange and sometimes contradictory 
resu lts . Some w riters have id en tifie d  entrepreneurship with the 
function of uncertainty-bearing, others with the co-ordination o f
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productive resources, others with the introduction of innova­
tions, and s t i l l  others with the provision of c a p ita l."

Increasingly we find ourselves involved in the role which 
the entrepreneur performs, in other words, we revert again to 
a perception of entrepreneurship in terms of tasks whereby we 
can again bring the Modal entrepreneur and the Independent entre­
preneur together. In th e ir  contribution to economic development, 
not only do they adapt to the social trends, but in adapting to 
them, we can argue that they are adapting f i r s t ,  hence recognising 
a s ituation of disequilibrium  and so becoming agents of social 
change. As such i t  is arguably the Modal entrepreneur who acts 
as the most id e n tif ia b le  agent of change while i t  is competition, 
the market process and u ltim ate ly  the Independent entrepreneur 
who keeps his Modal peer on his toes. Perhaps i t  is inev itab le  
in time that the Modal entrepreneur w ill assume supremacy, but 
i t  is important to keep a live  the flame of independence. The 
tasks in terms of alertness to disequilibrium  and the corporate 
response thereto , are s im ila r.

Schumpeter (21) introduces a s im plified  and controversial 
view of the entrepreneur more related to task and role than to
economic a c tiv ity  when he suggests that the " ___  carrying out of
new combinations we ca ll 'enterprise"; the individual whose 
function i t  is to carry them out 'entrepreneurs'". Schumpeter 
feels that this d e fin itio n  distinguishes -  and so i t  does -  
between entrepreneur and c a p ita lis t  fo r the entrepreneur is not 
merely the provider of c a p ita l. He may be a borrower, but he 
uses capital to carry out new combinations. Schumpeter e a r lie r  
(see Chapter I I )  defined the carrying out of new combinations and 
saw th is process as including the introduction of a new good, a 
new method of production, the opening of a new market, the con­
quest of a new source of supply, o r, more s ig n ific a n tly  " . . . .  the 
carrying out of the new organisation of any industry lik e  the 
creation of a monopoly position . . . .  or the breaking of a monopoly 
position."

The tasks of the varying competences required to organise 
a corporation are s im ila r fo r both the Independent entrepreneur 
and the corporate executive and the function that he performs in  
economic terms is not s ig n ific a n tly  d iffe re n t. The d istinctions  
that we have drawn between the E lite  entrepreneur, the Ubiquitous 
entrepreneur and the Modal entrepreneur are more relevant to social 
psychologists than to economists, although from society's point of 
view i t  may well be through a study of the social and psychological 
factors in entrepreneurship that in the long term a healthy entre­
preneurial element w ill be maintained.

Kirzner (14) d iffe re n tia te s  between hunters and those who 
h ire  hunters and hence provides a useful lin k  between a social 
psychological approach to entrepreneurship and an economic one.
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This lin k  he describes as "alertness". The hunter v/ho can d i f fe r ­
en tia te  between a good place and a bad place to shoot possesses 
a degree of alertness. I f  we consider alertness as a measure 
among others, of entrepreneurship, i t  can apply whether money 
is involved or not; but once we bring money into the p icture  
whether as a wage or a p ro f i t  earned fo r  alertness then the man.
who hires the hunter is ,  in economic terms, displaying more a le r t ­
ness than the hunter himself provided that the h ire r can obtain 
the services of the hunter without the la t te r  recognising that 
he could s e ll them fo r more. Kirzner believes that competition 
and entrepreneurship are inseparable and we can see th is  by 
taking th is  analogy fu rth e r. The entrepreneur has hired the 
hunter a t a wage such that the entrepreneur benefits . The
hunter is a le r t  enough to know where to hunt, but he is  not a le r t
enough to recognise that he could se ll his services elsewhere fo r  
a higher wage. Rapidly, however, his lack of awareness changes; 
fo r somebody e lse , a competitor, or a number of them w ill  drive  
up the hunter's wages in an attempt to reap th e ir  own entrepren­
euria l p ro f it  u n til the time comes that an equilibrium  point 
is reached.

This leads us to another important aspect of K irzner's  view 
and a point where he takes issue with Schumpeter on the issue 
of equilibrium . Kirzner conceives the various processes in  
the economic system as p a rtia l phenomena of a tendency towards 
an equilibrium  position . Schumpeter's view of entrepreneurship 
was in terms of the creative destruction of an existing equilibrium  
by the process which he termed entrepreneurship and in th is  
Schumpeter regarded the entrepreneur as a bearer of the mechanism 
of change. We are not being overly pedantic in pointing out that 
an equilibrium  is what i t  says -  an equilibrium . In a perfect 
world, assuming perfect information availab le  to every individual 
and assuming no competition, then an equilibrium  process would 
obtain in perpetuum. A more reasoned view of equilibrium  would 
be we suggest, as a dynamic phenomenon comprising a number of 
discrete d ise q u ilib ria  which together comprise a state of dynamic 
equilibrium . Nevertheless the problem in economic development 
according to Schumpeter is how to s h if t  th is equilibrium  point 
ir re v e rs ib ly . Schumpeter's view is that th is  is done by a pro­
cess of creative destruction and that the entrepreneur is the 
agent.

Our consideration of dynamic equilibrium  constitutes an 
attempt to bring Kirzner and Schumpeter closer together, fo r  a 
state  of equilibrium  does not encourage competition and here 
Kirzner takes issue with equilibrium  theories. Competition, 
to the equilibrium  price th e o ris t, refers to a condition where, 
with so many partic ipants in a market process, there is no room 
fo r additional entry. This is the very reverse of the layman's 
use of the word competition. These equilibrium  theories fa ile d  
to perceive that the characteris tic  features of the real world
were simply the manifestations of entrepreneurial competition " ___
a process in which would-be buyers and sellers  gropingly seek to 
discover each others' supply and demand curves. The new theories
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fashioned, new equilibrium  configurations -  based as was the theory 
of perfect competition, on given and known demand and supply curves 
d iffe rin g  from the e a r lie r  theory only in the shapes assigned to 
these curves", ( m  ) Kirzner thus challenges the very foundations 
of equilibrium  ana its  re la tio n  to entrepreneurship by his concept 
of alertness.

Alertness -  and hence presumably the anticipation of p ro fit  
deriving from action -  involves the perception of a state of d is - 
equilibrium . Thus the entrepreneur is seen as à responding agency, 
the entrepreneur responds to a s tate  of disequilibrium  and does not 
merely change an existing equilibrium  by a process of creative  
destruction as Schumpeter sees i t .  Although, in this m atter, we 
might lean towards Kirzner rather than Schumpeter, the economic 
fac t remains that entrepreneurial a c t iv ity  changes what we have 
termed a dynamic equilibrium  s ituation  and has its  economic impact 
in th is  way. K irzner‘s view is more a ttra c tiv e  in that i t  regards 
the entrepreneur not merely as a source of innovative ideas but 
as being a le r t  to opportunities which ex is t already; perceiving 
them and exploiting them. Thus entrepreneurship bears an impor­
tant re la tio n  to both competition and the market process by v irtu e  
of the superior awareness that the entrepreneur has of opportunities  
in his environment, but hov/ does he exp lo it these opportunities  
and how does he bring a number of productive factors together fo r  
his own advantage?

I t  is perhaps s ig n ifican t that Kirzner was w riting during 
the 1970s whereas Schumpeter re flected  a view which predated him 
by some fo rty  years; some of Schumpeter's ideas went back seventy 
years. Kirzner's observations are timely in the sense that he 
does not equate entrepreneurship necessarily with innovation.
The process of marketing a new underarm spray may be regarded by 
some as an innovation, but surely i t  is not. I t  is merely an 
im ita tive  ac t, i t  is a part of the competitive process and where 
Schumpeter would not have equated this with entrepreneurship,
Kirzner would probably permit us to regard i t  as such. This is 
a useful extension of the concept of entrepreneurship, but th is  
academy does not regard yet another underarm deodorant as a great 
economic leap forward 1 Nevertheless im itation is an important 
aspect of both competition and entrepreneurship and i f  through 
th is example we can underscore K irzner's contribution in linking  
entrepreneurship, competition, the market process and alertness  
to disequilibrium  then we are ready to consider the process 
whereby the entrepreneur, in Schumpeter's terms, brings together 
new combinations.

The man or the corporation who invented the aerosol spray 
was, perhaps in Schumpeter's terms, an entrepreneur when he did 
i t ,  but Schumpeter would not so regard the man who went into  
competition with him. Kirzner would, and so would we. Perhaps 
as has been suggested fo r generations now, man has invented a ll  
he needs. The time has probably passed for the "Eureka" -  type
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innovation. Research and development is undertaken on a massive 
scale by massive corporations and i t  is d i f f ic u l t  fo r the Indepen­
dent entrepreneur to compete on an equal basis. The corporations, 
who through th e ir  research and development a c tiv ity  do manage 
to innovate are indulging in an a c tiv ity  of an entrepreneurial 
nature. In economic terms therefore , i t  is not unreasonable 
to consider the entrepreneur as in many respects equivalent to the 
corporate executive, to equate what we term the Independent 
entrepreneur, with the Modal entrepreneur does no disservice to 
an economic viewpoint of entrepreneurship fo r us to draw th is  d is ­
tin c tio n  and i t  assists us in our inquiry . Economists might 
have no great quarrel with our d e fin it io n . Although they may 
say i t  is too narrow, they would accept i t  as an element of what 
they consider entrepreneurship, but i t  is when we get down to 
the ro le  and the function of the entrepreneur th a t, having con­
sidered in part the economists viewpoint, we s trik e  more funda­
mental issues.

The entrepreneur as an individual comprises a combination 
of factors which in te r  a lia  include background, personality , his 
fin an cia l resources, his a b il i ty  to perceive opportunities and 
his competence to exp lo it them. To these, we must add the sheer 
hard work, to say nothing of the r is k , which underpins his entre­
preneurial a c t iv it ie s . Perhaps we are looking at a phenomenon 
of m ultip le entrepreneurship fo r i t  is ,  according to Aitken the 
association, not the individual that exhibits entrepreneurship. (1) 
^ h e  search fo r individual entrepreneurs rests on fa llac io us  
lo g ic , tends to resu lt in biographical antiquarianism, and adds
l i t t l e  or nothing to our understanding ___  future work in the
tra d itio n  of entrepreneurial history w ill be concerned large ly  
with studies of economic organisation at the level of the individual 
enterprise and of the economy as a v/hole." While th is  does not 
exactly encourage our view of entrepreneurship, we must agree 
with A itken's view that i t  is an association and not an individual 
necessarily that exhibits entrepreneurship; but re a lly  we must 
take issue with other of his comments, although we must concede 
his point that biography unaccompanied by analysis w ill  add l i t t l e  
to our understanding. The a c tiv it ie s  of entrepreneurs have spawned 
a vast lite ra tu re  upon the subject ranging from the anecdotal to 
the a n a ly tic a l. I f  Aitken is  re ferring  to anecdote then we are 
with him, but surely an analysis of not only the role of the entre­
preneur, but the person who performs this ro le , must increase our 
understanding.

Indeed "m ultiple" entrepreneurship ex ists; i t  is the outcome 
of an increased complexity in the relationships between and surround­
ing business organisations not only that but increasingly the corpora­
t io n , the a c tiv it ie s  of the Modal entrepreneur, are replacing those 
of the Independent entrepreneur, but the la t te r  s t i l l  has an impor­
tan t part to play in a sociological economic and p o lit ic a l sense.
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However, i t  is the tasks that are s im ilar no matter who i t  is .  
Ubiquitous, E l i te ,  or Modal entrepreneur who carry them out.

Despite our previous observations, perhaps -  and we can only 
hypothesise -  Schumpeter would have taken the same view as Kirzner 
on the issue of underarm deodorants fo r he distinguishes too, 
between the shareholder as a c a p ita lis t  and the shareholder as 
an entrepreneur in much the same way as our de fin itio n  does.
A shareholder per se is not an entrepreneur but a shareholder who, 
by v irtu e  of his shareholding, controls an organisation, and occu- 
pies an executive position therein must be an entrepreneur. How­
ever, Schumpeter does not agree that the running of an on-going 
business constitutes entrepreneurship. He draws towards the 
position of J. B. Say ( 2 0 ) in suggesting that the entrepreneur's 
function is to combine the productive factors and here we agree 
with him, but we cannot agree that i t  is merely routine work done 
in the course of running a business. Running a business is not 
routine work in a competitive s itu a tio n . Where, more than a 
century ago, the c a p ita lis t  was synonymous with the entrepreneur 
because the manufacturer a t that time was lik e ly  to be both, now 
there is an important d istinction  between entrepreneurship and 
c a p ita l, between innovation and im ita tio n . When capital is com­
bined with^executive r is k , shareholding and to ta l commitment to 
an entreprise, i t  constitutes twentieth century entrepreneurship 
of the independent kind; to exclude shareholding merely confers 
upon entrepreneurship, the antecedent "Modal". Schumpeter does 
not concede that inheritance of the pecuniary results of entre­
preneurship makes an entrepreneur and here we must agree; but 
the inheritance of a substantial shareholding in an on-going 
enterprise or the acquisition of such shareholding - and th is  
Schumpeter would not probably concede - provided i t  is accompanied 
by the fa c i l i t y  fo r executive policy making and decision making 
which can d ire c tly  determine the fa te  of the enterprise must be 
œnsidered as entrepreneurship. The economic function performed 
is the same, the ro le is the same, the tasks are s im ila r , and i f  
we accept a theory of disequilibrium  which tends towards e q u ili­
brium through the a c tiv it ie s  of those a le r t  factors in society 
which we choose to ca ll entrepreneurs, then we have not dismissed 
other w riters views on entrepreneurship out of hand, but we have 
refined them.

We have drawn a d istinction  between the entrepreneur and the 
c a p ita lis t . We have suggested that entrepreneurship and compe­
t it io n  are not lo g ic a lly  separable and that the entrepreneur's 
ro le .in  the market process is fundamental to the functioning of 
that process. In broad economic terms, therefore, we have 
attempted to in tegrate rather than to dispute. We have gone 
fu rther however and we have distinguished between the Independent 
entrepreneur and the Modal entrepreneur. We have distinguished  
(and we shall take th is point fu rther in Chapter 4) between the 
marginal man who perceives him -self as marginal, who sees himself 
as outside of the main stream of social and economic a c t iv ity .
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who perceives an opportunity and exploits i t  whether fo r the good 
of his corporation or fo r his own b en efit. The Independent entre­
preneur i_s the corporation. He set i t  up as a creative act of 
s e lf  expression, a revolutionary a c tiv ity  which society condones, 
but in th is act of revo lution , has he merely revolted without 
thinking or has he set up a consistent l i f e  plan which in time 
w ill lead to an anticipated reward?

The E lite  entrepreneur rises to the position of an e l i t e  
among e l i te s ,  the Ubiquitous entrepreneur founded a business 
because perhaps he could not get a job. The Modal entrepreneur, 
the business hierarch, d irects the a c tiv it ie s  of a corporation 
on a professional basis. He has absorbed and he reinforces the 
social conditioning that has made him what he is . The ro le  that 
he plays is no less important, and perhaps more so in economic 
terms, than the role that the Independent entrepreneur plays, 
but in p o lit ic a l terms i t  is important that there remains the 
f a c i l i t y  fo r Independent entrepreneurship in a free enterprise  
society. I t  acts as a safety valve, i t  enables Government 
to leg itim ise the status quo by pointing to examples of conspicu­
ous success. " I f th e y  can do i t ,  then so can you."

I t  is perhaps the Modal entrepreneur who, through his ac tiv ­
i t ie s ,  confers the greatest immediate benefit on society, but i t  
is the Independent entrepreneur and the p o ss ib ility  of independence 
that underpins the health of a free enterprise society. In the 
next chapter, we shall be considering the difference between the 
E lite  entrepreneur and the Ubiquitous entrepreneur in terms of 
th e ir  l i f e  experiences, and th e ir  personality characteristics  
and.we shall compare the corporate executive with his independent 
counterpart, but in view of what we have discussed in this chapter, 
the various views on entrepreneurship held by d iffe re n t au th o rities , 
we can perhaps more confidently restate our view on the entrepreneur 
as an individual whose decisions d ire c tly  determine the fa te  of a 
commercial enterprise over which he exerts control' by reason of 
shareholding and In which he operates as an executive policy “maker. 
He Is the man who is e n title d  to the proceeds of the disposal of 
nis shareholding, he Is not a nominee, he Is the k1na-pin of the 
enterprise! “ ■ ;-----------------------------------------------



8 6

CHAPTER I I I

. -REFERENCES

1. AITKEN Hugh G.

2. ALEXANDER Alec P.

3. BERNA James C.

9.

10.

11.

12.

13.

14.

The Future of Entrepreneurial Research 
Explorations in Entrepreneurial H istory , 
Second Series, Harvard, V o l.I 1963-1964

Industria l Entrepreneurship in Turkey: 
Origins and Growth. Economic Develop­
ment and Cultural Change. V I I I
July 1960. Part I

Industria l Entrepreneurship in Madras 
State. Bombay.
Asia Publishing House. 1960

4. BOSWELL Johnathan The Rise and Decline of Small Firms
George A llen & Unwin. London. 1972

5. BOLTON REPORT

6. BOTTOMORE T. B.

7. BUSINESS FAILURES 
IN BRITAIN

8. COCHRAN Thomas C.

COLE Arthur H.

COLLINS Orvis F. 
MOORE David G. & 
UNWALLA Darab B.

Report of the Committee of Inquiry on 
Small Firms. Cmd. 4811. H.M.S.O.
London 1971

E lites  and Society. Pelican Books. 1966 

Business Ratios. Summer 1970

The Entrepreneur in  Economic Change. 
Explorations in Entrepreneurial History  
Summer 1965 Pages 25 - 37.

Business Enterprise in its  Social Setting  
Cambridge. Harvard University Press. 1959

The Enterprising Man. East Lansing. 
Michigan State University 1964.

DE TOQUEVILLE Alexis Democracy in America. New York.
Oxford University Press. 1947

DEROSSI FI avia 

HOSELITZ B. F. 

KIRZNER Israel M.

The Mexican Entrepreneur
Paris OECD Development Centre 1970

Entrepreneurship and Economic Growth. 
American J. Econ Sociol 12. 1952.

Competition and Entrepreneurship 
University of Chicago Press 1973.



87

15, MILLER William

16. MILLS C. WRIGHT

17. PARETO YILFREDO

18. PRESIDENT'S TASK 
FORCE ON IMPROVING 
THE PROSPECTS OF 
SMALL BUSINESS •

19. REDLICH Fritch

20. SAY J. B.

21. SCHUMPETER Joseph A

22. SHERIF MUZAFER

23. WARNER W. LLOYD 
and

ABEGGLEN J. C.

The Business E lite  in Business Bureau­
cracies in W. Lloyd Warner and Norman 
M artin . Industria l Man. New York. 
Harper Bros. 1959

Quoted in Derossi. Flavia Op. C it.

Quoted in Bottomore. Op. C it .

U.S. Government Printing O ffice . 1970

Quoted in Hoselitz 1952. Op. C it .

Quoted in Schumpeter. Op. C it .

.The Theory of Economie Development 
Oxford University Press by arrangement 
with the President and Fellows of Harvard 
College 1961. Reprinted 1969.

Social In teraction (Selected Essays) 
Chicago Aldine Publishing Company 1967 
Page 231

Big Business Leaders in America.
New York. Harper Bros. 1955.



8 8

•CHAPTER IV

• PERSONALITY AND THE ENTREPRENEUR

"The mass of men lead lives of quiet desperation"

Henry David Thoreau -  Walden,

Ours is not the only attempt to re fine  the concept of the 
entrepreneur. Cole (3) many years ago put forv/ard the idea of a 
succession of entrepreneurial types which emerged over the decades 
as successively: rule of thumb, informed, and sophisticated.
Some tv/enty years la te r  he added a fourth stratum of evolution  
which he called mathematically advised. We suggest the d is tin c ­
tion between Ubiquitous entrepreneur and the E l i te ,  is more t id y .  
Although Cole did not d iffe re n tia te  between the Modal entrepreneur 
and the Independent as we have done vie can id e n tify  his tra in  of 
thought as not d iss im ilar to ours. Cole's emphasis was more on 
the social conditioning of entrepreneurship than on emerging entre­
preneurial p erso n a lities , but he too, found i t  important to d is t in ­
guish on the basis of some c rite rio n  of sophistication and social 
status deriving p a r t ia lly  from background and the state of develop­
ment in the surrounding society.

V/e would not disagree with a conceptual continuum leading 
from Ubiquitous to E lite  fo r a t what stage is i t  in the in d iv id u a l's  
l i f e  cycle that v/e id e n tify  him? C learly there is a necessary 
period of time during which the individual is gaining experience, 
building his knowledge and getting ready to s trik e  out on his own.
The Ubiquitous entrepreneur may move from job to job at a re la t iv e ly  
low level in the social hierarchy whereas the E lite  has subordinated, 
fo r the present, his independence in order that he shall acquire the 
experience which he perceives as necessary fo r  his fin an c ia l and 
social advancement.

I f  we consider the l i f e  cycle o f the middle class male in an 
advanced society such as the United States or United Kingdom, we 
can read ily  appreciate that the formal education process commencing 
•at the age of 5 or 6 may la s t fo r up to 20 years. This experience 
of an established order of things is  denied to the young man who 
p re c ip ita te ly  leaves school, leaves his jo b , or leaves u n iv e rs ity , 
not because he has any fixed plans as to what he w ill do, but merely 
because he finds his re lationship  vis a vis his superiors, in to le ra b le . 
I f  th is  is one of the l ik e ly  career patterns of the Ubiquitous entre­
preneur, a man who we la te r  suggest would score high in n oower, and 
re je c t authority fig u res , then he has a long way to catch up in the 
university  of l i f e .  He has chosen to educate himself and th is  places 
him at a disadvantage. I t  is d i f f ic u l t  fo r a man from a background of
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comparative p riv ileg e  to trade down. A graduate recently  
commented to the author " I can 't afford to be an entrepreneur,
I  have l i t t l e  money and with my education I can command a 
reasonable sa lary . I ju s t can 't afford to buy a truck."

The enterprise that the entrepreneur sets up or acquires, 
takes on, a t leas t in p a rt, his in d iv id u a lity . The business 
is  a projection of himself and i t  is a va lidation  of his s e lf -  
id e n tity . I t  is inconsistent fo r a man with a Ph.D. to s ta r t  
a trucking business from a small capita l base and with only 
one truck , but i t  is  not inconsistent fo r him to follow  a 
career pattern which involves working fo r a large corporation, 
waiting u n til he is ready, and then hiving o f f ,  perhaps with 
one or two associates, perhaps to f u l f i l  a market need which 

• t h e  corporation has ignored and to which he has become a le rted . 
Perhaps at a stage in his career when his course seemed set 
f a i r ,  he loses his job . Not only is i t  the time in the in d iv ­
iduals l i f e  cycle that is important, i t  is his reaction to the 
event which fo r him - and perhaps not to an outside observer -  
is  the determining event. We shall return to  this concept 
la te r  in th is  chapter fo r we consider i t  a crucial and d istingu ish­
ing c rite rio n  between the Independent and the Modal entrepreneur.

THE ENTREPRENEUR AND HIS FIRM

Smith (13) using the same sample as Collins et al constructed 
an "ideal type" of entrepreneur and attempted to TiTîïï a re la tio n ­
ship between the entrepreneur and his company. Using c r ite r ia  
which included background, education and work experience he d i f fe r ­
entiated between the "craftsman entrepreneur" and the "constructed 
opportunistic entrepreneur." He attempted to show how the 
social conditioning and social orientation  of the constructed 
craftsmen entrepreneur affected his ch aracteris tic  behaviour in  
building a company. Smith d iffe re n tia te d  between o rien ta tio n  
and ro le . "Role refers to the manner in which the
rights and duties inherent in a social position are put into  
practice; o rien ta tio n , as here conceived, refers to the theme 
underlying the complex of social roles performed by an in d iv id u a l.
I t  is the ( ta c i t  or e x p lic it )  theme which finds expression in 
each of the complex of social roles in which the individual is  
im plicated."

. Merton (10) using his concept of o rientation  d iffe re n tia te d  
between local and cosmopolitan " in flu e n c ia ls " . The lo c a lité  
confined his in terests to his community. "Devoting l i t t l e  thought 
or energy to the Great Society, he is preoccupied with local prob­
lems to the v ir tu a l exclusion of the national or in ternational 
scene. He is ,  s t r ic t ly  speaking, parochial. On the other hand 
the. cosmopolitan type is oriented s ig n ific a n tly  to the world outside 
He regards himself more as a c itize n  of the world than a c it ize n  
of a small town.
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entrepreneur thinks more in terms of the future than of the 
present he is able to defer his need fo r g ra tif ic a tio n  whereas 
the Ubiquitous entrepreneur is  oriented more toward the immedi­
ate present. '

In the process of growing up the child is influenced by 
parental a ttitu d es . A .child  from a deprived home w ill lik e ly  
take what he can get when he can get i t ,  but the child from the 
re la tiv e ly  secure middle class home where the parents tend to 
impart middle class values may develop a rather d iffe re n t out­
look on l i f e .  The young ch ild 's  ro le model is lik e ly  to be 
his fa ther and i f  his fa ther is by occupation, a labourer, a 
s k ille d  a rtis an , a white c o lla r worker, a professional man or 
a corporate executive, the chi Ids perception of manhood and 
what he w ill become, w ill  vary according to the role model 
which he adopts. Deferred g ra tif ic a tio n  is an a ttrib u te  which 
middle class children are lik e ly  to possess more than those from 
a more humble background. We do not suggest that i t  is imposs­
ib le  fo r the boy from working class or deprived background to 
achieve pre-eminence in a free  enterprise society bu i t  is  more 
d i f f ic u l t  i f  only fo r the reason that he has further to go. 
Background and education are important, and fo r reasons of c ir ­
cumstance rather than a b i l i t y ,  we suggest that the E lite  entre­
preneur is  l ik e ly  to have come from a middle class background 
and that a part of that background has incorporated business 
cu ltu re . He id e n tifie s  with business cu ltu re , he id e n tifie s  
with the managerial role and he aspires to be at least as soci­
a lly  acceptable as the corporate executive.

A progressive upward s h if t  in the role models with which 
the individual id e n tifie s  immediately distinguishes between the 
Ubiquitous and the E lite  entrepreneur fo r the la t te r  is able to 
to le ra te  situations of fru s tra tio n  and puts up with his i r r i ta t io n  
with the dictates of authority in the in terests of his long term 
fu tu re . The Ubiquitous entrepreneur q u its , cuts himself a d r if t  
and moves on.

Contacts are important. The social group with which the 
individual id e n tifie s  and with which he associates is l ik e ly  to 
d if fe r .  The E lite  entrepreneur can be expected to id e n tify  and 
associate with members of the establishment to which he aspires.
He adopts the establishment's value system at least in social 
situations and is  able to analyse his surroundings and adapt to 
them. He has an a b il i ty  to analyse and a capacity to adapt which 
the Ubiquitous entrepreneur does not have. Although we may con­
ceive of upward m obility on some continuum from Ubiquitous through 
E li te ,  the Ubiquitous entrepreneur recognises his lim ita tio n s  and 
stops a t a p a rticu la r stage whereas the E lite  entrepreneur carries  
on. Through a correct perception of his social m ilieu , the in d i­
vidual adjusts himself to his environment. This is  a two way 
process fo r i t  requires a perception by the individual of the 
"right" thing to do and responses from his peers, his superiors
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or his associates e ith e r lead him to assume that he is on the 
rig h t path or make him change tack. The E lite  entrepreneur is  
able to id e n tify  a ro le  model and associate himself with i t  
through the process which we la te r  term exteroception. The 
Ubiquitous entrepreneur, perhaps does the same, but because his 
is  an avoidance rather than an approach reaction there comes a 
c u t-o ff point beyond which he cannot progress fo r he is too 
wrapped up in h im self, his present s ituatio n  and his past prob­
lems.

Role models, reference group behaviour and a desire fo r  
m obility up the social hierarchy of a society are not the pre­
serve of Independent entrepreneurs alone. One aspect of Inde­
pendent entrepreneurship which i_s, we suggest a distinguishing  
feature is that of m arginality and th is  re lates to reference 
group behaviour, ro le  moaels and social m obility . I f  these 
are observable phenomena in the rise  of the Independent entre­
preneur and i f  they are distinguishing variab les , we have s t i l l  
to consider the aetiology of these phenomena and this we suggest, 
re lates to v/hat we ca ll the determining event.

THE DETERMINING EVENT AND MARGINALITY

An event occurs in  the individuals l i f e  which causes his 
world to f a l l  about his ears; emotionally he is bereft and a ll  
he h a s .le ft  is h im self, no matter that his material welfare is 
catered fo r , his frame of reference is abruptly shattered. We 
suggest that th is  crucial variab le distinguishes of i t s e l f  be­
tween the Modal entrepreneur and the Independent. A ll men 
have had unpleasant l i f e  experiences but they e ith e r succumb to 
them, face them or seek a way round them. A fundamental motiva­
tion in th is  scheme of things is the resolution of what fo r the 
individual constitutes an in to lerab le  state of anxiety. We 
doubt that the Modal entrepreneur experiences such an event, but 
even i f  we accept that he does, i t  is the individuals reaction  
to the determining event that is important. The Modal entre- 
preneur resolves his c o n flic t s ituations by conventional means 
but not so the Independent. This becomes the most s ig n ific a n t  
event in his l i f e ;  i t  was not obviously at that stage that he 
decided to become an entrepreneur, but i t  is that event to which 
he re lates  his career progression.

As a re su lt of th is  determining event the in d iv id u a l's  per­
ceived ro le  is  s ig n ific a n tly  d iffe re n t to the role in which he 
previously saw him self. His reference group tie s  have been cut, 
he recognises himself now as a marginal in d iv id u a l. He has no 
fixed c luster of b e lie fs  or a ttitudes to hold on to , he is  normless 
and d r if t in g . As a re su lt of th is  role d e te rio ra tio n , the in d iv i­
dual must restructure his s e lf  id e n tity ; he must find  a new frame 
of reference, a new reference group and he can only do th is  by 
continual searching of both his environment and him self. C ollins  
6t  al do not give th is  aspect of ro le deterio ration  so emphatic
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a treatm ent, although i t  is  a theme which, on careful reading, 
we see running through the lives of th e ir  subjects. Let us be 
c le a r, we have no quarrel with Collins e t a l , we merely wish to 
expand on an important theme and move i t  towards our own process 
of in tegration .

We suggest that a determining event can occur a t any time 
in the in d iv id ua l's  l i f e .  We go fu rth e r, and we suggest that 
fo r the man who has sought a soc ia lly  more conventional solution  
to his p a rticu la r problem, the problem ceases to be a problem 
and becomes merely another l i f e  experience and th is  is an impor­
tan t variable in distinguishing between the Modal entrepreneur 
and the Independent entrepreneur. The individual faces himself 
and takes some crucial decisions which may, i f  he has not faced 
himself honestly, be largely  subconscious. A tra in  of events 
is  set in motion and dependent upon the in d iv id ua l's  reaction  
to th is  ro le d e te rio ra tio n , he w ill determine that th is  event, 
which he regards as a b e tra ya l, must never occur again and 
threaten him so.

Let us distinguish between emotion and ra tio n a lity . Any 
reaction, a ttitu d e  or b e lie f  has both an a ffec tive  or emotional 
component and a cognitive or rational component. The individual 
who loses his temper in a s ituation  is dominated by his emotion 
rather than his ra tio n a lity ;  the individual who controls his 
temper and takes some ob jectively  rational action in response to 
a s itu a tio n , is behaving more ra tio n a lly  than emotionally. Cogni- 
tion governs a ffec t and we see th is  process as a capacity fo r  
a ffec tive  d issociation . (The phenomenon of cognitive consis- 
tency is fu rther am plified in Chapter V I I I ) .

We suggest that one reaction to a s ituation  of ro le  d e te rio r­
ation is to deaden the emotion which i t  e l ic i t s .  The individual 
realises that i f  he reacts purely emotionally he w ill succumb 
and be dragged down by the s itu a tio n . He has, we re c a ll ,  nothing 
le f t  but him self. He and he alone is the means to dealing with 
the s ituation  and th is  is an important lesson in a ffec tive  disso­
c ia tio n . He becomes centred in s e lf ,  egocentric, he must now 
ensure that the world and external events revolve around him self.
He becomes what we might loosely term, se lfish  and is  inconsider­
ate of others.

We suggest that the Ubiquitous entrepreneur does not e n tire ly  
face his c o n flic t s itu a tio n ; his solution to the determining event 
is to re s is t almost any curbs, no matter how reasonable, which auth­
o r ity  places upon him. He is possessed of a profound d is tru s t of 
authority figures and he reacts against them. He may d r i f t  fo r  
a w hile , moving from job to jo b , leaving his job apparently on the 
spur of the moment and, moving on, he projects his d is tru s t of 
authority onto authority figures . They are grey shadows, to be 
distrusted. He develops a need to dominate relationships in the
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Author: "Why did you go into business?"

■ s S § ^ ! g i n e e H n ! “/^  e lec tro n ics /

f o r % u r i : l f r ° " '  m m  90 into

%  m o ^h lu se !" oleven

"My fa ther le f t  home when I was twelve".
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" I was brought up as a Catholic and sent to a Catholic  
school; when I was eleven I realised i t  was a ll  a sham."

"For most of iny- l i f e  I had prepared myself fo r entry
in to  the arm y,b u t when I got there I found I was colour­
b lind and'they would not accept me."

" I had hoped to be a Doctor, but I was thrown out of 
medical school ____"

With prodding, invariab ly  the entrepreneur harks back to 
some determining event. We do not suggest that when that event 
occurred the individual said to himself "now I am going in to busi­
ness fo r myself." I t  is in retrospect that the individual reca lls  
a p a rtic u la r event which he regards as determining. I t  may be 
the death of a fa ther or his desertion whether physically or emo­
t io n a lly ;  i t  may be fa ilu re  at something that he has set his 
heart on; i t  may be th a t, as in one case in the author's experi­
ence, the entrepreneur lo st his job as d irector of a company —  
because the, ch ief executive had been doctoring the accounts.
This event determined him to go in to  business fo r himself where 
he, and he alone would carry the burden of resp onsib ility  fo r  
success or fa i lu re . He and he alone would decide his fu tu re , 
and through th is  event he develops a capacity fo r a ffe c tiv e  d iss­
oc ia tio n , a desire fo r autonomy and, p a rtic u la rly  in the case of
the E lite  entrepreneur, a degree of social m obility asp ira tion .

SOCIAL MOBILITY AND MARGINALITY

An entrepreneur in one interview ( 4 ) was asked to explain  
his success in his own business. His answer was a story about 
a l i t t l e  boy who came running to his fa th e r, crying "Dad, Dad!
I ju s t saw a dog chasing a ra b b it, the rabb it got away by climbing 
a tree  !"

"Son," said the fa th e r , "You know a rabb it can 't climb a tre e ."

"W ell, he can," said the l i t t l e  boy. " i f  he has no other 
place to go."

The determining event has been a driving force in the entre­
preneur's l i f e ,  and whether by in tention or by design, i f  he is  to 
be successful in his quest fo r independence, social m obility  is an 
in ev itab le  co rre la te , but how fa r  does the individual climb?

Reference groups, ro le  models and social m obility are impor­
tan t in the matter of m arg in a lity . The immigrant who changes 
countries, the child  who changes schools frequently , or the fam ily  
whose source of income is abruptly terminated, these events have 
in  common an upheaval in the in d iv id u a l's  l i f e  so that his re fe r ­
ence group aspirations no longer seem achievable without a substan­
t ia l  change in approach to his newly acquired problems. The immi­
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grant must find  a job and establish a place fo r himself in a soc­
ie ty , the child must make new friends and the family must seek 
a new means of earning a live lih o o d . Not only have the member­
ship groups changed and the reference groups become more d is ta n t, 
the individual is no longer able to anchor himself securely. He 
must now seek another group, he must rapidly adapt to his chang­
ing circumstance and he must seek some means of resolving the 
c o n flic t s ituation  in which he now finds him self.  ̂ At th is  moment 
of tim e, the individual is a marginal person. While the circum­
stances which bring th is  m arginality about may d i f fe r ,  we see the 
concept of s e lf  perceived m arginality as a fu rther distinguishing  
c rite rio n  between the Independent and the Modal entrepreneur.

The marginal man has cut a d r if t  from the established patterns 
of a life t im e . He has become an outsider looking in and his per­
ceived ro le is now s ig n ific a n tly  d iffe re n t to the one in which he 
previously saw him self. The act of migration is a useful i l lu s ­
tra tio n  of m arginality fo r when a migrant arrives in his host 
country his social position is undefined. He is not committed 
to s t r ic t  conformity with the mores of the society fo r he has not 
experienced the nuances and subtleties of social in teraction  in 
his new-found home. He must learn them, he must build a s e lf  
id en tity  fo r himself which w ill incorporate a perception of his 
role vis a vis his social m ilie u . Society fo r its  p a rt, to le r ­
ates a degree of deviance from~an outsider which i t  may not con­
done in one of its  own and the a le r t  migrant tr ie s  to adapt his 
former value system to his present environment. As an outsider, 
he is perhaps more capable of analysing his s ituation than is  a 
homegrown product. He seeks to carve out a niche fo r himself 
in society , fo r by so doing he w ill achieve the status to which 
he aspires.

. I t  is  s ig n ifican t to observe the re la tiv e  disproportion  
between entrepreneurs v/ho derive from foreign background as com­
pared with those who have grown up in a known environment. In 
a study of Columbian in d u s tr ia lis ts , Lipman ( 9  ) found that 41% 
of the sample of business men in Bogota were shown to be immi­
grants from other countries. A s t i l l  higher proportion was 
found in Argentina { 6 ) -  over 60% in 1935 -  and Imaz ( 6 ) d is ­
covered that 4 5 . 5% of the 286 most important businessmen lis te d  
in the Argentine Who's Who, were foreign born. Briones ( 6 ) 
found that 76% of business men in firms of over 100 employees 
in Chile were of foreign o rig in . Collins e t al ( 4 ) compared 
the n a tiv ity  of entrepreneurs with that of business leaders and 
th is  in turn with the n a tiv ity  of the United States white popular 
tion  in 1960. Nearly 20% of the entrepreneurs in th e ir  sample 
were foreign born compared with only 5% of business leaders, 
which in turn compared with only 6% of foreign born in the to ta l 
population. When we consider fu rther the social origins of the 
sample in terms of th e ir  fa th ers , v/e find  that 35% of entrepre­
neurs were descended from foreign-born fathers compared with only 
15% in the U.S.A. white population in 1960
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I f  V/e accept m arginality as an important distinguishing  
variab le between the Independent and the Modal entrepreneur v/e 
(jo not suggest that Its o r ig in s  l ie  solely in b irth  place, but 
more generally in background and l i f e  experience. The economic 
and social influence of m inority groups in a society is well 
documented. The Protestant Ethic was an example of a commun­
a lly -h e ld  value system which, according to Weber (15 ) ,  had 

- a more than proportional e ffe c t on the course of events. R e li­
gious background, and a m inority group ethic may have the same 
consequences fo r the individual as m igration. As an example 
of an in tegration between m arginality and achievement, perhaps 
the Jewish people are the most s trik in g  example. There are 
only an estimated 13 m illio n  Jews in the world today, a c iv i l is a ­
tio n , an ethic and a tra d itio n  which has survived fo r centuries, 
and whose social and p o lit ic a l influence through economic advance­
ment and cu ltu ra l stim ulation has been out of proportion to its  
numerical strength.

In the broader sociological perspective, we see m arginality  
in Hagen's ( 8 ) "withdrawal of status respect." He saw a d is ­
advantaged m inority group as important in the supply of business 
leadership and economic growth and there are a number of h is to r­
ica l examples supporting him, in te r a l i a , the Protestants in  
France, the Samurai in Japan, the Jews, and the Parsees in In d ia . 
Hagen sees a derogation in some societies in the role of those 
who were h itherto  regarded as the e l i t e ,  fo r through a withdrawal 
of status respect, the e l i t e  is no longer accorded its  old place. 
Over successive generations -  "there appears pronounced ‘normless- 
ness', shiftlessness, anomie, . . . .  I suggest, there gradually  
emerges a group of in d iv id u a ls , c rea tive , alienated from tra d i­
tional values, driven by a gnawing, burning drive to prove them­
selves (to  themselves, as well as to th e ir  fe llo w s)".

Where Hagen sees a sociological process and a group reaction  
in the case of less advanced countries, we suggest there is  a 
sim ila r process, a s im ila r normlessness, occuring at the individual 
level in an already established economic system. The Independent 
entrepreneur is a p a rtic u la r case of self-perceived m arg ina lity .
Not only is th is  m arginality perceived by the individual in is o la ­
tio n , i t  is reinforced by his intercourse with others in his social 
m ilie u . A varie ty  of indicators and cues from others confirm his 
m arginality to him. He is considered to be soc ia lly  peculiar and 
th is  exacerbates his already confused s e lf  image and motivates him 
to set i t  to r ig h ts . He looks to achieve social recognition so 
that he can thereby recognise him self. He needs, lik e  a l l  of us, 
an external va lid ation  fo r his s e lf  concept and th is he gets through 
his in teraction  with others, his membership group and his reference  
group.

I f  m arginality is  an id e n tif ia b le  phenomenon, we should proceed 
fu rth e r and look to the aetiology of the in d iv id u a l's  marginal ro le  
and beyond i t ,  to the means whereby he seeks to reduce the anxiety 
which has been generated by his marginal s itu a tio n . We have already
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considered a migrant as a marginal in d iv id u a l, but what caused his 
migration? We have considered marginal re lig ious groups. They 
remain marginal because they refuse to adapt wholly to the mores 
of th e ir  social conste llation . They adapt, but they remain out­
siders fo r an important fac to r in th e ir  being, is the recognition  
that they are d iffe re n t.

M arginality combined with a background and a fa m ilia r ity  
with business culture can be an important contributing facto r  
in Independent entrepreneurship, but the marginal product of a 
working class background, the son of a manual worker whose fa th e r's  
occupational experience produces a highly negative a ttitu d e  to  
management and who lives in a community of s im ila rly  disposed 
people, w ill be fa r  less lik e ly  to choose the owner-manager ro le  
than w ill his marginal peer who derives from a background in which 
business has been a pervasive presence. I f  business culture  
is  part of the in d iv id ua l's  frame of reference, then he is  able 
to id en tify  with the values or b e lie fs  associated with business.

The marginal individual without a frame of reference that 
incorporates business culture w ill more lik e ly  seek to resolve 
his marginal status by other means. Perhaps he w ill reinforce  
i t  by looking to a p o lit ic a l or relig ious ideology which opposes 
business, perhaps he w ill ju s t drop out, perhaps he w ill adopt 
a ro le in l i f e  which, while i t  opposes an established order, 
does not oppose i t  by playing the same game.* Thus, while the 
reaction to a perceived marginal s ituation  may d if fe r  from one 
person to another, i t  is psychologically essential fo r the 
individual that he resolves the c o n flic t and discrepancy between 
himself and his social environment.

Curran and Stanworth have suggested ( 5 ) that very often  
the owner-manager of the small business is a socia lly  marginal 
person. They mean by social m arg inality , a s ituation  in which 
there is discontinuity between the in d iv id u a l‘s personal a t t r i ­
butes -  fo r example, his physical ch arac te ris tics , in te lle c tu a l 
make-up, social behaviour patterns -  and the role or roles which 
the individual holds in society. The adoption of the ro le  of 
entrepreneur is ,  according to them, a behavioural response to a 
perceived marginal s ituation  but, and th is  is an important out­
come of th e ir  observations, they do not suggest that every per­
son who becomes an owner-manager is a soc ia lly  marginal person.

*Examples of these forms of social revo lt (or social aware­
ness?) include Timothy Leary, Baba Ram Dass -  formerly Dr. Richard 
Alput, a Harvard Professor. A fascinating account of a lternatives  
to entrepreneurship is contained in "The E lec tric  Cool Aid Acid 
Test", "The P o litic s  of Ecstasy" and "Be Here Now."
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Second generation entrepreneurs seem to have,a much lower 
level of social m arg inality. They usually admitted that had they 
not inherited th e ir  position they would not have set up th e ir  own 
firm . Yet these second generation entrepreneurs are, by our 
d e fin itio n  in the previous chapter, quite as much entrepreneurs 
as were th e ir  forefathers; but i f  they have done nothing to the 
business other than to maintain i t  on a caretaker basis, then 
surely th e ir  achievement is not the same as those who have pros­
pered and who have substantia lly  expanded the enterprise. Our 
d e fin itio n  included those entrepreneurs who acquired an ongoing 
concern and developed i t .

Perhaps i t  is here, in the second, or subsequent generation, 
that the difference between the Modal and the Independent entre­
preneur begins to b lu r. The second or th ird  generation entre­
preneur who inherits  his position is less marginal than his parental 
predecessor, but i f  he is less marginal in l i f e  experience, he 
has s t i l l  opted fo r a career in business on his own account and 
almost of i t s e l f ,  th is sets him apart from others who have chosen 
a career in a corporate hierarchy. To this extent, therefore, 
he remains marginal, but marginal w ithin lim its . We suggest that 
i t  is u n like ly , i f  he runs his inherited enterprise on a caretaker 
basis, that he has experienced the m arginality which ro le deterio ra ­
tion and a determining event confer on the in d iv id u a l. I f  the 
enterprise is substantia l, he becomes at the same time E lite  and 
Modal - Modal in the sense that he has succeeded to a position , 
but E lite  by d e fin itio n  in terms of task, size of corporation and 
resp o n s ib ility .

I f  the enterprise is that which may, by our d e fin itio n  be 
run by the Ubiquitous entrepreneur, then he remains a Ubiquitous 
caretaker. However, should he be the means whereby the enter­
prise grows su b stan tia lly , there is a need fo r him to develop, 
change role models, progress upwards in terms of social m obility  
and thus a t various stages in his developed, he is m arginal.

We suggest that the aetiology of social m arginality is to be 
found in role deterioration and some determining event. At the 
time of the determining event, the individual is necessarily 
soc ia lly  marginal and perhaps we can now re la te  these concepts 
to n Achievement. We can take the results of the projective  
tests fu rther however, fo r McClelland considered not only n 
Achievement, but, through his tes ts , id e n tifie d  what he termed 
n Power and n A f f i l ia t io n .

Although the aetiology of n Achievement can, we suggest, be 
found in the reaction to a determining event, i t  can be due to 
nurture. McClelland saw n Achievement as a correlate of entre­
preneurship. His view of entrepreneurs is directed more toward 
the -Modal entrepreneur with an emphasis more on social condition­
ing than m arginality and role deterio ra tion . I t  is important 
that we distinguish between nurture and deprivation, between an 
approach and an avoidance reaction.
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A number of studies have pointed to a high level o f n Achieve­
ment in entrepreneurs, broadly defined. We can perhaps appropri­
a te ly  lin k  our concept of the determining event to that of indepen­
dence or s e lf re lian ce , but a c r it ic a l d is tinction  is whether the 
individual has learned s e lf  reliance through being coaxed into i t  
through his upbringing, or whether i t  has been forced upon him 
through circumstance. Winterbottom (16 ) found that the mothers 
of sons with high n Achievement tended to expect "se lf re lia n t  
mastery" a t e a r lie r  ages than mothers with sons of low n Achieve­
ment. The mothers of high n Achievement sons fostered indepen­
dence. The mother is encouraging the bird to f ly ;  she is giving 
him his wings and encouraging him to use them. The mothers of 
low n Achievement sons tended to be more re s tr ic tiv e  and the sons 
tended to be more dependent upon adults; here we see nurture a t 
work.

McClelland quotes a cross cultural study which yielded  
some further results on the e ffe c t of restric tiveness. Those 
cultures which punished children fo r fa ilu re  to be obedient, 
responsible or s e lf re lia n t  tended to produce fo lk  tales con­
taining less achievement imagery. Rosen and D'Andrade (1959)
observed parent child in teraction  in fo rty  fa m ilies . " ------ Boys
Were asked to build towers out of very irre g u la rly  shaped blocks. 
They were blindfolded and to ld  to use only one hand in order to 
create a s ituation in which the boy was re la tiv e ly  dependent 
upon his parents fo r help. His parents were told that th is  
was a tes t of th e ir  son's a b il ity  to build things, and that they 
could say anything to th e ir  sons, but could not touch the blocks.
A performance norm was set fo r the experiment by te llin g  the 
parents that the average boy could build a tower of 8 blocks, 
and they were asked to w rite  down priva te ly  th e ir  estimate of 
how high they thought th e ir  son could build his tov/er." How 
much help did the parents give th e ir  children? How s e lf  
re lia n t did they expect th e ir  son to be and how masterful? The 
mothers and fathers of boys with high n Achievement tended to 
set higher standards for th e ir  children than did those of lower 
n Achievement boys.

We suggest that n Achievement can be nurtured or i t  can be 
forced upon the individual by exogenous circumstance. This is 
an important d istinc tion  fo r i f  both Modal and Independent entre­
preneurs are possessed of high n Achievement, at what stage do 
we distinguish its  origins and indeed, can we so distinguish  
between the aetiology of a p articu la r phenomenon whose measurement 
says nothing about its  origins? n Achievement is a useful 
lin k  with a number of other variab les. n Achievement is a macro­
variable fo r which there is  a m u lti-d isc ip lin ary  explanation and 
recent studies have shown a correlation between n Achievement 
and corporate success in the case of Independent entrepreneurs; 
but we suggest that its  aetiology is  d iffe re n t fo r the Independent 
entrepreneur as compared with his Modal counterpart.
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•  ̂ The Modal entrepreneur, as we.have seen, climbs an established  
hierarchy and i t  is lik e ly  that his frame of reference is  re la t iv e ly  
stab le . S ocia lly  he is conditioned to the mores of corporate 
l i f e  and there is J ik e ly  to be less c o n flic t between his aspira­
tion  and his attainm ent, between his perception of what he is  as 
compared to what he would lik e  to be. His individualism  is subor­
dinated to teamwork and he lik e ly  sees himself as integrated in to  
the scheme of things in a v/ay which is psychologically s a tis fa c ­
to ry .

We could reasonably expect to see both a concern fo r social 
m obility  and a high level of n Achievement in the Modal entre­
preneur, and ye t one of the apparently surprising outcomes of 
the Collins e t al T.A .T. administration was the lack of social 
m obility  d rive . Their entrepreneurs were geographically mobile 
but not m anifestly concerned with social m obility . This is a ll  
the more surprising i f  we consider a fu rther observation by 
McClelland, supported by Smith ( 13) and Merton's { lo ) observa­
tions on the outlook of what Smith called the "constructed oppor­
tu n is tic  entrepreneur" and what Merton saw as the "cosmopolitan 
in f lu e n t ia l ."  They are not narrow or parochial, they regard 
themselves as c itizens  of the world, not c itizens of a town.
We used th is  concept of orientation  and role to d iffe re n tia te  
between E lite  and Ubiquitous entrepreneurs; McClelland uses 
geographical m obility in support of his views on n Achievement.

"We do not yet know whether individuals with higher n 
Achievement tend to travel more, but a l l  these data suggest 
that they do. I f  they do we may have uncovered another clue 
as to why people with high n Achievement tend to make success­
fu l entrepreneurs: they travel more and by trav e llin g  are exposed
to more information that might be put to use in th e ir  business.
By d e fin itio n  i t  is the entrepreneurs jo b , p a rtic u la rly  in the 
early  stages of economic development, to put various pieces of 
information together in a plan fo r a new undertaking." Travel­
ling , involves a cutting loose of t ie s ;  i t  is a lonely business.

For some, tra v e llin g  is a necessity, i t  is a part o f th e ir  
jo b , fo r some i t  is a means of running away from th e ir  problems.
The Independent entrepreneur symbolically has packed his problems 
in his suitcase and he has no fixed emotional abode. The execu­
tiv e  travels  because he has to , some Independent entrepreneurs 
travel not in order to get somewhere but in order to get away 
from something.

"A good son would try  to liv e  near his parents even i f  i t  
means giving up a good job in another part of the country, -  
.agree, disagree?".  ̂ Strodtbeck (14 ) showed that upwardly 

mobile Jewish males in the United States disagreed much more 
with th is  item than did boys of South Ita lia n  extraction . The 
la t te r  were generally much less mobile in American society , they 
were less w illin g  to leave home. We can assume that they were 
tied  emotionally (and perhaps re lig io u s ly ) to the immediate
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surroundings and the ultim ate reward fo r a good l i f e  than were 
those who valued the here-and-now more than the hereafter.

 ̂ I f  both the Independent and the Modal entrepreneur are 
w illin g  to try  new experiences and are scanning th e ir  geogra­
phical lim its  fo r opportunities, why is i t  then that th is  lack of 
social m obility is so apparently inconsistent with th e ir  level 
of n Achievement? Perhaps, as we have said above, -  and here 
we draw closer again to Collins e t a l , -  the Independent entre­
preneur is not tra v e llin g  towards something, but away from some­
thing. He is seeking the solution to an unresolved c o n flic t  
situation  which may date from his childhood, early manhood and 
to the determining event

There is a restlessness about the Independent entrepreneur. 
Perhaps we could re la te  th is  restlessness to need achievement; 
continually the individual must prove himself to himself and 
enough is never enough. We see th is restlessness in Hagen's 
macro-sociological explanation of entrepreneurship where the 
withdrawal of status.respect leads to a burning desire fo r a 
type of achievement, and we see in Collins e t al findings a 
restlessness deriving from an unresolved c o n flic t s itu a tio n .
" . . . .  Here are statements of what the entrepreneurs themselves 
believe to be the kind of character structures emerging out of 
these early times of deprivation. The keystone of the character 
development is often what they would ca ll "se lf reliance" or 
"independence". I t  implies a high degree o f , and need fo r ,  
autonomy. These men conceive of themselves -  and th is  concep­
tion is more than a l i t t l e  grounded in re a lity  -  as men who travel
l ig h t ,  travel fa s t, and travel alone."

n POWER

McClelland looked not only at the need to achieve but also 
at two other important variables which he called n Power and 
n A f f i l ia t io n . He defined n Power as a concern "with the con­
tro l of the means of influencing a person." The individual 
tr ie s  to achieve a position of dominance by forcing a s itu a tio n , 
demanding something, try ing to put a point across or giving an 
instruction . The relationship is dominance-dependent in that 
there is a superior person and a subordinate in the s itu a tio n .
We could expect some difference in the need fo r power as McClelland 
defined i t ,  between the Ubiquitous, the E lite  and the Modal entre­
preneurs. To the authors knowledge no empirical findings are 
available which can lead us to state with certa in ty  that n Power
is a d iffe re n tia tin g  variab le , but we suggest i t  is l ik e ly .

Schrage ( 12) investigated 22 Research and Development 
companies selected at random, whose a c tiv it ie s  ranged from pure 
service or consulting organisations, to those whose prime emphasis 
was on the manufacture of propriety products designed and developed
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in te rn a lly . P ro f ita b il ity  was used as one c rite rio n  and tests  
were administered, enabling the investigator to compare scores 
on behavioural tests with an index of success which related  
to p r o f i ta b il i ty .

 ̂ Schrage found i t ,  as we do, d i f f ic u l t  to accept that a ll  
entrepreneurs would be high in achievement m otivation, continually  
seek accurate feedback about th e ir  companies and exh ib it anxiety 
only in the race of bad news, -  the im plication being that in the 
!^sence of bad news they are re la tiv e ly  complacent. Th is, he saw 

 ̂ View of the entrepreneur, and he contrasted i t  
with Collins e t al and borrowed from them what he considered to be 
the p a rtic u la rly  relevant dimension of power motivation.

The individual who is scored high in power motivation seeks 
positions of authority and is deeply concerned at influencing  
others while at the same time being resentful of authority figures  
influencing him. These people are more wrapped up in  th e ir  con­
cern over authority issues than they are with problem solving 
They are anxious men not only in the face of bad news, but because 
they are driven by an unresolved c o n flic t s ituation in th e ir  past.

m suggest that the Ubiquitous entrepreneur is moving away 
rom structured authority s ituatio ns . His motivation is not to

ÈfLControlled. The E lite  entrepreneur, on the other handls-----
search!ng f ^  unstructured situations which he can himself contro l.
mus, the E lite  entrepreneur comes to terms w itfT the concept of-----

he sees himself in a superior ro le . The Ubiquitous 
entrepreneur avoids situations where he can be controlled and so 
creates a s ituation  in which he makes his own decisions.

. . . .  These are d iffe re n t reactions, d iffe re n t motivations and 
d iffe re n t in a iv id u a ls .. We can see a d is tinc tion  here between 
an approach and an avoidance reaction-. Perhaps this explains 
fu rther the apparently surprising lack of social m obility drive  
between the Collins e t al entrepreneur and that of McClelland.

found a correlation between n Achievement and 
p ro f ita b il i ty  through a score of "to ta l awareness." He found 
that achievement motivation increased the entrepreneur's aware- 
ness of his customers and employees, whereas power motivation 
blurred th is awareness. A score of to ta l awareness comprising 
scores re la tin g  to the in d iv id ua l's  perception of the market, 
his employees and him self, had a strong influence on p ro fits  
and Scnrage concluded that to ta l awareness increased p ro fits  
s ig n ific a n tly .

that the apparent contradiction between McClelland's 
model and that of Collins e t al is now easily  explainable and 
supports our concept of th F W q u ito u s  and the E lite  entrepreneur 
There IS no reason fo r us not to accept both models fo r we suggest 
th_a_t they re fe r to d iffe re n t phenomena; “ McClel 1 an d ? v ie w  of the 
entrepreneur is more akin to our Modal entrepreneur, whereas that
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of Collins e t al is  more akin to our Independent and leans 
more towards the Ubiquitous than the E li te .  There is no 
reason v/hy a ll three may not have a high need to achieve, but 
we suggest that the Ubiquitous entrepreneur has a higher n 
power which is  shown in a manifest concern fo r , and preoccupa­
tion with authority s ituations . This concern d istorts  his 
perceptions and lim its  his a b il ity  to advance both soc ia lly  
and emotionally.

I t  is one thing to describe the aetiology of a syndrome, 
but i t  is quite another to hypothesize as to its  cure -  and indeed 
are we re a lly  in search of a cure fo r a d iffuse restlessness, 
deriv ing, we suggest, from a determining event, a s ituation  of 
self-perceived marginality? Perhaps, in order to be assured 
of a supply of industria l entrepreneurship of the Independent 
type, we can argue that the cure, in economic terms, is worse 
than the disease 1 The tasks, in comme racial term s, are s im ilar  
fo r both Modal and Independent entrepreneurs. I f  he succeeds 
in these tasks, i f  his business prospers and i f  he achieves 
recognition in the eyes of society, i f  he achieves success in his 
own terms, then we are properly involved in a consideration of 
personality characteristics that distinguish the Independent from 
his Modal peer. Entrepreneurship involves r is k ; i t  requires 
an investment in something in which the entrepreneur believes 
in order to y ie ld  a re tu rn , but in one case the investment is  
more emotional than fin a n c ia l. Let us consider the question of 
r is k , fo r in th is respect we can again distinguish between the 
Ubiquitous entrepreneur and the E lite  entrepreneur -  both Inde­
pendent, but both as d iffe re n t to one another as the Independent 
is  from the Modal.

GAMBLING AND RISK-TAKING

Risk is a measure of the probable outcome of an action.
In financia l terms a high level of risk  is usually compensated 
fo r by a higher possible return , moderate risk  usually involves 
moderate return and low risk  invariably means investing in what 
is  perceived by many investors to be a secure investment, but 
in psychological terms too risk  can be considered as a function  
of anxiety and m otivation. The individual who undertakes a, 
task set fo r him by the experimenter, i f  he cares nothing as to 
the outcome of his actions, may find  himself in a s ituation  of 
low psychological r is k . I f  the outcome of his actions is impor­
tan t to him, he w ill be more motivated to increase the p robab ility  
o f a desired outcome, by applying himself to the task in hand.
We can immediately see a d istinction  between the s ta tis t ic a l  
and the psychological probab ility  of an event. S ta tis tic a l  
prob ab ilities  lend themselves to more objective mathematical - ,  
analysis although perhaps we can argue that in an investment 
s itu a tio n , the probab ility  of success is  u ltim ate ly , subject­
ive ly  assessed. The individual who recognises that he.
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through his actions and his e ffo r ts , can increase the proba­
b i l i t y  whereby his actions lead to a desired consequence is 
taking a more subjective view of the s ituation  and th is  re la tes  
to his desire to succeed or perhaps, and th is  is important, 
his fear of fa ilu re .

We suggest that the Independent entrepreneur takes more of 
a psychological risk  in his enterprise than does the Modal entre­
preneur. In the case of a new investment by the corporation, 
the Modal entrepreneur w ill  l ik e ly  have contrived a p o lit ic a l  
situation  which leaves him a t least with an excuse and quite pro­
bably, fo r th is is  in the nature of corporate p o litic s  -  a subor­
dinate qu ie tly  selected as a s a c r if ic ia l lamb. Even in fa i lu re ,  
the Modal entrepreneur can triumph psychologically but not so the 
Independent.

His decision to invest is his decision, and his alone.
Although he may be aided by advisers, he and he alone takes e ith e r  
the blame or the c red it; in his case fin an cia l risk is more closely  
associated with psychological r is k . The Independent entrepreneur 
is  risking not only his money but his s e lf  esteem; the psycholog­
ica l return on investment is e n tire ly  d iffe re n t. He w il l  assess 
the situations which can influence his s e lf  esteem. He w il l  decide 
and he w ill  evaluate the risk  that he is taking in exposinc himself 
to situations or in tackling problems. I t  is 'h is  s e lf  confidence 
that is at stake; i f  he takes on a task which he perceives as 
being manifestly easy, i t  does nothing for his s e lf confidence, but 
i f  he takes on a task which he perceives as being d i f f ic u l t  but 
achievable, his s e lf confidence w ill receive a boost. This sub­
je c tiv e  perception as to the outcome of an event is as relevant to  
promiscuity as i t  is to investment and entrepreneurs are not noted 
fo r th e ir  backwardness in the la t te r  domain.

Atkinson ( 1 ) in a care fu lly  reasoned and comolex a r t ic le  
discusses the re la tio n  between risk  and n Achievement. McClelland, 
he says, has presented arguments to support the idea o f motives 
as " re la tiv e ly  general and.stable characteristics of personality  
which have th e ir  origins in early childhood experience. The idea 
that a motive may be considered a capacity fo r satis faction  is sug­
gested by Winterbottcms { 16 ) finding chat cnlidren who a r e  strong ■ 
in n Achievement are rated by teachers as deriving more pleasure 
from success than children who are weak in achievement motive.
I f  we accept th is  view o f a motive as a re la tiv e ly  general and 
stable characteris tic  of personality le t  us look more closely to 
see ju s t what i t  is that is being s a tis fie d . There must be some 
cue which sets in motion the in d iv id ua l's  response to a s itu a tio n . 
The immediate response is ,  le t  us suggest, one of anxiety -  and 
here the layman's use of the word is  p erfectly  adequate fo r  our 
purposes. The in d iv id u a l's  motivation is to reduce a n x ie ty ._ I f  
he perceives that a problem is capable of solu tion , he may merely 
solve i t .  I f  i t  is an easy problem then i t  is un likely  that he 
v/ilT become over-anxious about i t  and his motivation to solve i t  
may be correspondingly diminished.
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A d i f f ic u l t  task is one in which the in d iv id ua l's  perceived 
probab ility  of success is  low; a task which the individual regards 
as easy w ill be one in which his perceived p robab ility  of success 
is very high. Atkinson was p a rtic u la r ly  interested in motivation 
when uncertainty regarding the outcome was greatest. I t  was in  
th is s itu a tio n  that he considered motivation to achieve, to be 
at Its  strongest i . e .  when there was a 50:50 chance of success. 
Atkinson offered female college students a modest monetary prize  
fo r good performance in two twenty minute tasks. "The proba­
b i l i t y  of success was varied by instruction which informed the 
subject of the number of persons with whom she would be in compe­
t it io n  and the number of monetary prizes to be given. The
stated p o s s ib ilit ie s  were 1 1 1 and 3 . The level

J T  1  7  4
of performance was higher a t the intermediate p ro b ab ilities  than 
at the extreme fo r the subjects having high thematic apperceptive 
n Achievement scores and also fo r subjects who had low n Achieve­
ment scores, presumably a more fearfu l group. Those individuals  
with a high n Achievement would pick the intermediate p ro b ab ilities  
because they would regard them not only as a challenge but as a 
challenge which, in th e ir  view could be successfully met.

The individual high in n Achievement therefore takes on tasks 
of intermediate d if f ic u lty .  Those individuals low in n Achieve­
ment take on tasks that are e ith e r very easy or very d i f f ic u l t .

When confronted with a task, the individual feels a measure 
of anxiety and his actions are calculated to re lieve  that anxiety.
We can appreciate that i f  an in d iv id ua l's  actions are directed  
toward reducing anxiety, one means of dealing with the s ituation  
is  not to try  a t a l l .  Another is to take on a task of such 
d if f ic u lty  that he is almost bound to f a i l .  The la t te r  a lte rn a tive  
w ill permit the individual to ra tio n a lise  fa ilu re  to himself fo r  
fa ilu re  w ill carry no great stigma. Let us see how we can re la te  
these findings to entrepreneurship, which we already associate with 
a restlessness which in turn may manifest i t s e l f  as a high level 
of n Achievement.

There is a crucial d is tinc tion  between an outright gamble 
and a calculated r is k , between blind fa ith  and reasoned s e lf  
confidence. The lin k  between these apparent extremes is the 
in d iv id ua l's  subjective assessment as to the probab ility  of 
the outcome. With inform ation, an individual is able to assess 
probab ility  but without information, with no guidelines as to 
the probable outcome of the s ituation  the individual is in the 
dark. He learns from his experience and in part that experi­
ence' is influenced by his perception of his own c a p a b ilit ie s .
I f  he has been confronted by a s im ilar s ituation  before, th is  
w ill be b u ilt  in to his frame of reference. I f  he never experi­
enced anything lik e  i t  may learn from his experience and 
e ith e r he w ill solve the problem, walk away from i t  or seek some 
other means whereby the anxiety which the problem has aroused 
can be ameliorated.
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_ The Independent entrepreneur is l e f t  with a fee ling  o f never 
being quite able to reach a n y .sa tis fa c to rily  definable and reward- 
ing goal. His response to th is is a renewed s triv in o  fo r  fu rth e r, 
equally unsatisfactory goals. Hence his feeling  of restlessness 
and need to move on to new f ie ld s . "In the eyes of his associ­
ates, however, he is apt to be perceived as a man who never rests 
content with past successes, but must ever s trive  anew fo r addi­
tional triumphs." ( 4 ) Again we see the manifestation of an 
unconventional approach to l i f e 's  problems. The entrepreneur 
has sought somehow to solve his c o n flic ts , the situations which 
provoke a fee ling  of anxiety in him, not by merely walking 
away from them, not by accepting them passively, but by seeking 
a way out of situations and involving himself in new ones.

On the question of authority we are in agreement with Collins  
£ t_ a l . I t  IS not necessary that the entrepreneur was rebellious  
as a ch ild , what is more important is that the area of autonomy 
in his l i f e  remains, and w ill probably ever remain, a sensitive  
area. Never mind that he has achieved occupational autonomy 
by establishing his own business, i t  could a ll  go bad, indepen­
dence might be swept away from him by some Machiavellian authority  
figure or by some quirk of circumstance. He is fig h ting  a b a ttle  
not only with his environment but with him self, and a f ig h t with 
himself cannot be won.

Atkinson observed that the in d iv id u a l, strong in achievement 
motive, w ill  continually look fo r new and more challenging tasks 
as he masters old problems. " I f  constrained, the person with a 
strong achievement motive should experience a gradual loss of 
in teres t in nis work." ( 1 ) Once a task has been mastered, 
once a s ituation  has been understood and dealt with the entre­
preneur moves on to new f ie ld s . We suggest that the E lite  
entrepreneur, high in n Achievement, w il l  take calculated risks .
He w ill  go to the trouble of obtaining information which he 
considers both relevant and useful to him. The Ubiquitous entre­
preneur, on the other hand, is a gambler. He sets his aspirations

high or defensively low and this ties  in with 
the Collins e t al observation! "Die"observable career pattern
. . . . .  might . . . . t a k e  on the aspects o f a rather h a ir-ra is in g  
ro lle r-co as te r ride -  a succession of ups and downs, dramatic 
reversals^of success and fa ilu re , streaks of seemingly good and
UCaU • U w K  #

The Ubiquitous entrepreneur's restlessness may well be manifest 
as high n Achievement in some cases, but he is a gambler. Typic- 
a lly  he does not solve problems by searching and scanning his 
environment fo r information. He gambles with him self, with s itu -  
atlons, he reacts p re c ip ita te ly , emotionally although at some stage, 
he settles  down, sets his level of aspiration defensive ly  low and 
controls the expansion of his business at an unadventurous, secure 
leve l, u n til such time as, ye t again some authority figure threatens; 
he reacts and the ro lle r-co as te r starts  downward again.
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THE QUALITY OF EXTEROCEPTION

The E lite  entrepreneur, who takes calculated ris k s , has a 
capacity to sum up s itu a tio n s , the a b il ity  to scan his environ­
ment fo r relevant information and the motivation to seek and 
deal with challenging s ituations. His perceptions are less 
distorted by his own problems. We would expect him to be high 
in n Achievement, re la tiv e ly  low in n Power - unlike the Ubiqui­
tous entrepreneur -  and we would expect him to be possessed more 
o f the qu ality  we term exteroception.

Through the a c tiv it ie s  of his enterprise the Independent 
Entrepreneur expresses and confirms himself to himself.
By a process of exteroception he continually decides whether 
he measures up and I f  not why not. We suggest that th is  qua­
l i t y  of exteroception is evident more in the E lite  entrepreneur 
than in the Ubiquitous entrepreneur. Exteroception is  related  
to social m o b ility , i t  is related to the need fo r achievement, 
i t  is  a continuous process of s e lf  doubt, s e lf  awareness and 
s e lf  analysis. Our concept of exteroception incorporates 
what Schrage (12 ) has called "verid ical perception" which he 
defines as " -----  the act of recognising people, things, or s itu ­
ations as they tru th fu lly  are, rather than a ttrib u tin g  to them 
q u a lities  which are the products of one's emotions or imagination." 
A c r it ic a l aspect of Schrage's concept and one no less important 
to ours, is the use which the individual makes of his observa­
tions.

Continually the individual is in search of feedback; he 
seeks i t ,  he analyses i t  and he adapts himself on the basis of 
what he learns from his experience. Exteroception relates to the 
product which the individual manufactures, his relations with 
others, his aspirations and his probab ility  of attain ing them, 
in a sentence, his gradual careful calculated process towards a 
state of being which he regards as desirable.

Exteroception is a term which we have derived from biology. 
Crustaceans and segmented creatures have exteroceptors which 
they use to fee l out th e ir  environment. They are cautious, 
fo r  th e ir  survival is in the balance, and carefu lly  they fee l 
through th e ir  exteroceptors the state of the world around them. 
Exteroception in our sense is an ite ra tiv e  process. Extero­
ception embraces not only the characteris tic  a b il it ie s  of the 
entrepreneur but the tasks and the function that he must per­
form in order to survive and prosper. The individual may well 
have a need to achieve, he may id en tify  with a reference group 
which is d iffe re n t to his membership group; there is a social 
status or a perceived state of being to which he aspires. Even 
assuming he recognises correctly his s ituation  in re la tio n  to 
that of his peers and the levels to which he aspires, he must 
adapt himself to his environment fo r in th is way he is able to 
forge ahead. In order to adapt he requires information, he needs
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to understand how the land lie s  and so continually by the pro­
cess which we c a ll exteroception, the entrepreneur compares 
himself to the world around him, he analyses what i t  is th a t 
he wants and how he may acquire i t .

In order to make p ro f its , the entrepreneur must have some 
knowledge of his market;, is  he manufacturing a product which 
is  in a decline stage of its  l i f e  cycle; is i t  about to be super- 
ceded by a competitive product a t a lower price; is his financing  
adequate and appropriate? He must keep a to ta l s ituatio n  in b a l­
ance a ll  the time; he must ensure that his employees are both • 
productive and s a tis fie d  and these are a l l  aspects of what we 
term exteroception. I f  the entrepreneur cannot change with his 
organisation as i t  grows, i f  he cannot adapt to a new ro le , his 
organisation w ill  outgrow his capacity to manage i t .  Schrage‘s 
concept of verid ica l perception seen as the act of recognising 
people, things or situations as they tru th fu lly  are, is an impor­
tan t variab le and our concept of exteroception, while more 
broadly based, does not contradict Schrage. We merely fee l 
that exteroception is more of a to ta l concept in that i t  involves 
a lin k  between the tasks which the entrepreneur must perform, 
his adaptation to his environment, his a b il i ty  to change based 
on a tru th fu l and re la t iv e ly  objective perception of him self.
We include s e lf  awareness in our concept, not as a corre late  
but as an aspect. Exteroception incorporates an a b il i ty  to 
assess the probable outcome of events with re la tiv e  accuracy 
based on a continual monitoring of the environment, a knowledge 
of s e lf  and a recognition.of the in d iv id u a l's  lim ita tio n s . With­
out inform ation, the perceived prob ab ility  of success of an action  
is  high. The a le r t  entrepreneur learns through a knowledge of 
results and seeks feedback which he can u t i l is e  to his advantage.
He learns rapidly and he recognises the value of inform ation.
He does not act p re c ip ita te ly  or le t  his emotions govern his 
r a t io n a lity , he is conscious of what he is doing and when he 
takes a decision i t  is  taken on the basis of available informa­
tion and not in vacuo. The individual who scores high on extero­
ception understands himself and his social m ilieu .

Schrage used the term "anxiety" in the sense of s e lf  awareness 
and fo r our purposes we find  th is  more satis factory  fo r we do not 
wish to confuse i t  with an agitated emotional s ta te . He found 
that s e lf  awareness went hand in hand with an awareness of cus­
tomers and employees. He recalls  that in one p a rticu la r case one 
of the entrepreneurs in his study knew more about the in terview er 
a fte r  the f i r s t  f if te e n  minutes than the interviewer knew about 
him! Schrage's ideal entrepreneur could be considered as being 
to ta lly  aware of both his own feelings and aware of others and 
th is  tie s  in neatly with our concept of exteroception. In order 
fo r  the individual to compare,himself with his external environ­
ment, commercial, social and psychological, he must have an accur­
ate awareness of him self; he must know who he is . Thus the 
individual who is preoccupied with authority situations can eas ily
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reach the stage where th is  preoccupation d istorts  his perception 
of himself in re la tio n  to others. We could expect the man with 
high n Power to rate worse on exteroception than the man high in  
n Achievement and low in .n  Power.

Our E lite  entrepreneur w i l l ,  we suggest, rate high on extero­
ception, his business w ill  be re la tiv e ly  more p ro fitab le  -  we reca ll 
Schrage'srelationship between p r o f ita b il i ty  and self-awareness - he 
w ill score low in n Power, he has a better developed capacity fo r  
a ffec tive  d issociation, he takes a calculated r is k , not a gamble.
He is ,  we suggest, no less of a soc ia lly  marginal individual than 
is  his Ubiquitous peer; he too, we suggest has experienced role  
deterioration deriving from a determining event, but he has come 
to terms with the re a lit ie s  of the world, authority fig u res , and 
him self.

n AFFILIATION

This is the f in a l distinguishing c rite rio n  which we shall use 
in our comparison of Modal, E lite  and Ubiquitous entrepreneurs. 
A ff il ia t io n  imagery was scored by the same projective techniques 
as used fo r n Power and n Achievement. "....W hen the story con­
tains some evidence of concern in one or more of the characters 
over estab lishing, maintaining, or restoring a positive a ffe c tive  
relationship with another person. This relationship is most â ê - 
quately described by the word friendship ." As we bring th is  
Chapter to a close, le t  us add another individual to our three 
types of entrepreneur. We w ill ca ll him an "average manager"; 
a man who, with or without a university education, has entered 
a corporation, is not destined fo r great things, but is holding 
down a job in lower middle management from which he is un like ly  
to progress to any s ig n ific an t degree beyond a series of pro­
motions which w ill largely  depend on his age. This individual 
is  re la tiv e ly  content, re la tiv e ly  secure, he has fr ien d s , he is  
average. We introduce him into our scheme of things a t th is  
stage, partly  to fa c i l i ta te  comparison and partly  to emphasise, 
as we near the end of our enquiry, that the distinguishing c r i ­
te r ia  that we have selected here are a matter of degree. We do 
not suggest that entrepreneurship, whether viewed from an economic, a 
sociological or an individual perspective, is a simple m atter, 
and the reader who has persisted and who has followed our enquiry 
in these three chapters w ill  no doubt agree with th is  observation!

French ( 7 ) showed that in selecting working associates 
fo r a problem-solving s itu a tio n , individuals with high n Achievement 
selected experts rather than friends. This is what we would expect 
from the successful entrepreneur, fo r achievement w ill  be more 
important to him than friendship , whether he be Modal, E lite  or 
Ubiquitous, but the aetiology of th is  re la tiv e  difference in n 
A ff il ia t io n  w ill d i f fe r .  Of course the Modal entrepreneur must 
take an objective view on a s ituation in a business setting fo r  
th is is his job .
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Individuals possessed of high n A ff i l ia t io n  tend to be 
"approval-seeking" ( 7 ) .  They se lec t, in an experimental s itu ­
a tio n , faces rather than neutral s tim u li. To this extent 
no doubt, they are "average", they form human relationships which 
are based on friendship rather than on p ro fit  -  whether m aterial 
or emotional. The average manager w ill be possessed of a degree 
of n A f f i l ia t io n  greater than any of our entrepreneurial types, 
but while n A f f i l ia t io n  may be the same -  positive or negative -  
fo r our entrepreneurial types, in the commercial s itu a tio n , the 
aetiology of th is  re la tiv e ly  low n A ff i l ia t io n  w ill d i f fe r .  In 
the case of the Modal entrepreneur, i t  is part of his job and 
hence an aspect of his characteris tic  behaviour. In the case 
of the E lite  entrepreneur he has, through his greater self-aw are­
ness, contrived a degree of n A f f i l ia t io n  in certain s itu a tio n s , 
whereas the Ubiquitous entrepreneur, who has not achieved the sâme 
degree of self-awareness, possesses th is  qu ality  in varying degree 
dependent upon the s ituation  in which he finds him self. We have 
distinguished between nurture and deprivation, between approach 
and avoidance in the case of both n Achievement and n Power. n 
A ff i l ia t io n ,  we suggest is l i t t l e  d iffe re n t in its  psychological 
underpinnings, fo r  we suggest that th is  too, is related to the 
determining event.

The Independent entrepreneur has learned through his l i f e  
experience, not to tru s t people or s itu a tio n s , fo r they can -  and 
probably w ill - l e t  him down. He has developed th is  capacity 
fo r a ffec tive  dissociation through force of circumstance rather 
than through nurture and tra in in g . Accordingly, we can expect 
the same re la tiv e  qu ality  of low n A f f i l ia t io n  to be present, but 
fo r d iffe re n t reasons.

THE ENTREPRENEURIAL TEST

Let us draw together the concepts which we have considered 
in th is  chapter. We w ill use n A f f i l ia t io n  as an example of 
one distinguishing c rite rio n  in the entrepreneurial personality.
In Table 4 -  1 we have derived a series of scores which arise out 
of our discussion. The average manager w ill  be re la tiv e ly  hioh in 
n A f f i l ia t io n ,  he is re la tiv e ly  "innocent" or "normal", re la t iv e ly  
lacking in cunning, deviousness, p o lit ic a l a b il it ie s  and social 
awareness. We suggest he is s u ffic ie n tly  naive to be able to be 
fr ien d ly  1 Thus we score him positive ly  on n A f f i l ia t io n .

The Ubiquitous and the Modal entrepreneurs w ill be fr ie n d ly  
In some situations and otherwise in others, depending upon how they 
evaluate the s itu a tio n ; the E lite  entrepreneur, on the other hand, 
has a unique capacity to stand alone. We do not suggest i t  is a 
"good th ing", we merely suggest i t  as a p ro b ab ility . C le a rly , 
we are in the realm of r e la t iv it ie s .  We do not suggest that there  
is any single c rite rio n  which can, of i t s e l f ,  enable us to d is t in ­
guish between entrepreneurial types and the general population.
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I t  is a matter of degree. We il lu s tra te  th is by Table 4 -  1 .
There is no suggestion that the to ta l scores in the Entrepreneur­
ia l Test are the f in a l word on the subject, but we suggest th a t, 
through our discussion in th is Chapter, we have isolated and 
brought together a number of important variables which, taken 
together, and not in single is o la tio n , lead us to conclude that 
there i£  an entrepreneurial personality. I t  remains fo r  in v e s ti­
gators to construct a tes t which is s ta t is t ic a l ly  va lid  and r e l i ­
able.^ I f  we can d iffe re n tia te  between those entrepreneurs who 
are lik e ly  to succeed, i f  we can id en tify  potential entrepreneurs 
through some re lia b le  te s t adm inistrati on,~then th is w ill  consti­
tute a step forward. The significance of th is observation w ill  
not be lo st on Venture C ap ita lis ts  at le a s t.

We in v ite  the reader to partic ipa te  in the Entrepreneurial 
Test, and there is a column le f t  available fo r his p artic ipation  
as a reward fo r his persistence thus fa r . I f  entrepreneurship, 
as we have suggested, is a matter of degree, i f  there is some m erit 
in our suggestion of a continuum between the Ubiquitous and the 
E lite  entrepreneur, then we should be able to i l lu s tra te  a t le a s t, 
some s ig n ifican t differences in the to ta l scores. We suggest th a t 
differences between the average manager ( - 5 ) ,  Ubiquitous (+ 2 ),
Modal (+5) and, in p articu la r E lite  (+15) are s u ffic ie n t of an 
i l lu s tra t io n .

TABLE 4 -  1

THE ENTREPRENEURIAL TEST + or -  or 0

cn
8 <uT- CD 

r — (U Z3 fO QJ
<o -p cr i-  -o

" O  ’ t ~  ‘ r -  <U n 3
O  «—  - Û  > 0 )s : w  = ) cx:

+ + 

+ + 

+ +

ftole deterioration  

Determining event 
M arginality

Exteroception + + o 0
Frustration Tolerance + + -  o
Deferred G ra tifica tio n  + + -  0
Anticipatory Socialisation + + 0  0
n Achievement + + 0 0
n Power 0 0 + 0
n A f f i l ia t io n  o -  0 +
A ffective  Dissociation o + + -
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' TABLE 4 -  1 ( C o h td . )

THE ENTREPRENEURIAL TEST + or -  or 0

Ui3o+> <u
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Social M obility  

Risk-taker
Role Model Adaptation 

Parochialism  

Social Awareness

Future Orientation  

Education 

Background 

Egocentricity  

S e lf Awareness 

Diffuse Restlessness

Scoring Arithm etic Totals

Score +1 fo r a + +
-1 fo r a -  0
0 fo r (indeterminate) 0 -

GRAND TOTAL:

0 
0 
0

+ 0

+ 0

-  0 

-  0 

-  0 

+  -  

-  0 

+  -

10 18 10 1 
7 1 4 15 

5 3 8 6

5 15 2 - 5

We now in v ite  the reader to score him self, and we in v ite  
him to score as w e ll, John Bentley, the E lite  entrepreneur, 
whose story, in p a rt, is contained in Chapter V.
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CHAPTER V

JOHN BENTLEY

"The establishment is a great big game and a lo t  
of them are lik e  a bunch of public schoolboys setting  
f i r e  to each others newspapers."

John Bentley 1972

In 1959 the net p ro fit  before tax of Barclay and Sons Ltd. 
was £6,336 and by 1968 i t  had risen to £64,000. By 1969, fo l ­
lowing its  takeover by John Bentley the net p ro fit  had risen to 
£350,000 in 1972 to £1.1 m illio n  and its  chairman was a m illio n ­
a ire . At the age of 32, estimates of Mr. Bentley's net worth 
varied between £2.5 and £3.5 m illion  based on the value of his 
12% holding in Barclay S ecurities , Ltd. the conglomerate which 
had expanded so rapidly under his control.

In discussions with the casew riter, Mr. Bentley was very 
forthcoming on various occasions extending over a year; not 
only was he prepared to ta lk  about his management philosophy 
but he recalled various incidents during the course of his career 
which he f e l t  had influenced him. I t  was not only to the case­
w rite r  that he was approachable but numerous newspaper a rtic le s  
and occasional te lev is ion  appearances between 1971 and 1973 made 
him well knov/n to members of the public and to the business com­
munity a lik e . Admiration, frequently accompanied by envy, greeted 
his e a r lie r  successes, but less favourable comment characterised 
him as an asset stripper in the social and p o lit ic a l climate of 
1973.

Table I overleaf shows an abbreviated earnings record fo r  
Barclay Securities Ltd. and Exhibits I and I I  outline acquisitions  
and disposals during the period 1969-1973 together with the valua­
tion of the group's assets and l ia b i l i t ie s  in early 1973. The 
case otherwise comprises Mr. Bentley's viewpoint on a number of 
matters related largely  to his personal and management philosophy.

Case prepared by R. J. B. Bruce of Cranfield School of Manage­
ment as m aterial fo r the Entrepreneurship and New Ventures Course. 
The case was made possible through the co-operation of Mr. John 
Bentley. Copies may be obtained through the Case Clearing House 
of Great B rita in  and Ire lan d , Cranfield In s titu te  of Technology, 
Bedford, MK43 OAL, England.

Cases are not designed to il lu s tra te  e ith e r correct or incor­
rect handling of adm inistrative s ituations.

Copyright 0  Cranfield 1974.
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TABLE I

BARCLAY SECURITIES LIMITED

EARNINGS RECORD

£ Pence Pence

P ro fits
before Capital Earned per Share price

tax share High Low

1959 6,336 97,884 n .a. n .a . n .a .
1968 64,583 150,000 2.54 n .a . n .a .
1969 351 ,275 596,424 3.33 63 12
1970 1 ,146,021 1 ,107,231 6.92 121 55
1971 2,150,000* 1 ,185,303 10.47 197 67
1973 1,127,116+ 1,951 ,044 3.46 257 175

171
**99

83
72

*unaudited
^unaudited 

to 30th June

ACQUISITION AND EXPANSION

**adjusted fo r  
capita l increase

At the end of 1971 Barclay S ecurities , in its  biggest ever 
dea l, bought Triang Pedigree from the Lines Bros. Liquidators* 
fo r £5.28 m illio n  in cash. Of th is  amount, £3.6 m illio n  was fo r  
Triang Pedigree i t s e l f  and the remaining £1.68 m illio n  was fo r  the 
freeholds of the companies' factories in Merton and Birmingham. 
This made Barclay Securities the biggest toy group outside the 
United States, but th is  deal lik e  a number of others which Mr. 
Bentley had master-minded, invited  c ritic ism  from many quarters.

Four months a fte r  the Triang deal, in A pril 1972, Barclay 
Securities bid fo r B ritis h  Lion, an old established production 
and d is triu b tio n  organisation in the film  industry. In November 
1971 the group's toy in terests  had been amalgamated to form the

■ *Lines Bros. Ltd. was, u n til a receiver was appointed, the 
largest p riva te ly  owned toy group in the United Kingdom. Fol­
lowing a period of receivership a fte r  the group got in to  fin an ­
c ia l d i f f ic u lty ,  the group was broken up, liqu idated and some 
parts of the group, lik e  Triang, were sold as going concerns.
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Barclay Toy Group and a year la te r  by October 1972, the Group's 
media in terests were quoted separately on the London Stock 
Exchange as Lion International Ltd. P rior to the quotation of 
Lion In te rn a tio n a l, Mr. Bentley had sold his M ills  and Allen  
Media in terests to Lion International fo r £9.56 m illion  and a few 
months before that he had been involved in a £7.0 m illion  share 
exchange, s e llin g  Barclay & Son Ltd. the group which he bought 
in 1969, to consolidate the Group's in terests in pharmaceuticals.
These deals i l lu s tra te  in p a rt, Mr. Bentley's strategy in concerning 
himself with reorganising two or three sections of industry at 
any tim e, and Exhibits I and 2 contain a chronology of acquisitions  
and disposals undertaken during Mr. Bentley's chairmanship. Exhib it 
3 is a valuation of the company following the approach from Vavasseur 
and Exhibit 4 describes, in p a rt, the negotiations.

By 1972 the group was heavily involved with pharmaceuticals, 
toys and media. In addition , Barclays Securities held a 51% in te re s t  
in In te r f i le ,  an industria l information service to overseas business­
men through which they could obtain information on companies through 
any o ffic e  of B ritish  European Airways, B ritish  Overseas Airways 
Corporation or Barclays Bank International Ltd.

Mr. Bentley referred to outdoor posters as a "fragmented 
industry" which his group had substantia lly  reorganised. By 1972, 
B ritish  Posters L td ., a recently formed consortium conceived by 
Barclay Securities combined the largest undertakings in the industry 
to o ffe r  a highly competitive service to te lev is io n , the press and 
other media. Another arm of his media in terests involved a lin k  
of M ills  & Allen with Pearle & Dean and Westminster Press. In jo in ­
ing several subsidiaries o f B ritish  Lion and Pearson Longman,
Barclay Securities had produced a company to o ffe r services in 
advertising, programming and technical work to potential commercial 
radio station operators and at that time commercial radio stations  
were becoming increasingly in teresting to a number of major groups 
in the United Kingdom.

Barclay Securities had ju s t computerised a ll  th e ir  poster 
sites throughout the country and they planned to se ll posters 
"as they have never been sold before". Advertisers would be offered  
defined campaigns with a choice of th e ir  campaigns lasting fo r weeks 
or years. The Group's M ills  & Allen subsidiary had exclusive U.K. 
rights to a multi vision changing poster un it which would permit 
f iv e  times as many posters to be shown on the same s ite . In addi­
tion the Group's Leonard Ripley subsidiary had applied fo r patents 
fo r a double prin ting process fo r the display of back-illuminated  
posters: but Mr. Bentley's f i r s t  major foray into industry had
been in pharmaceuticals.

In the two years since his purchase of Barclays & Sons the 
turnover on pharmaceuticals alone had more than quadrupled to 
£12 m illio n . Again he had consolidated various private companies
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into a major u n it. In addition his group was taking on products 
on a sole licence basis in the U.K. and were d e liberate ly  marketing 
them, something which in Mr. Bentley’s view had not been properly 
done before by any pharmaceutical d is trib u to rs . As well as the 
wholesaling a c tiv it ie s  therefore, the Group had a national sales 
team which v is ited  chemists shops and stores to se ll various 
exclusive lin es .

ASSET STRIPPER

Mr. Bentley was sensitive to the unfavourable allegations that 
had been levelled  at him and in p a rticu la r at the fac t that he had 
been branded as an asset stripper in  various unfavourable a rtic le s  
in the press and even in comments in the House of Commons. He had 
experienced considerable problems over his purchase of B ritish  Lion. 
Part of B ritish  Lion assets were the Shepperton Studios comprising 
some 60 acres of land, which, i f  the studios were closed down could 
be developed. He regretted the necessity of closing one of the 
toy plants -  a move in which a thousand men were made redundant.
" I f  I hadn't arrived 3,000 men would have been la id  o f f .  The ones 
that did have to go got double the redundancy pay they would have 
got from the liquidators and we spent a m illion  pounds more than 
we needed to in trying to get the company back on its  fe e t , but we 
couldn't do i t .  I t  wasn't f a ir  to our shareholders."

" I am not an asset s trip p er, though outsiders ca ll me th a t.
I 'v e  only once had to make workers redundant, but the Unions think  
I  do i t  a ll the time. I 'v e  had threats on my l i f e ,  le ft-w in g  w riters  
attack me saying a ll mergers are e v i l ,  and unfortunately i t  is now 
spreading to the establishment. In a time of economic crises , pay 
re s tr ic tio n s , when the stockmarket i t s e l f  is collapsing, they can 't 
understand my success. When they themselves were successful they 
said nothing -  that would have meant pointing a fin ger at themselves. 
But now they are jo in ing in , saying that i f  he's making money when 
I  am not he's got to be wrong."

" I don’ t  lik e  being branded as a wheeler-dealer. At Barclay 
Securities we’ re ju s t a young earnest bunch of guys a ll  sincerely  
trying to reorganise and re u t iliz e  companies to the best of our 
a b i l i t y ,  doing what the country needs to be done. I don’t  expect 
the general public to understand but now its  got to the point 
where I go out to dinner and people point at me. Unions are always 
asking me i f  I can guarantee the mens’ jobs. I say I  can’t  guaran­
tee my own job!"

"What I am trying to do is  to get a return fo r every piece of
p lan t, every pound spent, every person employed. And i f  one is
going to do th a t, which I believe is one of the ways of keeping 
free enterprise going, I have got to be detached from the s itu a tio n ;
I have got to try  to be unemotional. I t ’s tru e , I don’ t  know old
Joe on the factory f lo o r , or his moans 'and groans. I f  I listened
to everybody I would be swayed from taking the r ig h t decision, but 
now I am being swayed. I am te r r if ie d  of buying any business
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which would involve one redundancy. I t 's  got to be bad fo r the 
country. B ritish  business is fu l l  of bad management. How else 
can they be got rid  of except by firms lik e  ours."

"Every time I move I  find  the usual examples of B ritish  manage­
ment gone to fa t .  There was one bankrupt firm  where the Managing 
Director s chauffeur was liv in g  in a f l a t  worth £40,000. Another 
Chairman had ju s t bought a second Rolls so he could have one in 
the north and one in the south, ye t the company he was responsible 
or was losing £80,000 a year. At Dorlands*, th e ir  company had 

a to ta l o f about tw enty-five directors pulling in £300,000 a year 
in sa la ries . That was equal to the company's annual p ro fits  and 
y e t between them they only owned 0.5% of the shares."

OPERATING PHILOSOPHY AND THE TOY INDUSTRY

Mr. Bentley's entry into the toy industry illu s tra te d  his 
approach to involvement in any industry. Essentially th is  
involved acquiring a small company in the industry and using 
that company as a basis fo r investigating and analysing what 
could be done in the industry.

"We look at a sector of an industry or an industry and we 
say to ourselves: 'here is an area in which companies are tra d i­
t io n a lly  managed, with fam ily management, with many private com­
panies, with problemsof death duties and that kind of th in g .'
You find that in th is  type of area companies tend to be f a ir ly  
easily  ava ilab le . We look fo r an area rich in assets and manage­
ments jwho do not p a rtic u la r ly  appreciate that th e ir  assets can be 
used in a much b e tte r way and where few new ideas have come into  
the industry fo r a long tim e. We take an experimental step into  
that industry -  we've always done th is . We buy a smallish business 
T irs t to tes t the water and always buy into a business where the 
assets are considerably greater than the amount we pay fo r the 
company, so i f  we do go to ta lly  wrong a ll  we have to do is  wind the 
whole thing up, close i t  down and put the money in our pockets, 

ortunately that has never happened, but there have been industries  
in which we have operated and then moved out -  the jewelry industry 
fo r example."

" I thought we could do a lo t  fo r re ta il jew elry. Also I
had what seemed a unique idea fo r a department store. We tr ie d
both of those; jewelry we tr ie d  fo r about s ix  months and the depart­
ment store fo r about f if te e n  months, but eventually we came out of 
both having improved the p ro fits  by about 25%."

*An advertising agency acquired by Barclay Securities.
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RANGE OF PRODUCTS

Mr. Bentley elected to operate in d iffe re n t sectors of industry 
because he believed i t  was safer from an investment point of view.
I t  was known that he was a buyer of companies and therefore by 
operating in d iffe re n t industries i t  made i t  more d i f f ic u l t  fo r  
people to an tic ipate his next move. Notwithstanding th is  he never 
lo s t his perspective of the to ta l group operation. Mr. Bentley 
did not regard his organisation as a conglomerate.

"The trouble with most conglomerates is  that they ju s t go fo r  
a single s ituation  without any real objective other than a fas t  
p ro f it .  We concentrate on a very positive objective fo r each 
of our three divisidns so that at any given moment i t  would be 
possible to f lo a t  o ff  any one of them and se ll i t  as a completely 
autonomous, separately managed, viable company. But where we 
get peripherals, assets that we don't need, we se ll them o ff  very 
quickly."

Regarding his investment in the toy industry Mr. Bentley 
pointed out that he did not consider his group to be a toy group. 
Toys were Barclay securities smallest d ivision and despite the 
fac t that they were making money out of toys i t  was an area in 
which in s titu tio n a l investors did not favour because "so many 
companies caught such te rr ib le  colds in the past couple of years."

Mr. Bentley f e l t  that the cyclical nature of the toy industry  
was caused by the manufacturers stampeding re ta ile rs  into "gimmick 
items". He pointed out that manufacturers had made toys into a 
fashion industry "just lik e  the rag trade" he f e l t  i t  was important 
to achieve some balance between too many products and a one-product 
company.

One product companies were the type of company that fa ile d  so 
frequently. "Stock Exchange records are fu l l  of one-product 
firms that have done tremendously well and then suddenly collapsed. 
You can 't successfully patent toys. Therefore, i f  one firm  comes 
up with something good, everybody follows s u it . As to why the 
toy trade has collapsed in recent years, I  th ink  i t  is  not re a lly  
a question of the toy trade but a matter of individual companies."

Mr. Bentley referred to Lesney*, a quoted company, which had 
pioneered "match-box" toys, as a special case. In his opinion i t  
was not a toy company a t a l l , i t  was a die casting company. " I t
has two men who are b r i l l ia n t  die castors. Smith and O dell. They
found a way of producing those tin y  l i t t l e  toys, in fin e  form and
h a lf of th e ir  success, I th in k , was due to the design -  the fac t
that the models were small and well engineered. The other h a lf  
was because the toy was so small i t  could go into a well packaged 
l i t t l e  cardboard box. I t  could s e ll in confectioners and tobac-

*A fascinating account of the fortunes of Lesney Products &
Co. Ltd. is contained in a case series w ritten  by Professor C. J. 
Constable of Cranfield School of Management.
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conists, in shops a ll  over England and indeed a l l  over the 
world."

"Toys had never been marketed in th is way before. . The idea 
caught on and i t  caught on in a big way, but i t  was a once and 
fo r a l l  thing. At one stage Lesney was capitalised at one hundred 
m illio n  pounds -  absolutely incredible fo r a one product concern.
At that stage they should have reversed into Vickers* or something 
lik e  that but they d id n 't do i t  and missed out on a golden oppor­
tu n ity ."

"Lesney was so successful that other manufacturers started  
copying them. When American competition changed the fashion in  
die-cast toys the whole market collapsed and Lesney had not taken 
steps to protect themselves from th a t. At that stage, at the 
£100 m illio n  cap ita lisa tio n  stage they should have d ive rs ifie d  
r ig h t out of toys. The company was too big to be only in toys. 
C ertain ly they should have extended th e ir  product range, but they 
should have picked o ff  the other large toy companies fo r a s ta rt  
and then when they had reached the £100 m illion  stage they should 
have brought some large industria l companies, an engineering 
company, fo r example, as Lesney has such expertise in th is  f ie ld ."

Commenting on his recent acquisition from Lines Bros. Liquida­
tors he pointed out that Lines Bros, was a completely d iffe re n t  
s itu a tio n , as i t  became larger i t  became extremely d i f f ic u l t  to 
administer. With a number of small units spread around the country, 
the company required a great deal of management time and e ffo r t  
and Mr. Bentley's fee ling  that the directors could not find  the 
management to control the s itu a tio n . A fu rther drawback in the 
toy industry was the number of lines that various companies kept 
ac tive . Sebel and Chad V a lley , both acquired by Barclay, had 
about 600 lines each and under Barclay Securities control these 
were cut down in both cases by 75% a fte r  which new products were 
added to bring the to ta l number of lines up to about one-third of 
the o r ig in a l. By reducing production to known "non-gimmick" 
lines i t  was possible to run production lines constantly from the 
1st January on exactly the same schedule throughout the year.
This, in Mr. Bentley's view was something the industry had not 
done before, but of course i t  brought with i t  a number of extra  
problems.

One of the problems of the toy industry was that the trade 
financed the r e ta ile r  to a certain extent but another problem 
was that of stocking. Costings by Mr. Bentley's group had 
revealed that i t  was cheaper to hold larger Inventories provided 
that they had cheap warehousing fa c i l i t ie s  ava ilab le . Mr. Bentley 
pointed out that Lines Bros, were warehousing in the middle o f 
Croydon, (near Central London).

*A major B ritish  engineering, shipbuilding and aerospace corpora­
t io n .
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Costing was a problem in the toy industry and th is  was 
another advantage in cutting back the number of products,

" I t  constantly amazes me how many companies in the U.K.
do not properly cost th e ir  items regularly  and keep th e ir
costing up to date. They do not take account of the fa c t  
that costs are changing a ll the time - that prices of materials  
are changing. Often i f  you analyse a balance sheet properly 
you find that one of the biggest items on i t  is stock. You
may find that there is  f i f t y  weeks supply of such and such on the
shelf where there should be a fiv e  weeks supply. You must analyse 
every single item. I t  is so fundamental, but the m ajority of 
B ritish  industry does not have tig h t control over its  business. 
C ertain ly this is so in the smaller companies."

" I have no management train ing  and ho q u alifica tion s  of any
description and in a sense I suppose th is could be a disadvantage.
I 'v e  got a theory that through not going to university I have an 
advantage in that my mind is to ta lly  untrained. Perhaps th is  
means that never in my l i f e  have I been told that A follows B
and because my mind is so to ta lly  untrained I cannot conceive of
precedents. Of course, I do set my own precendents in that I 
repeatedly come across a s ituation s im ilar to that which I have 
seen before. These are my own precedents which I have had to 
work out fo r myself. A number of the guidelines I have worked 
out are as simple as turning out the lig h t when you leave the 
room. They are so fundamental i t  is n 't  true ."

"We buy companies very frequently and find that the stock
factor is of v ita l importance. You buy a company fo r say, h a lf  
a m illio n  pounds and i t  may well be that h a lf of that figure is  
wrapped up in stock. You can reduce that to £100,000 or £150,000 
and so you have an enormous part of the cost back in your pocket. 
When buying a company, I merely look at the largest items on the 
balance sheet. You find they usually are items of property.
You consider the property and ask; do they need to be in  that
building? Could they be in a cheaper building? Could they be in  
a rented building? Do they need to be in that area a t a ll?
Wouldn't i t  be better i f  they were somewhere else? You ask 
yourself can a saving be made on th is property? and very frequently  
i t  can. In most cases i t  can,"
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BACKGROUND AND : PERSONAL COMMENT

Mr. Bentley was educated at Harrow, a famous B ritish  Public 
School. He found that he d isliked school and paid very l i t t l e  
attention to what was going on there; he tended to accept without 
question the material wellbeing of many of his school companions 
and pointed out that although he came from a very comfortable 
background, his fa ther could not re a lly  comfortably afford to send 
him to Harrow. His fa th e r, a Brighton stockbroker, died when 
Mr. Bentley^was seventeen. This caused him some considerable 
emotional distress and also necessitated his leaving Harrow.

"My fa ther lived very well and he did something of which I 
thoroughly approve, he spent his money while he had i t  and d id n 't  
leave i t  to his children. He le f t  a certain amount of money in  
tru s t fo r me, but that was to be paid when I reached the age of 
tw enty-five so I had the prospect of eight years ahead of me with 
no money."

"An uncle of mine suggested that I e ith e r go into the Stock 
Exchange or to Lloyds and I had no re a lly  strong feelings about 
e ith e r . I was quite interested in the financia l world. I used 
to read the fin an cia l part of the newspaper a t school, so I took 
a job as a messenger boy in a stockbroker's o ffic e  fo r which I 
was paid £5 a week. 'Messengers were te rr ib ly  badly paid, but 
as I d id n 't have contacts in the C ity that was about the only way 
to get in there.

During th is  period Mr. Bentley got to know his way around the 
C ity , s t i l l  as a messenger boy.

" I  knew where a ll  the banks were and what firms specialised  
in d iffe re n t types of financia l transactions. A fter three months 
as a messenger I became a transfer clerk and then subsequently a 
jun io r to Samuel Simpson.* He was a big dealer, he would deal 
in hundreds o f thousands of pounds in the morning and I would 
help him out in the afternoon because from 3.30 p.m. onwards he 
was stoned. By the time I was nineteen, Simpson le f t  the firm .
I  didn t  lik e  any of the other partners in the firm  and the pros­
pect of spending years commuting from Brighton to London and 
working fo r a pittance d id n 't appeal to me. I suppose i t  is  
debateable as to whether I l e f t  or was f ire d , because a t that time 
I  was going out with a g ir l  who worked in a night club and I used 
to f a l l  asleep a t my desk. I decided to go to Australia  and l e f t  
within the week."

*Disguised name
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AUSTRALIA

In A ustralia  too Mr. Bentley had problems. " I was always 
trying to see the boss of. the firm  S ir Ian Potter about some 
ideas which I thought were b r i l l ia n t  and why I should be promoted, 
but he wouldn't see me. In the end I barged into his room one 
day when he was having lunch and that was the end of th a t."

Mr. Bentley had f iv e  d iffe re n t jobs in Australia p rio r to his 
return to the United Kingdom. During the time he was in A ustra lia  
and also before he l e f t  he had been playing the Stock Market regu­
la r ly .  In London in 1959 he had played the bull market of the 
time on an hourly basis and in 1961, 1962 and 1963 there was a 
bull market in A ustralia  in which he invested with some success 
making several thousands pounds by the age of 23. One major 
source of p ro fit  to Mr. Bentley was his investment in the steel 
industry on which he made a substantial p ro fit  when the govern­
ment denationalised the industry. At the age of 23, and on his 
return to thé United Kingdom, Mr. Bentley set up on his own as 
a fin an cia l analyst, deciding that he would rather work fo r him­
s e lf ,  but th is  posed problems fo r him. " I'd  put up quarter m illio n  
pound ideas, or apply fo r £20,000 jobs, but when people met me 
they wouldn't believe I was capable of i t . "

I t  is  worth noting the casewriter's surprise when Mr. Bentley 
to ld him of the "blazing rows" that he had with people in the stock­
broker o ffic e  in which he worked. At a ll times Mr. Bentley had 
been candid, courteous and approachable, commenting about his 
younger days: "at that age you can afford to be opinionated, but
I. don't try  to upset people, I try  to understand them and find  out 
what they lik e ."

MONEY AND VALUES

"I d id n 't s ta rt o ff  to be a m illio n a ire . I was as amazed 
as anybody when I found that I could do i t .  I f  you gave me £100 
now I could double i t  by th is  evening. I t  is a knack I  found I 
had. I t  was when I met real financiers and po litic ian s  that I 
began to gauge them and think ' i f  th a t's  the way they are. I'm  
f a ir ly  a lr ig h t. I f  they made i t  why not me? I'm not s e n ile .
I'm f i t  and able to meet anyone on even term s.' I was surprised 
fo r a long time that I could do i t .  Now I know I measure up.
I'm  not a flu ke ."

"At one time men competed at archery, spear throwing or what­
ever, now the business world provides the arena. I t 's  ju s t another 
form of animal behaviour. You've got to be fighting  f i t  to survive.
In à sense th is  is  both good and bad."

"  " I  think people have the capacity to change with circumstances 
although th a t is not necessarily going to make a better world. I  
don't believe man has progressed that much that we can 't get back 
to the jungle in one minute f l a t .  I t  is in man's nature to be aggres-
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sive , but I think one goes through various phases. When one 
does go through an aggressive stage one would c learly  hope to 
stage"!^ ''^^  going through an aggressive

"Of course I don't think money is everything. I t  is  a

pontificating^"^*”® 64 that they s ta rt  unloading themselves and 

D h iin ln n h L ' to re t ire  and become a

plenty o f® th in g l'th :2°are  m o re ^ ^ o r ^ a n f  than’ moneyiSiSiMS
everyday, pi tying w ith 'the  'k i d^aü^my^wi f  e“thoight®i fw as  ̂ great,

wanted, an end in s ig h t, whereas to me the only end is a new p ro jec t."  

SOCIAL INFLUENCE



I don't ca ll myself a c a p ita lis t . I'm a ll  fo r Communism in theory 
but i t  doesn't work in practice. As fo r Socialism th a t's  the worst 
of a l l ;  i t  destroys the freedom of the in d iv id u a l, encouraging 
people to be resentfu l. Everybody is reduced to the lowest le v e l,  
not raised to the highest. Socialism is the sour grapes re lig io n , 
i t  s tu lt i f ie s  l i f e  and i t 's  an inhuman creed. I'm a ll  fo r  
helping the incapacitated, the e ld e rly , the crippled, the weak in 
mind; but able bodied people have got to look a fte r  themselves.
I 'd  give them a bowl of soup, a roof over th e ir  heads, the two 
basic human needs, a fte r  that they're on th e ir  own."

"People are important to me and many of the things th a t are 
said about me are beginning to spoil a ll the fun. In the la s t  
three months the pleasure has begun to go. I don't know how 
p o litic ian s  ever manage being attacked and lampooned a ll  the time. 
I 'v e  thought about p o litic s  but re a lly  I am as interested in doing 
something useful beyond p o lit ic s . I  know i t  sounds arrogant -  
but something soc ia lly  useful."

THE ORGANISATION

"One of the important things in th is  organisation is  to get 
other people to understand my whole approach. I find that I 
have to impart my approach to situations to the people who work 
fo r me. To s ta rt with one has got to watch them closely pull 
them up when necessary, praise them when appropriate, bully  them 
i f  they get out of lin e . I don't try  to brainwash them -  i t  is 
re a lly  a question of having an adaptable mind. I believe in being 
to ta lly  f le x ib le ,  so i t  is  probably a good idea I am not le t  loose 
on the other companies in my group, but of course I have the f in a l  
say in any decision that has to be made. Nevertheless I can 't 
run every company and while I try  to suggest things occasionally 
to my managers, I w ill  never force them. For one thing I haven't 
the time. So what I have to be sure of is  that I'v e  got the r ig h t  
people in my organisation."

" I don't lik e  f ir in g  people: I would lik e  them to see things
ïïiy way and understand the approach that I  have to the business.
I certa in ly  don't want an en tire  bunch o f entrepreneurs here, i f  
I 'v e  got a technical problem I need a technical man, and I certa in ly  
am not technical. I interview ny key men myself and I spend some 
time on i t  -  I suppose I'm about as unorthodox a t interviewing as 
you are."

"Of course I  exp lo it people as w e ll, but I think that a lo t  o f 
people from Business Schools are exploited more. They get jo b s * ' 
in big companies, p a rtic u la rly  in big American companies, where they 
bandy technical management words around with men wearing steel 
rimmed glasses and shaven heads -  technical terms I don't understand, 
and don't need to ."

" I lik e  the idea of le tt in g  people develop. We give people 
tremendous autonomy here in the group. I t - i s  good fo r them and ' •
i t  is  good fo r us. For one reason a t least we can hold somebody
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responsible and I lik e  to encourage people to develop as fa r  as 
they can, and that doesn't mean to learn a lo t  of long v/ords."

My conception of high finance is being able to add, m ultip ly  
and subtract up to ten. The rest is a matter of noughts, but 
what I always do whenever I go into a deal is that I have to be 
able to see a way out. I don't buy a name , I buy assets and I 
have to see that there is something more to be done to a business 
than has already been done. The people who put money in to  Rolls 
Roy ce d id n 't rea lise  that Rolls Royce was in a contracting busi­
ness and any contracting business is speculative. What they 
were doing was buying the name without working out what was under­
neath i t . "

THE ESTABLISHMENT

"People, p a rtic u la rly  members of the establishment, think  
"I'm  an impudent whippersnapper, but my impudence is always 
subordinated to p ro f it .  I f  I made a bad move I couldn't afford  
to be impudent any longer, but I am bound to admit that the more 
impudent a deal the more enjoyable i t  is ,  as long as i t  is fin an ­
c ia lly  r ig h t."

"Of course now the establishment is prepared to open a few 
doors fo r me and lik e  most of them I am ready to try  to look 
outside of myself and exert some influence. T rad itio n a lly  people 
who were born well and made money tended to go in fo r patronising  
things, lik e  a ffecting  the arts in some way. In some way I would 
lik e  to do the same but I am not quite sure how. I don't re a lly  
believe that man has progressed in ten m illio n  years -  we're a ll  
pretty  much the same. You look at that spade out there pushing 
a brush," (pointing to a painter outside the window) "he ju s t  
hasn't had the breaks. In the old days the establishment was 
born with the a b il ity  to exp lo it others - maybe they were not born 
with the a b i l i t y ,  but certa in ly  many of them were born with the 
opportunity. This is the opportunity which I now have, but I 
wouldn't lik e  to encourage in my company the formation of an exclu­
sive club."

"One of the main reasons I suppose I l e f t  this country to go 
to A ustra lia  was because I was fed up with the establishment, 
and the way they did things. The establishment is a great big 
game and a lo t  of them are lik e  a bunch of public schoolboys se t­
ting f i r e  to each others newspapers. There was such an accent on 
age when I was younger and sen iority  was so important, but I think  
that is breaking down now. I think i t  is  p artly  the resu lt of a 
b irth  boom a fte r  the war although I wasn't part o f th a t. A fte r  
the war people had had enough. They wanted to s e ttle  down and 
they became dreadfully conservative: They oppressed youth in
order to get peace and now they don't understand what is happening 
in the world."
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. , ' I  wasplucky to be a part of that splendid generation that has 
taken everything with i t .  I was lucky to be a part o f the Beaties'
generation and I have a lo t  of in te res t in what is going on among 
the youngsters. Many o f them are wandering around Europe or 
America with guitars looking fo r something and I am pleased they are. 
The establishment doesn't understand them and perhaps they don't 
understand themselves, but i t  is a good thing that they are try in g . 
That sort of thing is probably one of the few alternatives to 
enjoying my work the way I do at the moment."

ENTREPRENEURSHIP

Asked whether he saw himself as an entrepreneur Mr. Bentley 
commented that there was so much w ritten  about the subject of 
entrepreneurship that the issue often became clouded.

. . .  reads so much about entrepreneurs, but I think a f a i r  
d e fin itio n  is someone who is in business fo r h im s e lf . C ertain ly  
that IS  the way I see myself. That's what makes me tic k  and I 
couldn t  re a lly  be anything else. T know that we are running 
a considerable turnover here, but I think I would become bored 
once I became in s titu tio n a lis e d . In that case I think I would 
tend to le t  go of the reins and hand over to someone e lse . But 
there are d iffe re n t types of entrepreneurs and I don't agree with 
many people s views that an entrepreneurial venture is essen tia lly  
a short term one."

"Hal Geneen of ITT, fo r example, is an entrepreneur, but he 
IS very d iffe re n t to me. He is an old s ty le  autocrat and I think  
he sees himself in the King ro le , he is  a fte r  power. Max Joseph 
IS another entrepreneur who has had a pretty  long run -  he's been 
going fo r  twenty years. (Mr. Joseph had recently through his 
Grand Metropolitan Hotels Group acquired control of Messrs. Watnev 
Mann in a £400 m illion  takeover b id .)  And then there is Jim S la te r."

MR. SLATER

Mr. Bentley had a very high regard fo r Mr. S la te r. "One of 
his main strengths is that he is very good at assessing people, 
but he often upsets them by his abrupt manner. He likes to get 
things done quickly and when I f i r s t  started working with him our 
conversations were very amusing. Jim d is likes lengthy conversa­
tions. To ta lk  to him on the telephone was absolutely hopeless -  
he never actually  said goodbye and of course I used to do the same 

L people used to kow-tow to him and agree with every­
thing three bags fu l l  Mr. S la ter and maybe that is one of the reasons 
we seem to get on, because I don 't."

In 1965, Mr. Bentley had approached Mr. S la te r, who by that 
stage had established himself in the investment f ie ld .  Describing 
how they had f i r s t  met Mr. Bentley became v is ib ly  excited while  
describing the deal he had taken to Mr. S la te r.
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"The deal that I  took to him.was the best deal that the City
has seen in a hundred years. I t  was the coup of coups. I t
involved taking over the Scottish L ife  Association which a t that 
time was capitalised at £2.5 m illio n  ye t controlled book in v e s t­
ments worth £40 m illion  and had hidden reserves of another £60 
m illio n . I wanted a m illion  pounds out of i t  so that I could 
re tire  and do the things that I wanted to do, but as i t  was I 
only made £40,000. Anybody who had bought th is  company as i t  
was could have walked o ff  with £60 m illion  and I knew i t . "

" I ju s t walked in o ff  the s tre e t. I had read in the Financial
Times in the Men and Matters column about Jim and i t  looked in te r ­
esting so I had memorised i t  and thought I would go and see him 
when I had a s itu a tio n . I d id n 't have an appointment with him,
I ju s t walked in o ff  the s tree t and made i t  fa ir ly  clear th a t I 
was not going to be removed. Obviously one had to be b r ie f .
I f  you are going to see someone about a deal you must alv/ays 
have a memorandum. Never w rite  long le tte rs  to company ch ie fs , 
but set the whole thing out very b r ie f ly  and i f  they are interested  
they w ill read the rest of i t .  A ll I had a t that stage was 
£20,000 and I invested the lo t  with Jim."

" I suppose I consider myself a fa ilu re  not to have pulled  
o ff that deal, but then I suppose we would a ll  have been so rich  
so quickly that i t  would have taken the fun out of i t !  S t i l l  
that is  what got me s tarted ."

Asked how the money from his fa th e r's  estate had helped him,
Mr. Bentley pointed out that i t  had been held in tru s t fo r  him 
u n til he was tw enty-five .

"When I got the money I put i t  s tra ig h t into a house. I d id n 't  
buy i t  with a mortgage, I was rather old-fashioned about i t .  I 'v e  
s t i l l  got the house, i t  is the one unencumbered asset that I have."
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EXHIBIT 3

BARCLAY SECURITIES VALUATION 14th MARCH 1973

ASSETS

Quoted Investments;
Lion International 

Bel la i r  Cosmetics 

Other:
Ordinary Shares 
Pref. Shares 

Debentures 

Unquoted:
Lion In t . Pref.
Advertising Displays 

Fixed Assets:
Property at Cost or Valuation 

Others 

Loans 
Current Assets:

Debtors
Cash

Total :

8.4
0.9

1.8
2.0
0.3

4.0  

0.6

1.7
0.1
1.3

1.1 

1.2

£23.4m

LIABILITIES
Current:

Creditors 
Taxation 

Deferred 

Loan Stock

Total :

Nett Asset Value: 

Equivalent to:

2.1 

0.1 
0.2
6.7

£9.1 

£14.3m
73 .3p per share
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 ̂ EXHIBIT 3 CONT.

NOTES:

(1) A 40% in teres t in Wimbrel Properties is valued at £40. 
Wimbrel properties was formed to develop a 21.5 acre 
s ite  in South West London for which finance had been 
arranged.

(2) ' Lion In ternational and B e lla ir  are valued at market
price which, in the Barclay D irectors' opinion understated 
the value ascribed to a contro lling  in te res t.

Source: Extel B ritish  Company Service 19.4.73.
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EXTRACT FROM THE SUNDAY TIMES BUSINESS NEWS

28th JANUARY, 1973

STRIP THE STRIPPER BID

In a weary week the C ity came face to face on 
Thursday with the supreme irony -  the most castigated 
of B rita in 's  asset-strippers, John Bentley of Barclay 
S ecurities , being stripped to the fundamentals by 
Vavasseur in a surprise £17m bid fo r the cash rich  
Barclay.

Vavasseur made no bones about its  intentions - 
turning most of Barclay, except the posters and 
movies group Lion In te rn a tio n a l, into cash that 
would help stoke up its  own banking and property 
ambitions. Bentley's own policy of remaining 
highly liq u id  -  there is £7m of cash and securities  
in the Barclay balance sheet -  made the deal doubly 
a ttra c tiv e .

And ju s t because the market was plunging, and 
Barclay's main assets are shareholdings in Lion 
In te rn a tio n a l, chemists Weston Pharmaceutical and 
cosmetics-makers B e lla ir , the asset value on 
Thursday was down to around £17.5m. I f  you take 
the highs of each of Bentley's investments over the 
past 12 months, Barclay would be worth £28m plus, 
and that price Vavasseur would not -  and maybe 
could not -  pay.

OPEN SECRET IN THE CITY

The Vavasseur bid offers paper in exchange, 
e ffe c tiv e ly , fo r Barclay cash. The paper is 
partly  in Vavasseur's own modestly valued shares, 
but mainly in p a r t ia lly  convertible loan stock.
The o ffe r  was, as John Bentley admits, "very well 
timed. I ' l l  give them th a t."  I t  came a fte r  the 
disaster to Bentley's image of The Triang Toy deals 
"a great mistake, in retrospect." Bentley not only 
appeared the wicked share-dealer, closing plant and 
creating expensive redundancy. He also lo st money.
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Chad Valley went fo r £T,8m and the rest fo r  "an undis^ 
closed sum." And the spinning-off of Lion In ternational 
the old B ritish  Lion film  company stuffed with high- 
earning poster businesses M ills  & Allen and Leonard 
R ipley, launched the even more explosive issue of 
Shepperton Studios.

Internal wrangles about how tough to play the 
Shepperton a f fa ir  pushed Jeremy Arnold out of his 
respected position as managing d irector of Lion.
Bentley, who was in fac t interested in keeping 
going 15 acres of what is actually  redundant studio 
was painted as arch-enemy of film  unions and film  
makers. The mistakes and the image problems halved 
Barclay's share price in six months.

The value of the component parts sank too.
Lion has tumbled a f i f t h  from its  issue price in Nov­
ember. Westons is down a th ird  from its  1971-72 
high, and the exact value of Barclay's assets is now 
anyone's guess. Bentley shyly refused to say ju s t  
what was le f t  on the books a fte r  the toy disposals.

I t  was an open C ity secret that Bentley was 
looking fo r a buyer -  not ju s t fo r his own 12% hold­
ing in Barclay. The prime candidate was Gerald 
Caplan's London & County. I t  made sense fo r Caplan 
to do a deal with Bentley -  he had, a fte r  a l l , pulled  
o ff  much the same tr ic k  successfully with Christopher 
Selmes o u t f i t .  Drakes.

Moreover, London & County owns 21% of Westons,
the chemists chain of which Barclay holds 23.5%
The links were obvious. But around the New Year 
that deal evaporated. Partly  i t  was sheer inaction -  
talks had never got as fa r  as trying to establish a 
firm  price according to Bentley, although the level 
was lik e ly  to be over the lOOp mark, against Vavasseur's
84p valuation fo r the Barclay bundle.

Caplan spent Christmas in Miami. By the time 
he had returned, Bentley^was o ff  skiing fo r ten days.
On re fle c tio n , London & County s t i l l  had Bentley's 
admiration as a go-go o u tf i t .  But Caplan's men 
had decided that i t  was too early to digest yet 
another bright young team and the cash i t  produced,

Caplan's in tere s t died. On Friday, as Bentley 
went to a long lunch with S la ter Walker, his advisers 
to consider action on the Vavasseur b id , Caplan was 
out of the country, scouting unquoted banks in Europe.
" I f  Mr. Caplan is  s t i l l  interested in Barclay," assis­
tan t Wolf Perry said , "he wouldn't be out of the country 
today."
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At the point when the Caplan deal collapsed,
Bentley heard rumours about Hambros's in teres t in 
Barclay Securities, Christopher Sporborg at Hambros 
had been adviser to the old B ritish  Lion board, Spor­
borg had declined the p riv ilege  of acting as issueing 
house to the revamped Lion International because he 
claimed to know nothing about the poster businesses 
that Bentley was in jec tin g . But according to Bentley, 
he did take the opportunity in the months a fte r  the issue 
to have a fa ir ly  close look at how Lion In ternational -  
and Barclay as a whole -  was operating.

'NOT GOING TO PUT PRICE UP'

I t  was Sporborg who made a m iddle-of-the-night 
telephone ca ll to Bentley in New York la s t week to 
t e l l  him of the Vavasseur bid. Hambros was offering  
cash fo r Bentley's 12% stake, around 90p at that stage 
according to Bentley's midnight memory of the conver­
sation. The present bid is in paper, with no cash 
a lte rn a tiv e .

Vavasseur's bid fo r assets follows its  quest fo r  
real resp ectab ility  -  next month S ir Gordon Newton, 
former ed ito r of the Financial Times, jo ins the board.
Under the aegis of three bright young men - Jeremy 
Pinckney from Hambros, Gerry Thomas and David Stark -  
i t  blossomed into fin an cia l services in 1968, swinging 
away from the trad itio n a l merchanting and commodity 
broking into anything from foreign exchange dealing 
or second mortgages to unit tru s t management.

The only b lo t on a fin e  earnings record stems 
from a hefty £'500,000 bad debt problem in 1971 in an 
inherited metal broking firm . Vavasseur has a contract 
advertising business - which is  part of the reason why 
i t  w ill keep Lion In ternational i f  the bid succeeds.
And i t  shares the property enthusiasms of financiers  
with re la tiv e ly  low assets -  which is a central reason 
fo r wanting Barclay's cash.

Vavasseur f i r s t  put Barclay on its  agenda at 
the s ta rt  of th is year, according to chief executive 
Stark. "We'd have liked to do a deal with invest­
ment tru s ts , but a ll  the ones in the £10m range were 
gobbled up five  years ago," he explains. "Our p ro fits  
are good, but we need more money to broaden our capita l 
base and put cash into our banking and property d iv is ions. 
I t  is n 't  fo r second mortgages -  we get the cash fo r  that 
from Midland Bank." Bentley is scathing about Vavasseur's 
second-mortgage lin e . "I got out of that business 12 
years ago."
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Stark sees Barclay purely as a dealing company- 
two secretaries , four motor cars, an expensive o ffic e  
in the West End and a couple of analysts," His designs 
on the Bentley empire became serious on Monday, January 15 
The f in a l decision to go ahead was reached over dinner 
with Hambros la s t Sunday n ight. Stark says f la t ly  of 
his 84p valuation fo r Barclay: " I am not going to put
the price up. We wouldn’t  have done the deal at £23m.

W ell, they a ll say th a t. But since Vavasseur is  
e ffe c tiv e ly  pushing out a rights issue to get cash through 
th is  takeover scheme, i t  does ring truer than some s ta te ­
ments from bidders.

Bentley (with 12% of Barclay) and S la ter Walker 
(with another 12|%), are adamant that the price is  too 
low, although in sinking markets fo r the shares that 
make up Barclay, the idea of an acceptable price is  
pretty  th e o re tic a l. Barclay and Vavasseur know l i t t l e  
about each other. This week’s meetings between the 
two should at least remedy th a t.

i f  Vavasseur is prepared to up the value of its  
o ffe r , and Bentley is convinced that Vavasseur, l ik e ly  to 
promise a £ 2 .9m p ro f it  th is year against £T.3m la s t year, 
is  a good share fo r his temporary retirem ent from business, 
then the deal could s t i l l  be on. But since an agreed 
marriage is the only real p o ss ib ility  -  Vavasseur and 
Barclay are much the same size -  and neither side has 
had especially loving things to say about the other, 
there is more lik e ly  to be a fireworks display.

One bidder has already talked with S la te r. Two 
others have tr ie d  to open negotiations since the Vava­
sseur deal was announced. The market pushed Barclay 
above the 84p o ffe r  up to 91p on ju s t those hopes.

'The key to the price fo r Barclay is not the funda­
mental value of the shares. I t  is how quickly Bentley 
wants to get out. And i t  is highly un like ly  that a man 
with a developed sense of his own worth w ill q u it while 
Barclay is on the f lo o r . Somebody has got to pay more 
fo r the o u tf i t .  The somebody could s t i l l ,  conceivably, 
be Vavasseur.

Michael Pye,
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CHAPTER VI

AN - ENTREPRENEURIAL PERSPECTIVE ON ECONOMICS

"The composition of vast books is a laborious 
and impoverishing extravagance. To go on fo r f iv e  

' hundred pages to develop an idea whose perfect oral 
exposition is possible in a few minutes! A bette r  
course of procedure is  to pretend that these books 
already ex is t and then to o f fe r  a commentary."

Gorge Luis Borges. "Fictions"

Problems have been id e n tifie d  and cures put forward but 
the economics of the world s t i l l  experience cycles of prosperity  
and dark periods of gloom. Perhaps p o litic ian s  have not the 
same enthusiasm fo r economic experimentation as those who w rite  
about i t .  This is  understandable fo r no sensible nation is  
l ik e ly  to depart from a known economic practice , however imper­
fe c t , unless i t  can be sure that to replace i t  w ill confer bene­
f i t  upon society with l i t t l e  downside r is k . The economic l i t e r a ­
ture is vast and complex and debate is a liv e  and w e ll. Eminent 
economists disagree, allegedly on fundamentals, with other eminent 
economists and gradually th e ir  points of common agreement are absorbed 
in to  the practical planning of the social process. I t  is  a 
gradual process and there is s t i l l  fa r  to go.

Malthus, in 1827, recorded that the differences of opinion 
among p o lit ic a l economists had been a frequent subject of com­
p la in t . John Stuart M il l 's  attempt to contribute to the debate 
(contained in his Principles (1848)) was well received, but lik e  
other contributions which stimulated debate. M ill had twenty years 
la te r  accepted critic ism s of his theories. The fac t remained 
th a t the conclusions of orthodox theory were a t variance with events 
in the real world. E ssentia lly  today, no less than in the previous 
century, we are concerned with the gu lf between positive and norma­
tiv e  economics. Positive economics broadly deals with the world 
as i t  is ,  Normative economics considers the way the world should be. 
Normative economics te l ls  us what is desirable while Positive economics 
allows us to consider how, despite imperfections and problems, the 
world goes on.

Economics considers the e f f ic ie n t  use and a llocation  o f resources 
in  a society. Resources such as manpower, raw m aterials and cap ita l 
can c learly  be more e f f ic ie n t ly  u tilis e d  i f  there is some economic 
philosophy to act as a guideline and i f  there is  a source of informa­
tion covering inputs and outputs. The term "economics" derives 
from two Greek words oikou and nomos which together convey the mean­
ing of the ru le or law or the household. Economics is the a r t  of 
good househeeping. Conceptually, th is  poses few problems, but in
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practical terms the gathering of information and the appropriate  
deployment of resources leads us into complex problems.

Prudent housekeeping and the a llocation  of resources has 
always been desirable in 'any society and one of the e a r lie s t  
references to accounting derives from the Hsia dynasty (2,206 B.C. 
to 1766 B .C .). During th is  dynasty a lunar calendar was estab­
lished dividing a year in to  twelve months or 29 or 30 days each.
From th is  develops a d is tin c tio n  between a calendar year and a 
fis c a l year, which d is tin c tio n  was used in the Chou Dynasty 
(1122 B.C. -  256 B .C .). In an agricu ltu ra l economy fin an cia l 
and budget plans were based on the economic and harvest condi­
tions in the S ta te . Were Government to have used a calendar 
year there would have been in s u ffic ie n t time to co llec t data on 
the condition of the economy and in any event there could be l i t t l e  
m erit in u t i lis in g  scarce resources fo r the co llection  of data 
at the very busy harvest time; hence the f is c a l ,  as opposed to 
the calendar year.

A gricu ltu ra l economies, perhaps more than industria l econo­
mies, are subject to cycles of prosperity and gloom. In the 
advanced economies of the twentieth century, demand fo r goods 
and services can be stimulated by fis c a l and monetary means, 
but natural supplies of good weather and abundant harvests are 
not so lia b le  to manipulation. P h ilip  Fu ( 3 ) has shown that 
a d is tin c tiv e  feature of Chou governmental accounting was its  use 
of various funds. A surplus budget without over-taxation was a 
basic aim of Chou fin an cia l management, but despite an elaborate  
budgeting and information gathering system a reserve fund was estab­
lished to cover the d e f ic it  of budgeted expenditure and to meet 
unbudgeted expenditures. The Chinese planners recognised that 
they could not re ly  on a surplus and the reserve fund recognised 
th is  as a fa c t of l i f e .  In addition to a reserve fund there 
was a s a c rific e  fund which derived from taxes of both money and 
kind. This fund " . . . .  probably constituted a major portion of 
government spending."( 3 ) Taxation was levied to finance govern­
ment spending and reserve funds were set up to allow fo r unplanned 
expenditures or unpredictable conditions. The Chinese recognised 
the need fo r data-gathering so that economic planning could bear 
some re la tio n  to events in the real world.

The elements of economic planning were thus evident four 
thousand years ago and although Economics has become more sophis­
tic a te d , many basic reasons fo r its  existence as a d isc ip lin e  
are s im ila r .

A TWENTIETH CENTURY ECONOMY

Economists regard the entrepreneur as the notional source of 
investment decision in a free  enterprise economy. For our purposes 
we w ill use the entrepreneur as a general economic concept in th is
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chapter, rather than as a specific  in d iv id u a l, but i t  is the prac­
tic in g  Chief Executive who has been the subject of th is  book and 
who perhaps can best benefit from an il lu s tra tio n  of the economy 
in which he plays such a v ita l ro le .

Net investment in Figure 6 -  1 is ,  from the economist's 
point of view, undertaken by the entrepreneur and net investment 
a fte r depreciation is  one of the inputs into Gross National Pro­
duct (GNP). In 1969 entrepreneurs invested $139 m illion  in  
adding to or replacing real productive assets. In other words 
they were adding to the store of the nation's wealth by investing  
and from th is  comes an important observation. Entrepreneurs w ill  
only invest in capital equipment i f  they can reasonably antic ipate  
a stream of earnings flowing from that investment. Immediately 
th is raises a fu rther problem. I f  the stream of earnings flowing 
from merely placing money on deposit is  higher than the anticipated  
stream of earnings from investment in capital equipment, then i t  
is un like ly  the entrepreneur w ill invest. The money that may be 
invested in shares or in a bank is not adding to the real produc­
tiv e  output of the nation; i t  is only that which is invested in  
the form of additions to , or replacements o f , productive assets 
which can produce a return on the investment that is counted^as 
real investment. Investment must be distinguished from saving, 
and th is is  done in Figure 6 - 1 .

The money that the entrepreneur has availab le  fo r investment 
has been earned by se llin g  goods or providing services. Although 
retained p ro fits  in our diagram account fo r approximately 20% of 
the gross business saving in 1969, depreciation accounts fo r  sub­
s ta n tia lly  more. We are not concerned merely with the re -in v e s t-  
ment of p ro f it ;  we are concerned with cash flov/. The cash flow  
of an on-going enterprise generates the funds to finance the pur­
chase of fu rth er productive assets. In addition to reinvested  
p ro fit  and the cash flow from depreciation, investment incorporates 
an important element of personal saving. Income is e ith e r con­
sumed or i t  is saved but there are various means whereby a con- y 
sumer can consume or a saver can save. These re la te  to the in d i­
v idual's  perception of the outcome of his actions.

Saving implies not spending and the decision as to whether 
to save, invest or consume depends on the individual judgement 
of the householder. How he chooses to consume or spend his 
income w ill determine the demand fo r goods and services provided 
by entrepreneurs. Entrepreneurs w ill only invest in the produc­
tiv e  assets to provide those goods and services i f  they are per­
suaded -  r ig h tly  or wrongly -  that the anticipated stream of 
earnings that they may expect is satis facto ry . This is a personal 
and subjective decision and is  influenced by the in d iv id ua l's  
perception as to the state of the economy. But who decides upon 
the state of the economy?
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An apple s e lle r  who had saved up enough money to send his 
son to Business School was to ld  by his son that the economy was 
in recession. "You w ill be lucky i f  you se ll h a lf of what you 
sold la s t year, Dad, and you w ill have real problems i f  you 
buy the same amount and get le f t  with i t . "  The wisdom of Busi­
ness Schools is not to be ignored and the apple s e lle r  duly took 
his son's advice. On the f i r s t  day of trading with his new 
inventory of apples which had been halved, he ran out of stocks 
at 11.00 a.m. The punch-line of the story is "Gee son, i f  you 
hadn't to ld me we were in a recession I would never have known!"

When expectations are r is in g , when the antic ipation of future  
p ro fits  is rosy and the returns are r ic h , entrepreneurs w ill  invest. 
When times are hard, when the economy has turned down, when unemploy­
ment is  high, when expenditure is low, and when people are lacking 
in confidence, the anticipated return is  low and there is a corres­
ponding reluctance to invest. From a simple diagram we are becoming 
increasingly involved in the motivation of investors and consumers, 
and we are in the hands of p o litic ian s  and the mass media. This 
is the s tu ff  that economics is made o f. Decisions are not ra tional 
in a free market economy; they bear neither the hallmarks of analysis 
nor of ra tio n a lity  and i t  is  this problem with which the economist 
is faced. I t  is in many respects a matter of confidence, and th is  
raises the complex debate about confidence and equilibrium .

A state of equilibrium  requires a view on the fu tu re . I f  the 
economy is to continue in a state of happy equilibrium then we are 
a ll comfortable, and the world is good to us, but what i f  that e q u ili­
brium should be disturbed? What i f  the o il producing nations should 
force on an (apparently) unsuspecting world a substantial price  
increase? Confidence is immediately upset, and r ig h tly  so; no 
matter i f  we have the wherewithal to produce the requirements of 
our consumers; do we have the energy a t reasonable cost to run our 
machines?

Keynes ( 5 ) described money as an a ll  important " . . . .  lin k  
between the present and the future . . . . " ,  money can be channelled 
to investment, i t  can be saved, i t  can be spent; i t  is a f le x ib le  
resource in a free enterprise economy and the choice as to its  
disposal lie s  with those who earn i t  whether they be entrepreneurs 
consumers or Government; fo r Government plays a substantial role  
not only in the collection o f taxes, the potential reduction of 
consumer spending -  but also in the way in which the revenues 
accruing to governments are allocated to providing goods and ser­
vices. We are involved in the " . . . .  problems of the real world 
in which our previous expectations are lia b le  to disappointment
.....w h e re  -----  expectations concerning the future a ffe c t what
we do today". A theory of sh ifting  equilibrium , while i t  must 
be pursued in terms of money, s t i l l  " . . . .  remains a theory of 
value and d is tr ib u tio n " , and not merely a theory of money.
Money can be invested, i t  can be saved, or i t  can be spent on 
immediate consumption and th is applies to government quite as much 
as i t  does to consumers; but Government as an organised body 
wields most influence.
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I t  is  Government that determines in large measure our ris ing  
or fa llin g  expectations of p ro fit  and of return on investment.
I t  is  Government which in the mid-twentieth century can regulate  
the supply of money, can stimulate expenditure by consumers -  based 
on ris ing  expectations -  or can invest money in public works, wel­
fare  o r, in the United Kingdom, in nationa lisation . The p o l i t i ­
cians in Government can determine the p r o f i ta b i l i ty ,  the survival 
or the demise of entrepreneurs and i t  is important to heed the 
warning signs and to take appropriate action. We shall be con­
sidering how entrepreneurs can respond to the various economic 
indicators so as to use them to advantage la te r ;  but, fo r  the 
present as we can see from Figure 6 -  1, we are involved in the 
make-up of the Gross National Product, (GNP), the composition 
and the deployment of the value of a ll  goods and services pro­
duced annually by the nation.

POTENTIAL GNP AND AGGREGATE DEMAND

Economics deals in large figures and real s ituations; I f  
the figures are not e n tire ly  accurate -  and we shall be looking 
at th is  aspect of economic analysis la te r  -  they are certa in ly  
substantial; but whether we can be exact about figures or not, 
there must be some f in i te  lim it  to a company's a b il ity  to pro­
duce and consumers' capacity to consume. Each year when the 
accounts of the nation are drawn up they represent a state of 
s ta tic  equilibrium  fo r a calendar year; everything is accounted 
fo r and the books balance. In th is  state of s ta tic  equilibrium  
Gross National Income (GNI) is equal to Gross National Product 
(GNP). GNI comprises the arithm etic sum of a ll incomes earned 
in the production of GNP and is always equal to GNP: but i f  the 
books balance a t the end of the year and the big figures on one 
side are equal to the big figures on the other side, the composi­
tion of the balancing figures can vary substantially from year to 
year. Investment may be cu rta iled . Government's spending may 
be cut or increased, the consumer's desire and a b il ity  to save 
w ill vary depending upon how much of the economic potential has 
been u tilis e d  in the year under review.

Let us return to Figure 6 -  1 and le t  us halve retained pro­
f i t s  and reduce net investment by 10%. At the same time we w ill  
cut personal saving by 20% because the state of the economy is  
uncertain and there is a certain level of unemployment. Those 
who are unemployed are having to use up th e ir  savings and those 
who are not unemployed are finding that the going is tough. Let 
us reduce consumption by 10% because consumers are spending more 
on necessities than on luxuries. Government too perhaps would 
lik e  its  expenditure cut, so le t  us take 2% from Government.
The consequence of these cuts is to reduce Gross National Product 
by 10% and that is a very substantial reduction. In our example 
i t  would involve $93 thousand m illion  -  about fiv e  times the 
to ta l turnover of General Motors, the biggest motorcar manufacturer 
in the world and the largest company in the world. Figures expres­
sed in percentages are not quite as frightening as those expressed
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in money values or jobs and we should be clear that a cut of 
10% in Gross National Product would amount to a major economic 
cris is  even allowing fo r the e ffe c t of in fla tio n  upon our figures, 
The actual output of the- nation would be fa r  below its  potentia l 
and times would be very hard indeed.

There is  a crucial d is tinction  between Actual and Potential 
output. The problem is e ith e r one of in s u ffic ie n t markets or 
of in s u ffic ie n t production; i t  is a problem of the equilibrium  
between supply and demand. When Actual output is equal to 
Potential output. Government is able to announce that things 
have never been b ette r and a ll  is well with the world; consumers 
have enough to spend and producers are having no great d if f ic u lty  
in meeting demand and there is l i t t l e  slack in the system.
When Actual output is  equal to Potential output there is no 
slack in the system. A small increase in demand is l ik e ly  to 
cause disruption. Entrepreneurs are seeking labour and they 
want to borrow money to invest in plant and equipment in order 
to s a tis fy  the demand. Consumers fo r th e ir  part are looking 
to s a tis fy  th e ir  expectations fo r comfort and a l i t t l e  luxury.
In th is  s ituation  labour is  in a powerful bargaining position , 
but entrepreneurs are in a satisfactory market position; they 
can se ll a ll they produce and i t  probably would not matter i f  
they raised th e ir  prices. Consumers want delivery and would 
perhaps be prepared to pay a higher price to ensure fas ter  
delivery . In th is sort o f s ituation i t  is  very d i f f ic u l t  to 
control both wages and prices; the economy is over-heating 
and the stresses and strains on a nation and on a s ituation  
in which there are so many individual inputs is d i f f ic u l t  to 
control except in the crudest terms. Government, u n til i t  is  
sa tis fied  that action is necessary, w ill  invariably stay its  
hand fo r fear of being seen to be unsporting. An answer to 
th is  type of s ituation  is to increase the potential capacity 
of the economy and th is  can only be done by investment, by 
increasing productivity or by importing the goods that are 
needed from abroad so as to satis fy  the u n fu lfille d  demand.

In the long term a nation must trade a t a p ro fit;  i t  
must be able to pay its  way and therefore, in broad terms, 
its  exports must exceed its  imports. The s ituation in which 
Actual output is equal to Potential output and there is no 
slack in the system means that the balance o f trade w ill  be 
influenced in the absence of any action by Government to curb 
imports. Foreign producers w ill begin to compete with national 
corporations fo r an increasing s lice  of the consumers' expendi­
ture and unless Government is  care fu l, the s ituation  can get 
horrib ly  out of contro l.

I f  we return to our flow chart we can see that we have 
im p lic it ly  discussed most of the major items feeding into Gross 
National Product. I t  requires investment to create real produc­



150

tiv e  capacity and i t  requires consumption e ith er on the part 
of Government or on the part of consumers to provide a market 
fo r the goods used. Government, purely by v irtue  of its  spending 
power, can influence the. cycle, but its  most important ro le is 
in trying to keep the economy under control by means of economic 
policy; to stimulate demand where i t  is necessary, to encourage 
investment where appropriate and to give the green lig h t to con­
sumer expenditure when i t  is p o lit ic a lly  timely and economically 
advisable. This is done by means of both Fiscal and Monetary 
polic ies which influence Aggregate Demand.

Aggregate Demand is the to ta l quantity of purchases that 
consumers, investors and Government are w illin g  to undertake.
Unsold stocks accumulate in producers warehouses i f  there is
an in s u ffic ie n t o ff-ta k e . This w ill cause entrepreneurs to
cut back. I f  Aggregate Demand is less than the Potential 
GNP then the actual GNP w ill f a l l  below its  p o ten tia l. In a 
recession or a depression i t  is not the nation's productive 
capacity that f a l ls ,  i t  is the capacity fo r consumers to spend 
that is at issue. I t  is not the economic s ta t is t ic  that causes 
entrepreneurs to cut down th e ir  investment, i t  is the re a lity  
of mounting unsold stock. There are two principal approaches 
to the problem of Aggregate Demand and from our c ircu la r flow  
diagram i t  w ill  be easy to appreciate that one approach w ill  
be one of demand and the other, that of supply; both are 
tied  up with money, the a ll important " . . . .  lin k  between the
present and the future" ( 5 ) .

QUANTITY THEORY

The Quantity Theory approach emphasises the role of both 
the Quantity, M, and the V e loc ity , V, of money. Assume a 
certain level of demand, then in money terms, MV the amount of 
money determines the level of purchases. I f  one thing is not 
required, another w ill  be required and a state of equilibrium  
w ill be a tta ined . The assumption is that under a f le x ib le  
price and wage system a ll  the goods that can be produced by 
the nation can be sold. By expanding the supply of money 
not only can we stimulate investment because money w ill be 
ava ilab le , but we can stimulate demand a t the same time so 
that the investment which generates production w ill find  a ready 
market because consumers have the wherewithal to consume. Invest­
ment must be financed, consumption must be paid fo r , and the 
money must come from somewhere. Merely to create an abundance 
of money, largely  by way of cred it is no way to ensure stable  
growth unless the nation's productive capacity is equal to the 
demand that is placed upon i t  by the creation of easy money. 
Entrepreneurs w ill find  themselves in competition with overseas 
countries w illin g  and eager to capture the demand which they 
are unable to f u l f i l l
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One problem about an increase in the money supply is  
th a t investment takes time to feed through to manufacture.
Factories must be b u i l t ,  machinery must be ordered and in s ta lled  
and a ll th is takes tim e. A straightforward "easy money" policy  
runs the risk  of stim ulating consumer demand without giving the 
manufacturer time to  d e liver the goods. Expectation too is  
important. Merely because money is  easy to come by does not 
mean that consumers w ill borrow i t .  Entrepreneurs who read the 
economic signs rig h t may invest in bad times in antic ipation of 
an upturn in demand which w ill  y ie ld  p ro f it .  The Quantity Theory 
of money is perfectly  respectable i f  i t  takes account of the time 
fo r  demand to influence supply and the time i t  takes to stim ulate  
that demand. Consumers, we assume, are not as economically a le r t  
as entrepreneurs.

We can express the important elements of the Quantity Theory 
simply as an equation MV = PT where M is the quantity of money 
(coins, notes and bank deposits), P is a general index of the 
level of prices and T is  the index of the volume of transactions 
per un it of time. V is the velocity  of c ircu lation  and represents 
the number of times that a un it of money on average is used to 
make a transaction in the un it of time. Thus T, representing 
transactions per year, is d iffe re n t to V which is the number of 
times that a un it of money changes hands during a year. We can 
see that MV = PT because PT now represents the value of the sum 
of a ll  transactions made during a period which require the use of 
money. MV is the sum of a ll the units of money used in making 
those transactions, but th is does not te l l  us very much except 
to confirm mathematically that which is lo g ic a l. Let us look 
a t the MV side again.

I f  we increase M -  i f  we increase the supply of coins, 
notes and bank deposits without increasing the velocity  of c i r ­
culation -  i t  w ill  have an e ffe c t on both P and T. E ither the 
volume of transactions w ill increase, or prices w ill r is e . In 
a practical business s itu a tio n , assuming no price re s tra in t or 
wage re s tra in t, i f  the volume of a manufacturer's business 
increases substantia lly  -  i . e .  i f  T, the number of transactions, 
increases -  e ith e r he must manufacture more which w ill probably 
involve him in investment in new plant o r, i f  he has the spare 
capacity, i t  w ill necessitate an increase in working c a p ita l. 
A ltern ative ly  he w ill raise the price such that at a p a rtic u la r  
price and a p a rtic u la r quantity of manufacture, the supply 
exactly equals the demand. I f  business is going well and emplo­
yees see th is  manufacturer making super-profits i t  is perhaps 
only human nature that they w ill want to share in his prosperity. 
A lte rn a tiv e ly , because the economy is booming, there may be a 
scarcity of labour and so the manufacturer is w illin g  to pay 
higher wage rates to assure himself of s u ffic ie n t labour. This 
w ill take place over a period of time and i t  is not as cut and 
dried as the example would suggest; but we can see in th is  
example the roots of in f la t io n .
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I t  is  iron ic  that the PT side of the equation surprises 
governments. I t  is not long a fte r  an increase in money supply 
and a prosperous economy that public figures express th e ir  con­
cern at how prices have risen . Trade Unionists maintain that 
wages are not keeping up with prices; In d u stria lis ts  respond 
by saying that i f  wages are increased, prices w ill rise  s t i l l  
fu rth e r. Government, with its  eyes on the next e lec tio n , usually 
remains firm ly  committed to s itt in g  on the fence.

Keynes ( 5 ) in his General Theory complains that Economics 
has been divided into two compartments with no doors or windows 
between the Theory of Value and the Theory of Money and Prices.
Hansen ( 4 ) c la r if ie s  the s itu a tio n l)y  suggesting that the " ___
trad itio n a l analysis deals with the e la s tic it ie s  of Supply and 
Demand. But in the theory of money, the e la s tic ity  of supply 
has in the simpler Quantity Theory discussions become zero, and 
Demand has been thought to be proportional to the quantity of 
money. Keynes, however, wishes to introduce a concept of e las­
t ic i t y  no less into the theory of money than in the theory of 
value. Accordingly he is concerned with ( 1 ) the e la s t ic it ie s  
of prices in response to changes in Aggregate Demand, (2) the 
e la s t ic ity  of Aggregate Demand in response to changes in the 
quantity of money. The Theory of Money and the Theory of Value 
would thus become integrated into one theory ."{ 4 ) .  Joan 
Robinson, w riting  many years ago in 1937 f e l t  that in inexpert 
hands the Quantity Equation could lead to great confusion. One 
of her critic ism s about the Quantity Theory was that i t  led people 
to discuss changes of prices without establishing the aetiology  
of those changes. Is a rise  in price due to a change in demand 
" . . . .  such as the rise  in prices which accompanied an increase
in investment or a reduction in th riftin e s s  ___ "? Or is  a
change of price due to the supply side of the equation such as 
the rise  in prices produced by a rise  in money wages? "For 
detailed  discussion of changes in trade a c tiv ity  the Quantity 
Equation is a weak and treacherous instrument. But when we are 
concerned with broad problems of the movement of prices over 
the course of generations, i t  comes into its  own."{ 7 ) The 
Quantity Theory according to Hansen concentrates attention upon
the behaviour of the Central Bank ___  "which behaviour expresses
i t s e l f  in the quantity of money". Keynes" theory however con­
centrates attention upon the "  behaviour of the community . . . . "

THE INCOME-EXPENDITURE APPROACH TO AGGREGATE DEMAND

. As we have expressed Quantity Theory as an equation, MV = PT, 
so we can express an equation which emphasises the ro le of invest­
ment outlays, I and consumption outlays, C, such that I + C = Y 
where Y represents Aggregate Demand. " I f  the Keynesian system 
of economics consists simply of d e fin itio n a l equations such as 
I  = S, and I + C = Y" observes Hansen, "we could safely dismiss 
the General Theory from serious consideration. Economic analysis 
cannot make progress with such truisms as "actual purposes
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(demand) alv/ays equals actual sales (supply)". Nor,is  
our understanding of the functioning of the economy deepened 
s ig n ific a n tly  by the proposition that "actual investment equals 
actual saving". ( 4 ) .  . However, Hansen does not fee l th a t the 
General Theory can be safely  dismissed.

The Aggregate Demand function was an area which Keynes 
f e l t  had been neglected. I t  was necessary to analyse both 
the consumption function and the investment/demand function  
and economics required a view of a dynamic rather than a s ta tic  
equilibrium . We must therefore consider the factors in fluenc­
ing both consumption and investment. . Equations such as MV = PT 
and C + I = Y do not explain anything. They merely represent 
a state of a ffa irs  a t a notionally  s ta tic  moment in time in  
much the same way as a corporate balance sheet represents the 
state  of a company a t a p a rtic u la r moment in time. Neither an 
annual balance sheet nor an economic s ta t is t ic  can monitor con­
tinuous changes, but an analysis of component elements, how 
they change, how they are influenced both by one another and 
by exogenous circumstance, provides a useful predictor fo r  the 
future in the r ig h t hands.

CONSUMPTION AMD THE MULTIPLIER

We should now return to Figure 6 -  l through which we 
examined the input of investment in to  the Gross National Product. 
The largest input in to  Gross National Product is consumption 
which derives from the household disposable income. Let us 
not ye t concern ourselves with how the household disposable 
income comes about and be content with noting its  d ivision in to  
personal saving (37) and consumption (576). Let us moreover 
observe that while demand fo r investment goods and the w ill in g ­
ness to invest depends upon expectation of p r o f i ta b i l i ty ,  the 
demand fo r consumer goods depends upon the disposable personal 
income of consumers, how much of i t  they save, and how they pro­
pose to spend i t .

Depending on th e ir  perception of the economic climate and 
the feelings in th e ir  bones and in th e ir  pockets, consumers can 
e le c t e ith e r to spend or to save, i . e .  not to spend; but what 
happens when income e ith e r increases or decreases? I t  is  not 
possible to say an increase in income w ill cause an e n tire ly  pro­
portional increase in consumption expenditure. Nor is  i t  cor­
rect to re la te  a decrease in income proportionally to a decrease 
in consumer expenditure. We are faced with a lag e ffe c t . Con­
sumers are loth to decrease th e ir  standard of liv in g  follow ing a 
period of prosperity and they are correspondingly cautious about 
expanding th e ir  expenditure when they have ju s t been through 
hard times. In essence, v/e can say th a t any change in the numbers 
in our c irc u la r flow w ill have an influence upon the other numbers, 
but le t  us pursue th is  a l i t t l e  fu r th e r , fo r  the analysis of the 
consumption function and the effects  of the employment and the
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investment m u ltip lie r  were some of Keynes' more important con­
trib u tio n s .

I f  the employment of a man in one industry results in the 
employment in say, consumer goods industries of two other people, 
then the m u ltip lie r  is two. I f  Government spends £1,000 m illion  
on public works and i f  as a resu lt consumption expenditure rises  
by £2,000 m illio n , then to ta l expenditure w ill increase by £3,000 
m illion  and so the investment m u ltip lie r  would be three. So 
much fo r an exercise in m u ltip lica tio n ! C learly there are a 
number of variations on the same theme and a number of variables  
can influence the size of the m u ltip lie r .

I f  a ll household disposable income is not directed towards 
consumption but some is saved, then from our diagram we can see 
that saving w ill lead to investment and th is  "leakage" or d iver­
sion from consumption spending w ill have its  e ffec t somewhere 
else in the c ircu la r flow . We can state with certa in ty  that 
any in i t ia l  change in spending w ill change Aggregate Demand and 
we can state with certa in ty  that any change in investment w ill have 
an e ffe c t on consumption and a change in consumption expenditure 
w ill have an e ffe c t on investment. To go fu rther than th is  
would be not only to depart from the purpose of this section but 
would lead us into a complex contemporary economic debate which, 
throughout th is  chapter we have sought to avoid.

We have established that investment, consumption by house­
holders, and government expenditure a l l  contribute in d iffe re n t  
proportions, fo r d iffe re n t reasons, to Aggregate Demand and 
Gross National Product. Moreover, we have established that con­
sumption does not bear a d irec t and immediate re la tion  to house­
hold disposable income. Employment is related to investment, 
investment is related to the antic ipation of p ro fit  through 
sale of an increased quantity of goods and th is  in turn is depen­
dent upon the marginal propensity of consumers e ith er to consume 
or to save. This decision is dependent not only upon the con­
sumers perception of the economic clim ate, but also is dependent 
upon how much money is ava ilab le . This in turn must depend upon
employment ___  and i f  only to emphasise that there is no easy
road to economic analysis we can observe that employment depends 
upon investment and the creation of jobs by entrepreneurs, that 
consumption influences the entrepreneur's willingness to invest 
and Jbat government purchases of goods and services can m ateria lly  
influence the whole. Government influences not only by its  pur­
chases but by its  p o lic ie s . Let us consider the means whereby 
Government can regulate the national economy.

FISCAL AND MONETARY POLICY

I f  Government is to regulate the movement in one part o f the 
economic process i t  must antic ipate an e ffe c t upon the whole. 
Dependent upon which part of the economy Government chooses to 
d ire c t its  attentions we may be faced with e ith er a d irec t
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relationship between government action and a section of the 
economy or -  and th is is where the m u ltip lie r  e ffe c t and Govern­
ment problems themselves m ultip ly -  an influence on one part 
of^the economy may resu lt in an e ffe c t fa r  greater than the 
in i t ia l  input, an e ffe c t perhaps fa r  greater than Government 
anticipated . I t  is only when we are sure that those numbers 
are accurate that we can be certain as to the e ffec t of govern­
ment action.

S ta tis tic s  take a considerable time to assemble and s ta tis ­
tics  cannot ta lk ,  they must be in terpreted . We have mentioned 
a lag e ffe c t in re la tio n  to consumer spending, in re la tio n  to 
investment; now we must draw attention to the lag between action 
and the s ta tis t ic a l expression of its  consequence. Information 
is required in order fo r policy makers to take decisions and 
implement them. I f  we return to Figure 6 -  1 we w ill be able 
to see where the parts of the economy are influenced respectively  
by fisca l and monetary p o lic ies .

Fiscal policy is the housekeeping policy of Government. 
Government may raise or lower taxes, both personal and corporate 
and i t  may raise or lower its  expenditure on goods and services; 
i t  may in it ia te  or i t  may cancel public works and by so doing i t  
can exert an influence on the make-up of the Gross National Pro­
duct. This feeds through to a ll  other sectors of the economy. 
Thus when demand is low, perhaps unemployment is high and the 
economy is in a recession. By increasing its  expenditure and by 
decreasing taxes. Government can stimulate both investment and 
consumer demand. From what we have have said about the m u lti­
p lie r  we can see that an in i t ia l  change in e ith er government 
spending or taxation w ill have an e ffe c t which w ill be a m ultip le  
of the in i t ia l  action. I t  is appropriate fo r Government to 
increase its  expenditure on public works, new projects, aerospace 
research, fo r example -  when actual GNP is less than potential GNP 
However, in a s ituation of " fu ll"  employment, when the economy 
is  being stretched, when manufacturers are hard put to meet the 
demands made upon them by consumers. Government needs some means 
to prevent actual GNP from exceeding potential GNP, fo r when i t  
does, as we have shown through the MV = PT equation, in fla tio n  
is the consequence.

Labour rates increase and prices increase and Government 
would be foolish indeed to add to the nation's problem by announc­
ing new projects requiring further resources. An answer to th is  
problem must be to expand the p o te n tia l, i . e .  to see some real 
growth in Gross National Product, but th is is not always p rac tic ­
able , certa in ly  not in the short term. So where before. Govern­
ment was trying to encourage investment and consumer demand, now 
i t  must in s titu te  deflationary po lic ies . We have seen that a 
reduction in disposable income may not necessarily resu lt in an 
immediate re s tra in t o f spending. Householders tend to regard 
the highest standard of liv in g  they have ever reached as a norm 
and they w in  only re lu c tan tly  cut th e ir  standard o f liv in g .
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Consumption fa l ls  proportionately less than income. This 
so-called Duesenberry hypothesis ( 2 ) is  another example of a 
lag e ffe c t. Consumers who have grown accustomed to a certain  
standard of liv in g  are faced on the one hand with a psycholog­
ica l expectation of what they think they deserve, while a t the 
same time there is a very real pull in the opposite d irection -  
that of a declining income. I f  this is so fo r a declining  
income, i . e .  i f  consumption fa l ls  less than proportionally to 
a declining income, the reverse also holds true . Consumption 
rises proportionally less than the rise  in income with the s ta rt  
of a boom period.

This Duesenberry hypothesis, i f  i t  is correct, w il l  influence  
saving, too. In the short term, consumers, in order to maintain 
a standard of l iv in g , may draw on th e ir  savings. The picture  
w ill fu rther be complicated i f  the consumer who, by th is  stage 
may be unemployed, is receiving unemployment benefit from Govern­
ment.

Keynes points out that a large amount of unemployment w ill
be lik e ly  to be associated with negative saving "  because
the unemployed may be liv in g  e ith e r on the savings of themselves 
and th e ir  friends or on public r e l ie f  . . . .  with the resu lt that 
re-employment w ill gradually diminish these particu la r acts of 
negative saving." ( 5 ) .  As the economy emerges from a recession 
or depression, when income begins to r is e , consumption may rise  
s lig h tly  because consumers, conscious of having spent th e ir  
savings, are now trying to replenish them. Thus, the marginal 
propensity to consume may be low. As things improve, however, 
a larger proportion of the increase in income w ill be consumed.
The "normal" ra tio  of saving to income is a matter of debate. 
Whether once a certain savings level has been a tta ined , the  ̂
marginal propensity to consume w ill increase, or whether i t  is 
a constant proportion which subsequently declines at the height • 
of a boom is a matter on which Duesenberry does not agree with 
Keynes, but policy-makers who do not appreciate th is  lag e ffe c t ,  
the "push-button economists" who expect th e ir  policy decisions 
to have an e ffe c t by next Thursday, w ill  be sadly disappointed, 
not only in the fa ilu re  of th e ir  p o lic ie s , but in the response 
of an e lecto rate .

MONETARY POLICY

Fiscal policy is only one of the tools at Government's 
disposal. Through monetary policy the Government can influence  
the supply of c red it and the terms upon which i t  is  granted.
There used to be a tim e, i t  is rumoured, that Government monetary 
policy and the extent to which banks could supply cred it to con­
sumers was dictated by the eyebrows of the Governor of the Bank 
of England. Government can exert an influence upon the money 
supply by raising the Bank Rate or Government can f lo a t  loans
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which also take money out of the economy. I t  can a lte r  ra tios  
of bank lending in re la tio n  to borrowing and impose cred it 
ce ilin g s , ceilings beyond which a bank may not lend without 
penalty. Both through the means of Fiscal Policy -  taxation  
and government spending -  and by Monetary Policy -  the control 
of the money supply -  Government can exert a profound influence 
upon what we ca ll a free enterprise economy. Economists d is­
agree on the re la tiv e  effectiveness of Fiscal as compared with 
Monetary po licy. I t  may be that Fiscal policy at variance 
with Monetary policy w ill cancel out the overall e ffects  of 
e ith e r . I t  would hardly make sense fo r  Government to increase 
taxes and at the same time to increase the money supply in the 
hope of stim ulating demand. Whichever is more important in  
influence - and there is considerable debate on this matter -  
the fac t remains that unless the two polic ies complement each 
other, the intentions of Government are lik e ly  to be fru s tra te d .

THE SIZE OF THE FIGURES INVOLVED ,

There is a beguiling exactness in numbers: Government econ­
omic policies are based on h is to rica l occurrences expressed in 
economic s ta tis tic s  and they are complemented by economic fo re ­
casts which, a t best, incorporate both assumptions and potential 
errors. Enthusiasts on The Accuracy o f Economic Observations 
could re fe r to a book of that t i t l e  by Oskar Morgenstern. The 
author does a f irs t-c la s s  job and Norbert Weiner having read 
Morgenstern's book observed that economics was a one or two 
d ig it  science. Morgenstern illu s tra te s  his point in a varie ty  
of ways. He records that in the testimony of June 16th, 1949 
a t the hearings before the Joint Congressional Committee on 
Atomic Energy, i t  was brought out to the great consternation of 
the public and the committee that the weighing of a ll  the gold 
in Fort Knox could be achieved only with an error of something 
lik e  plus/minus $20 m illio n , ye t the o f f ic ia l  record fo r June 30th, 
1960 was given as $12,483,415,000. "This means that the gold 
stocked there is known at best to only four s ig n ifican t d o lla r  
d ig its  instead of the alleged eleven, which is a more reasonable 
assumption."

Looking fu rth er into h istory he observes that " . . . .  from 
January 1900 to October, 1907 Germany reported accumulated net 
gold movement to Germany of £29,000,000 in excess (my i ta l ic s )  
of that reported by the United Kingdom." This £29,000,000 d is ­
crepancy is 156% of the cumulative amount reported by the 
United Kingdom. Considering the importance that contemporary 
economists and p o litic ian s  attach to gold one would have thought 
that they could have got a t least that r ig h t.

We, as consumers, are comfortable with percentages. An 
investment of £100 at 1% w ill  bring an investor £1 per annum 
return on his investment; a t 5% he w ill get £5 and at 10%, £10;
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1% or 3% or 8% are not large percentages; they are not large  
returns; they are figures with which we are accustomed to 
dealing. I f  we return to diagram 6 -  1 and add 8% to the 
Gross National P roduct,und ilu ted , and i f  we d irec t i t  a ll  in  
one d irec tio n , we can e ith e r double personal saving, we can 
increase net investment by 50%, we can elim inate corporate 
p ro fit  tax , and have enough for the contributions fo r social 
insurance le f t  over. I t  is a profound change on the economy 
i f  i t  is applied undiluted and i t  involves about $74,000  m illio n .

The sums of money involved are enormous. So fa r  we have 
been il lu s tra tin g  -  and only il lu s tra tin g  -  fo r the purposes 
of i l lu s tra t io n , that the sums of money are enormous; we have 
not complicated the il lu s tra tio n  by a m u ltip lie r  nor, le t  us 
emphasise, is i t  lik e ly  that the Gross National Product can 
increase suddenly by 8%; but in terms of a business cycle and 
the influence of economic policy on the nation, we are involved 
in the liv in g  standards of the electorate and the future of 
a Government. Our figure of 74.56 expressed merely as a figure  
and not in thousands of m illions of dollars is not too discom­
fo rtin g  perhaps, but i t  is s u ffic ie n t to increase consumer 
demand by 13.3%. Let us look at the reverse side of the coin. 
Consumption in 1929 in the United States stood a t $149 b i l l io n ;  
in 1932 i t  was $115 b i l l io n ,  a decline of 18%. That was the 
depression that everyone wants to fo rget.

Morgenstern expresses persuasively the magnitude of the 
tasks involved not only in economic policy but in merely col­
lec ting  the data which w ill form the basis fo r government policy; 
" . . . .  the representation of the highly complex modern economy 
by a hundred industries or a c tiv it ie s  is in fac t not very d e ta iled , 
but i f  the sales of each industry to each other industry are 
arranged in rows and the purchasers of each from a ll others in
columns, we obtain a table 100 x 100 = 10,000 f ie ld s  ___ " " I f
we were to represent the American economy by 200 d iffe re n t  
a c tiv it ie s  there would be 40,000 f ie ld s , a tru ly  formidable 
number of possible inter-connections." ( 6 ) Not only is data 
collection a formidable task, there remains the task of assembling 
i t  in meaningful form as a basis fo r action. Norbert Weiner, 
discussing the advances and importance of technological break­
through in data capturing and processing, emphasised the problems 
of the mathematician and his use of computers fo r " . . . .  i t  is
already becoming clear in the use of these ___  machines that
they demand purely mathematical techniques of th e ir  own, quite  
d iffe re n t from those in use in manual computation or in the use
of machines of smaller capacity ___  Unless care is exercised
in setting  a problem up, these may completely deprive the solu­
tion of any s ig n ifican t figures whatever" (my i t a l ic s ) .

An appreciation of the c ircu la r flow of economic a c t iv ity ,  
the concept of a m u ltip lie r  or an accelerator and the Fiscal 
and Monetary influences that Government can bring to bear on
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the economy are of crucial relevance to the entrepreneur. A 
recognition of lags and leakages enables the entrepreneur to 
antic ipate  broadly the course of the economy over the next 
year a t le a s t, provided he has a basic understanding of the 
working of the economic machine. We have considered the symptoms 
apparent both in an upturn of economic a c tiv it ie s  and in a 
downturn. We should now consider the longer term outlook from 
a vantage point in the mid-1970s, fo r a t the time of w riting  some 
commentators feel that world economics are heading fo r a time 
of a u s te rity , others that they are heading fo r a depression 
on the scale of the 1930s, while yet more, and possibly the 
m ajority , feel that somehow we w ill muddle through.

INFLATION:

In fla tio n  is a bogey, but there is some ju s t if ic a tio n  fo r  
concern when the country's balance of trade is to be upset. 
In fla tio n  on the face of i t ,  requires two conditions. In 
the f i r s t  place the level of unemployment must be so low that 
an increase in demand provokes an ir re s t ib le  rise  in wage demands, 
and in the second place an increase in the money supply occurs. 
In fla tio n  is anathema to many governments and there are va lid  
reasons fo r th is . Before discussing these reasons we should 
b r ie f ly  describe the euphoria which accompanies a boom and which 
is swept away, usually very fa s t , by some loss in confidence.

A boom represents a change in the economic equilibrium , 
i f  only fo r a short tim e. Government's hope is that new invest­
ment and through th is , the a b il ity  to produce more goods w ill 
lead to an increase in potential Gross National Product but 
Government is  faced with a problem of lags. As the nation 
emerges from a recession there are lik e ly  to be large excess 
reserves in the banking system as a resu lt of economic a c tiv ity  
immediately preceding the s ta rt of the boom. In terest rates 
are re la tiv e ly  low and the authorities are prepared to pursue 
easy money po lic ies which in turn are pursued by the bankers in 
th e ir  lending. As the boom gathers momentum, not only do 
share prices rise  but, with additional c red it free ly  available  
the purchases of consumer durables such as fu rn itu re  and te le ­
vision sets w ill increase along with a rise  in motor car sales.

I t  is  easy fo r consumers to delay th e ir  expenditures on 
non essentia ls , i t  is easier to keep the car fo r another year, 
the dining room suite and the fu rn itu re  in the drawing room 
may be re-covered rather than renewed; but with cred it fre e ly  
available not only do the sales of consumer durables Increase 
but so do such important purchases as houses. Fuelled by a 
mixture of optimism and uncertainty, antiques, paintings, farm­
land and c la re t are purchased as "hedges against in f la t io n ,"  
Perhaps a speculative bubble starts  and there is a rush to buy 
a p articu la r share because of its  long term prospects, earnings 
yie lds become a c rite rio n  fo r investment and dividends which, 
according to stockbrokers, w ill be eaten up by the ravages of 
in fla tio n  and taxation are disregarded. Government through
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the Central Banks attempts "moral suasion" which, in a boom 
atmosphere is much lik e  whistling at the wind.

Nobody agrees with the Central Bankers, they believe the 
boom can go on forever and some of them say so. In th is  sort 
of s itu a tio n , euphoria is substituted fo r analysis; th is  is the 
time i t  is discovered that the Almighty makes more people and 
not more land. People buy land, they buy i t  to build on, they 
buy i t  to resell a t a higher price, scarce resources become 
scarcer and housewives become investors and authorities on pro­
perty values. U ltim ately this must be paid fo r .

As there is a m u ltip lie r  a t work in various sectors of the 
economy so there is  an accelerator e ffe c t in the growth of the 
money supply. A pound deposited in cash at a bank w ill enable 
the bank to lend a m ultip le of that amount, fo r banks are per­
m itted, according to the custom of the society to lend more than 
is  deposited in much the same way as an investor with £100 can 
buy equipment fo r £200 by borrowing a |100. Gearing operates 
in banks too, the assumption being that what is lent is re la t iv e ly  
secure so that when a depositor requires his money i t  can be 
refunded. I t  is assumed that not a ll  investors w ill want a ll  
th e ir  money back a t the same time. Here again, i t  is a question 
of confidence. I f  a ll investors want th e ir  money at the same 
tim e, the bank w ill have to recover the money i t  has len t at 
short notice, but th is may be impossible. A vicious c irc le  of 
th is  kind, i f  allowed to proceed, can render banks insolvent, shake 
the confidence of investors and cause a "run" on banks throuohout 
the country as investors flock to withdraw th e ir  savings.

On the issue of in f la t io n , one fa c t is indisputable and that 
is that without an increase in the money supply in fla tio n  cannot 
continue very long. I f  M in our MV = PT equation is reduced 
then other parts of the equation w ill be correspondingly a ffected . 
In fla tio n  does not derive simply from an increase in the money 
supply, nor is a decrease in the money supply, centra lly  imposed, 
the only way to tre a t an unacceptable level of in f la t io n . I t  
would be d i f f ic u l t  to dispute the contention that a decrease in 
the money supply would in tim e, cause the rate of in fla tio n  to 
moderate. The problem is one of p r io r it ie s  fo r i t  is possible 
that the cure can be worse in its  social consequences than was 
the disease. Rampant in fla tio n  in the German economy in the 
1920s was in p a rt, a ttrib u tab le  to the German government of the 
time "printing" money. Such in fla tio n  has not been seen in the 
advanced economies of the world, but the issue by the German 
authorities o f the Rentenmark, supposedly backed by a ll the 
productive assets of the German people, did much to a lle v ia te  a 
situation  of monstrous in fla tio n  by e ffe c tiv e ly  replacing one 
u n it of money with another and so generating some confidence.
By November 1923 the German mark had sunk to one m illio n -m illio n th  
o f its  pre-war value.
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Perhaps th is  was the consequence of the F irs t World War, 
certa in ly  i t  caused suffering and s tarvation , perhaps i t  was 
here that the beginnings of the Second World War orig inated, 
probably the advanced countries of the world w ill see nothing 
l ik e  i t  again, but th is , to many people is what unchecked in f la ­
tion can lead to . I f  fo r no other reason, governments make 
strenuous e ffo rts  to hold down the rate of in f la t io n . "Demand- 
pulV‘ in fla tio n  occurs when demand for an item is not matched 
by its  supply, where consumption is excessive in re la tio n  to 
potential GNP. This phenomenon is usually seen in a "boom". 
Entrepreneurs compete fo r labour while consumers compete fo r  
products; prices, wages and p ro fits  increase, the la t te r  both 
through low consumer and government resistance to higher prices, 
and in p a rtic u la r , through the increased flow of products through 
factories where entrepreneurs can take advantage of mass produc­
tion techniques and economies of scale. Aggregate purchasing 
power in the economy is not reduced since wage rises o ffse t the 
rise  in prices, so perpetuating the in i t ia l  demand; but only 
fo r a time.

In fla tio n  is expressed as a rise  in a consumer price index, 
usually regarded as representative of the general price level and 
labour negotiators, no less than governments keep a check on th is  
in d ica to r. They have no wish fo r the increase in prices to 
e ffe c tiv e ly  reduce th e ir  members' purchasing power. I t  takes 
time fo r an increased wage settlement to be reached and i t  takes 
time fo r the influence of th is increased wage settlement to be 
f e l t  in the price index and in the level of consumer spending.
For th is  reason, "demand-pull" in fla tio n  can lead to "cost-push" 
in f la t io n . In an economy whose Actual GNP is rapidly approaching 
its  P o ten tia l, shortages w ill occur and the entrepreneur is w illin g  
to pay more fo r his raw materials whether they come from overseas 
or from w ithin the country, fo r he is assured that he can se ll 
them a t a higher price and maintain his p ro f it  margin. There 
comes a time however, when the entrepreneur does not feel confident 
that he w ill be able to se ll a ll that he produces. Although he 
may cut back on his labour force, although inventories may f a l l ,  
he cannot immediately reduce his costs of manufacture which may 
depend upon mass production and economies of scale. Thus, i f  
demand fa lls  in the face of ris ing  labour costs, "cost-push" in f la ­
tion is  the re s u lt. A varian t on th is theme is also popularly 
ca lled ."s tag fla tio n " implying wage and/or price in fla tio n  without 
any expansion in output, without any growth in the Potential 
National Product and very probably with zero growth in the Actual 
Gross National Product.

I f  a country were e n tire ly  s e lf -s u ff ic ie n t and the currency 
within that country were not required to bear any re la tio n  to the 
currencies of other countries, then in fla tio n  would be no major 
problem because money would be a commodity, a thing which could 
be exchanged fo r other things and at worst, i f  money were to be
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considered less desirable than possessions, those with possessions 
would be better o ff  than those with money. At worst there might 
come about a red is tribu tion  of wealth.

However, no country in the in ternational community is e n tire ly  
s e lf  supporting. While they may be p o ten tia lly  s e lf  s u ffic ie n t  
and desirous of maintaining th e ir  independence from in ternational 
monetary influences, few countries can re s is t the temptation to 
expand th e ir  influence across th e ir  borders. Governments, quite  
properly, follow  n a tio n a lis tic  p o lic ie s , designed e ith e r to give 
the people in power more power or to raise the real liv in g  stan­
dards of the bulk of the population; in raising the liv in g  
standards of a population the government hopes to remain in power 
over a re la tiv e ly  sa tis fie d  electorate or p ro le ta r ia t. Economics 
IS again interwoven with p o lit ic s , with power and with trade.

EXCHANGE RATES AND EXTERNAL TRADE

Consider three countries, the United Kingdom, Westland and 
Eastoma and le t  us assume that both Westland and Eastonia have 
a s im ilar type of economy; they are re la tiv e ly  poor countries 
dependent on the soil and on labour intensive industries fo r th e ir  
trade. Perhaps they have a large and not very prosperous popula­
tion and le t  us assume that both populations are s k illed  in the 
weaving of te x t ile s . Let us also assume that both countries 
grow crops of cocoa surplus to th e ir  own national requirements 
and therefore able to be exported. B rita in  fo r its  part is 
unable to grow cocoa which i t  requires and the cost of hand woven 
te x tile s  is substantia lly  higher in B rita in  than i t  is in e ith e r  
of our two hypothetical countries. However, because B rita in  is  
an industria lised  nation i t  has the fa c i l i t y  fo r manufacturing 
tractors in long production runs so that i t  can take advantage 
of economies of scale which the other two countries can not, even 
assuming that they had a manufacturing fa c i l i t y  which could produce 
trac to rs . The picture might look something lik e  th is :

TABLE 6 - 2

COSTS OF PRODUCTION

B rita in  Westland Eastonia

Tractors £1,000  $2 ,000  (£2 , 000 ) F r .2,000 (£ 1 ,000 )

Woven Textiles £500 $100 (£100) Fr.lOO (£50)

Cocoa n .a . $200 (£200) F r .200 (£ 100)
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Westland and Eastonia wish to buy tractors and B rita in  
requires both woven te x tile s  cocoa. I f  the B ritish  pound 
is equal to the Westland d o lla r which in turn is equal to 
the Eastonian Franc, then i t  can be seen that i t  pays both 
Westland and Eastonia to buy tractors from B rita in  rather 
than produce them in th e ir  own countries; i t  pays B rita in  
to buy woven te x tile s  because fo r one trac to r B rita in  can 
get e ith e r ten units of woven te x tile s  or fiv e  units of cocoa.

Now le t  us assume that the Westland d o lla r is worth h a lf  
the Eastonian franc and hence worth h a lf a B ritish  pound. Let 
us convert both the d o lla r and the franc values to pounds (shown 
in brackets) and the s ituation  changes dram atically. I t  s t i l l  
pays Westland to purchase tractors from B rita in  because i t  costs 
£2,000  to manufacture a trac to r inside the country and ye t only 
£1,000 to import i t .  Westland can therefore e ith er buy a trac to r  
with (1) B ritish  Sterling or ( 2 ) i t  can exchange a trac to r fo r  
ten units of woven te x tile s  or (3) fo r fiv e  units of cocoa. On 
the other hand Eastonia w ill require twenty units of te x tile s  or 
ten units of cocoa. C learly B rita in  w ill want to trade with 
Eastonia rather than with Westland because she gets more fo r her 
money or a better exchange of goods. In order to compete with 
Eastonia,Westland must e ith e r reduce its  cost of production by 
h a lf ,  or i t  must depreciate the value of its  currency in re la tio n  
to the pound such that B rita in  can get the same deal from both 
Westland and Eastonia.

This is a simple il lu s tra tio n  of exchange rates in operation 
and illu s tra te s  why d iffe re n t countries have d iffe re n t rates of 
exchange. In c id en ta lly , i t  also illu s tra te s  the power of the 
advanced nations of the world in exchanging capital goods fo r  
primary products. With much of the Third World nowhere near 
as in dustria lised  as the advanced countries, those advanced 
countries are in a more powerful bargaining position fo r they 
have the primary producers competing with one another whereas 
they as advanced countries are perhaps better able to adjust 
th e ir  prices. Devaluation by Westland makes i t  more expensive 
fo r that country to buy tractors from abroad and less p ro fitab le  
to se ll its  primary products, but i t  is better to devalue than 
sell nothing a t a l l .

We have e ffe c tiv e ly  established an in ternational monetary 
system and we have shown a re la tio n  between one nation's currency 
and that of another; moreover we have shown that i t  is important 
fo r a nation's currency to bear an appropriate re la tion  to the 
currency of its  trading partners, fo r i f  i t  does not that nation 
w ill be unable to se ll its  goods and consequently w ill be unable to 
pay fo r  the goods which i t  wishes to import. Let us assume that 
we have sorted out the exchange rates in some un it which, fo r  the 
sake of argument we can call the B ritish  pound and now le t  us 
return to Figure 6 -  1 fo r some fu rther il lu s tra t io n .
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We have seen that Gross National Product is the same as 
Gross National Income. Let us ca ll th is  Y. Y is  made up of 
Investment ( I )  Government Expenditure (G) and Consumption (C ).
So we can express th is  as;

Y = I + G + C ..........  ( i )

However, i f  we trace the path of these variables backwards, 
we can see that Y is also comprised of Consumption (C ), Taxes (T) 
and Savings (S ). Thus we can express th is as:

Y = C + T + S  ................ ( i  i )

I t  follows from th is  that:

C + T + S = I + G + C . . . ( i i i )

However, in these equations, we have ignored both imports 
and exports. We have ignored International Trade which we have 
regarded previously as a ll important. Let us assume that Exports 
(X) are equal to Imports (M) such that:

M = X . . . . . . ..............  . . . ( i v )

We do no great in ju s tice  to equation ( i i i )  therefore, i f  we 
add M to one side and X to the other which gives us:

C + T + S + M = I  + G + C + X ........... (V)

The s ituation  is in balance and we are apparently trading  
s a tis fa c to r ily .

I f  we increase M in equation (v) then in order to balance 
we must e ith e r increase I or G or X. Investment increases and 
we may be importing capital goods which in time we w ill use to 
produce products fo r export. A lte rn ative ly  G must increase 
but i f  both G and I remain steady, somehow Y, national income, 
w ill decrease. Thus by importing more than i t  exports a nation 
is  e ffe c tiv e ly  reducing some variable in the economy i f  i t  is 
not increasing exports. The external world has a m aterial 
influence upon the wellbeing of a nation and by increasing imports, 
a nation is obtaining trade cred it in much the same way as a busi­
ness obtains trade c re d it, i t  must be paid back somehow and some­
time. Neither a country nor a corporation can liv e  o ff  c red it 
fo r ever and i f  no way is  found to increase exports in order to 
balance the trade d e f ic it  our country w ill be heading fo r trouble  
in the long term.

One way of getting out o f th is  trouble may be to devalue the 
country's currency. This w ill make imports more expensive than 
the home produced product and w ill also make exports more compe- 
tiv e  in world markets. However, i f  one country can do i t ,  then 
so can others. This means that ill-considered depreciations of 
a nation's currency may be countered by further ill-considered
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depreciation of competitive currencies such that we w ill end up 
back where we started from, except that our currency has depreci­
ated.

A fu rther b r ie f  look at our equations w ill te l l  us that i f  we 
have increased (X) our exports, then our national income (Y) w ill  
r is e , a ll  other things being equal; but since national income (Y) 
comprises various constituent parts we can e ith er increase our 
Consumption, increase our Investment or increase Government expendi­
ture . We are in a happy position in tern atio n a lly  and l i f e  a t home 
IS improving. Government's national policies cannot be dictated  
by external influences and we as a nation are very much le f t  to 
our own devices by the rest of the world. Let us, however, 
return to the opposite s itu a tio n , where imports exceed exports.

Imports must be paid fo r and, much lik e  a business, we can 
finance our d e f ic it  fo r a certain length of time. Unlike a busi­
ness a nation has more ways of financing its  d e fic its  and unlike  
a business, a nation cannot be put into receivership, although 
coalition  governments are not unknown in severe economic adversity.
A continued d e f ic it  must lead to a reduction in Gross National 
Product, in Gross National Income and hence must feed through 

' liv in g  standards of the population. A government
J which is seen to be, by its  economic p o lic ies , incapable.of coping
\ with a persistent decline in liv in g  standards over tim e, a persis­

tent rise  in the cost of liv in g , a government which apparently 
' lurches from c ris is  to c ris is  w ill  not be a government fo r very

long,in a democratic society. Discontent w ill  grow on a ll  sides 
and i f  v/e accept that a government has control over three particu ­
la r  fac to rs , a ll of them in te r -re la te d , we can appreciate the con­
sequence of fa ilu re  to cope with the country's economic problems.

D irectly  or in d ire c tly . Government has control over the Means 
of Production, the Means of Consumption and the Means of Coercion. 
Production involves labour, employers, capita l and raw m aterials  
as well as the purchase and manufacture of capital goods. Con­
sumption is affected by the amount of disposable income in the 
hands of consumers and Government is able to control and vary both 
production and consumption by properly considered demand manage­
ment and by an in te llig e n t handling of the d iffe rin g  vested in terests  
in society. Fiscal and monetary p o lic ies , as well as being econ- 
omic to o ls , are p o lit ic a l too ls , but when fis c a l and monetary means 

' f a i l .  Government is thrown back on its  control over the Means of 
Coercion. I f  mass unemployment should lead to domestic d isturb­
ance then some means must be available to curb that disturbance.
I f  strikes threaten to cripple the economy then they must be dealt 
with and i f  sections of the population refuse to conform with the 
dictates of Government then the ultim ate backing fo r the law of the 
land is coercion. Coercion, repression and the dominance of a 
minority vested in teres t is nothing new to the poorer countries of 
the world. In a planned economy. Idealism is reinforced by the 
threat of coercion and in what might be termed a free enterprise
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economy and in democratic soc ie ties , the law is backed by a p o li­
t ic a l force strong enough to enforce i t  i f  need be by coercion.

I t  is no wonder that p o litic ian s  shrink from polic ies which 
can resu lt in a high level of discontent and unemployment. Unpop­
u la r ity  may be followed by catastrophy.

A DEPRESSION

The economic machine, consisting as i t  does of so many in te r ­
related parts o sc illa tes  between periods of optimism and periods 
of pessimism, periods of good times and periods of lean times, 
but seldom does i t  lurch into catastrophy. John Stuart M ill 
said that a depression could be called " . . . .  a g lut of commodities 
or a dearth of money." I t  was a " . . . .  temporary derangement of 
markets" and was the consequence of an " . . . .  excess of speculative 
purchases." Its  immediate cause was a contraction of c red it and 
in the restoration of confidence lay its  cure. Marshall (in  his 
P rinc ip les , 1890) agreed with M ill that the chief cause of depres­
sion was a lacking in confidence, largely  the aftermath of reck­
less in fla tio n s  of c re d it. Confidence or rather the lack of i t  
means that " . . . .  though men have the power to purchase they may 
not choose to use i t . "  Many contemporary economists would 
regard the ro le of confidence as a central issue in business cycles 
but confidence is a symptom of a varie ty  of facto rs , as we have 
seen.

A depression is not a necessary e v i l ,  i t  is not the in e v it­
able consequence of a boom and i t  is not beyond the v/it of man 
to prevent a recession from becoming a depression, but what does 
seem to be beyond the w it of man is to reach reasonable agreement 
with other men. This academy is not suggesting that there w ill  
necessarily be a depression on the scale of the 1930s; only that 
the present symptoms and recently past happenings bear an uncanny 
resemblance to events in the United States of America in the 1930s. 
If governments can genuinely get together with employers and 
unions, if^national governments w ill consult other national govern­
ments not in a s p ir i t  of s e lf- in te re s t but as a community of 
troubled men, i f  there can be rapid in ternational monetary reform, 
support fo r the weaker countries by the stronger, i f  everybody 
maintains both the le t te r  and the s p ir i t  of in ternational co-opera­
tio n , then there w ill not be a depression. The advanced economies 
of the world w ill climb out of th e ir  predicted recession. Space 
Programmes and Channel Tunnels w ill receive enthusiastic support 
and history w ill record th a t i t  was a close thing.

I f  reasoned dialogue had prevailed in 1914, 1929 or 1939 the 
world would have been saved much suffering . Perhaps history is  
only one generation deep, perhaps i t  is necessary in order that 
wisdom shall prevail in one generation, that a previous generation
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CHAPTER V I I

THE DEPRESSION OF 'SEVENTY SIX*

" I do not propose to w rite  an Ode to Dejection 
but to brag as lu s t i ly  as C hantic le ir in the morn­
ing standing on his roost, i f  only to wake my neigh­
bours up."

Henry David Thoreau. Walden.

The depression of the 1930s is perhaps best remembered 
fo r the "Great Crash" of 1929 when during some dark trading  
days over a period of about three weeks. Wall Street plunged 
in a frightening spectacle of panic se llin g  and forced sales 
of stock bought on margin. On Thursday, 24th October, 1929 
The Times (o f New York) industria l Index opened at 542. By 
Wednesday, 13th November i t  stood at 224. By June 1932 i t  
stood a t 58.

The Gross National Product of the U.S.A. was $104.1 b ill io n  
in 1929. In 1930 i t  was $91.1 b ill io n  and in 1933 $55.9 b i l l io n .  
Consumption fe l l  from $78.9 to $46.4 b ill io n  over these years, a f a l l  of 
about 40%, but the f a l l  was not a uniform fa l l  over a ll sections. 
Consumption on consumer durables decreased by over 60%, that on 
non-durables by about 40% and that on services by over 35%. Nett 
private  investment f e l l  to zero and confidence was at a nadir.
There were nearly 13 m illion  people unemployed by 1933, a h o rr ify ­
ing increase on the 1929 figure of 1.6 m illion

In May 1972, the London Financial Times Industria l Share 
Index stood a t about 543 and on 28th September, 1974 i t  rose 5.2  
points to 186.8. Perhaps the event that w ill  be best remembered 
during the two and a h a lf years from 1972 w ill be the action of 
the Oil Producing and Exporting Countries (OPEC) when they e ffe c t­
ive ly  quadrupled the price of crude o il to th e ir  in ternational 
customers. I f  the In ternational Community does not h a lt the 
potential decline into catastrophy, perhaps the resu lting depres­
sion w ill be called the Depression of 1972 for perhaps i t  was

*
These two chapters were f in a l ly  w ritten  in la te  September 

1974. The author does not intend any revision p rio r to pub li­
cation -  scheduled fo r January, 1976; i f  Chapter VI contains a 
theoretical exposition Chapter V II may be the practical conse­
quence.
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in 1972 that its  origins lay; or i t  w ill  be the Depression of 
1973, when the OPEC o il increase occurred. Perhaps i t  w ill  be 
the Depression of 1974 because th is  was the year in which d ire  
warnings were uttered by some and ignored by others. We w ill  
only be certain of the outcome la te r  and catastrophy, i f  i t  occurs 
W ill be manifest in human suffering on a grand scale at some stage, 
perhaps in 1976, fo r by then the picture should be c learer.

Economics is important to entrepreneurs although economic 
policy and in ternational events are matters over which they have 
l i t t l e  control. We shall attempt to iso la te  economic indicators  
which the entrepreneur as chief executive can usefully monitor 
in order that his enterprise shall neither collapse through a 
fa ilu re  to read the economic signs nor that he miss an opportunity 
to expand his organisation when appropriate. Not only w ill we be 
considering the entrepreneur as a notional source of investment, 
we shall be considering him as a straw in the economic wind. The 
chief executive has a business to run and he cannot spend his time 
looking fo r signs with the same enthusiasm as the economist. He 
could usefully  make the Financial Times his da ily  reading and per­
haps i f  he were to read the Sunday Times on Sundays he would a t 
least be in possession of relevant inform ation, but how to in te r ­
pret it?  Against the background of the previous chapters le t  us 
see i f ,  through a judicious selection of events from the Financial 
Times, the Sunday Times and various easily  obtainable news media, 
a s ituation  emerges which is consistent with our background analysis

SMITH & JONES LTD:

Assume that Smith & Jones L td ., have £500,000 to invest at 
a tim e, in the United Kingdom when in teres t rates ( le t  us say in 
early 1973) on bank overdraft were being quoted variously a t be­
tween 2|% to 4% over Minimum Lending Rate -  the base rate  deter­
mined by the Central Bank -  which at that time was an alarming 9|%. 
Smith & Jones antic ipate  a return on th e ir  investment and they 
must have some idea of the c r ite r ia  against which they w ill evalu­
ate th e ir  success or otherwise.

^At a time when in th is country in fla tio n  was in the region 
of 8% to 10% depending on to whom one ta lked , one could look fo r  
an increase of 10% per annum in sales as one c r ite r io n . Given 
then that a t a time when the entrepreneur had to pay something 
lik e  13% in order to borrow money and that fo r no e f fo r t  he could 
get 10% by merely lending his money to a bank, one could set up 
some c r ite r ia  based on both in fla tio n  and in te res t ra tes .

I f  Smith & Jones invested th e ir  money at 10% they would re­
ceive a p ro f it  before tax of £50,000 fo r doing no work. I f  we 
add 5% fo r th e ir  expertise i t  does not seem unreasonable to look 
fo r a return on shareholders' funds of 15% before tax. S im ilarly  
i t  would not be unreasonable to look fo r a return on capital 
employed of 15% since in order to borrow money they would have
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had to pay 13% and there could be l i t t l e  point in borrowing at 
13% unless they made at least 2% more so we have taken a figure  
of 15% return on capital employed. We have also taken a return  
on assets figure of 15% since i f  we assume that they would have 
had to borrow money to buy an asset, they should not have bought 
the asset unless they could earn more than they are paying in 
in te re s t.

The a rb itra ry  c r ite r ia  then become 
*

increase in turnover of 10% p .a .
*

return on shareholders funds o f 15%
*  .

return on capita l employed of 15%
*

return on assets of 15%

From Table 7 -  1 we can see that Smith & Jones have opted
to go into a business which is capital intensive re la tiv e  to the 
funds ava ilab le . They have invested £350,000 in fixed assets 
and have therefore le f t  themselves a working capital of £150,000. 
They have generated sales of £lm and made a net p ro fit  before tax
of £60,000 or 6% on sales. In order to do th is  they have had
to permit turn-around cred it to th e ir  debtors of £100,000 and they 
have th e ir  stock and work in progress at £150,000. Part of th is  
they are financing by owing th e ir  creditors £100,000.

TABLE 7 -  1

SMITH AND JONES LIMITED

No Debt Debt (1) Debt (2) Debt (3)

Sales £lm £1.5m £1.2m £900,000
Shareholders' Equity £500,000 £500,000 £500,000 £500,000
Fixed Assets £350,000 £450,000 £450,000 £450,000
Debt N il £200,000 £200,000 £200,000
Current Assets:

Stock £150,000 £300,000 £400,000 £450,000
Drs. £100,000 £180,000 £125,000 £160,000
Cash N il £80,000 £5,000 N il

£250,000 £560,000 £530,000 £610,000
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TABLE 7 -  1 (Contd.)
*

SMITH AND JONES LIMITED

No Debt Debt (1) Debt (2) Debt (3)

L ia b il i t ie s :  ; 

Debt
Creditors 

Bank Overdraft

N il
£100,000

N il

£200,000
£110,000

N il

£200,000
£80,000

N il

£200,000
£80,000
£80,000

£100,000 £310,000 £280,000 £360,000

Working Capital

Capital Employed
Net P ro f it  Before 
Tax
In te res t Charges
Net P ro fit  Before 
Tax and A fte r In ­
te res t

£150,000 

£500,000

£60,000

N il

£60,000

£250,000
£700,000

£90,000
£20,000

£70,000

£250,000
£700,000

£70,000
£20,000

£50,000

£250,000
£700,000

£45,000
£50,400

(£5,400)
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•TABLE 7 - 2

SMITH AND JONES LIMITED

RATIO COMPARISONS

No Debt Debt (1) Debt (2) Debt (3)

P ro fit:  Sales 5.8 1055 Loss

P ro fit:  Shareholders'
Funds

P ro fit:  Capital
Employed %

Sales: Capital
Employed

P ro fit:  Total Assets

Sales: Stock

Current Assets: 
Current L ia b il­
i t ie s :

Equity: Debt

CA

CL

Remaining p ro f it  figures are a fte r  deduc­
tion of in te res t but before tax

12

12

2

10

6.67

2.5 : 1 

5.1

14

10

2.14

7.08  

. 5

1.8 : 1 

1.61

10

7.15

1.72

5.1

1.9 : 1 

1.78

1055 Loss 

1055 Loss 

1.28

1055 Loss

1.69 : 1 

1.38

Equity:

Debt:

Total of the shareholders' equity plus 
retained earnings

Total of long term debt plus remaining 
current l ia b i l i t ie s
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In the f i r s t  example (No Debt) th e ir  return of 6% on p ro fits  
to sales is  an indeterminate c rite rio n  but they have not achieved 
the required 15% return on th e ir  shareholders' funds or on capital 
employed which, since they have incurred no debt apart from cre­
d ito rs , remains substantia lly  the same. They have turned th e ir  
capita l over twice in th e ir  one year of trading. Not only that 
but they are trading e ff ic ie n t ly  as indicated by a sales to stock 
ra tio  of 6.67 since they are managing to turn th e ir  stock over and 
ship i t  out more or less as soon as i t  is produced. At the same 
time they are watching th e ir  debtors and using th e ir  creditors  
to provide debt but th is  is not excessive since with a current 
assets to current l i a b i l i t y  ra tio  of 2.5 to 1 they are easily  
able to service th e ir  cred itors .

Their ra tio  of equity to debt, however, is high at 5 to 1 and 
so i t  would appear that they have a f a i r  amount o f debt capacity 
availab le  and a bank might read ily  be prepared to lend them 
£200,000 since they would have to lose £300,000 of th e ir  own 
money before the bank's money was in danger.

On the face of i t  Smith & Jones, while they are trading  
e f f ic ie n t ly ,  are not paying s u ffic ie n t attention to th e ir  fin an­
c ia l management. I f  they could use that £200,000 of theoretica l 
debt capacity they could use £100,000 to buy new machinery and 
a fu rther £100,000 as working c a p ita l. This seems an eminently 
acceptable business risk  both to them and to th e ir  bankers. 
Unfortunately, sales are d i f f ic u l t  to forecast and sometimes i t  
is not possible to maintain the same margin on sales with increased 
sales in a contracting market. We have assumed, in Debt (1) that 
they are able to maintain th e ir  margins and increase th e ir  sales 
by 50% to £1.5m. They are now employing a to ta l capita l of 
£700,000 as opposed to £500,000, th e ir  net p ro fit  before tax has 
increased by 50% to £90,000 and th e ir  net p ro f it  a fte r  a bargain 
basement in te res t rate  of 10% on £200,000 has increased to 
£70,000. I t  seems that in th is  instance th e ir  decision has paid 
o f f ,  fo r  while th e ir  p ro f it  to capital employed has dropped from 
12% to 10%, th e ir  p ro f it  to shareholders' funds has increased 
from 12% to 14%.

I t  is quite acceptable therefore th a t th e ir  p ro f it  to to ta l 
assets has dropped from 10% to 7% and while they are experiencing 
a certain amount of d if f ic u lty  in coping with the volume, a sales 
to stock figure of f iv e  is  very good. They have, however, come 
to the end of th e ir  debt capacity since i t  is un like ly  that the 
bank w ill lend them any more and they are using th e ir  c red ito rs ' 
funds to finance the increase in stock and the increase in debtors, 
although they are hardly upsetting th e ir  cred itors. Should they 
wish to expand th e ir  sales they are s t i l l  in a position to do so 
by monitoring th e ir  debtors more e ff ic ie n t ly  and using more of 
th e ir  cred itors ' finance. They have, however, probably borrowed 
too much money since they have £80,000 in the bank in cash. 
Nevertheless i t  was a shrewd investment decision.
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In the th ird  example -  Debt (2) -  Smith and Jones begin to 
re a lis e  that a ll is not happening the way i t  does in a Business 
School, They have found the market changing so that instead of 
achieving th e ir  budgeted figure  of £1.5m in sales they have only 
reached £1.2m and they have had to cut th e ir  p ro fit  s lig h tly  in  
order to achieve th is . They cannot see that they have borrowed 
too much money since they only have £5,000 in the bank and they 
are finding the in te res t charge of £20,000 rather onerous as i t  
has reduced th e ir  p ro f it  from £60,000 to £50,000. Consequently, 
th e ir  return on th e ir  shareholders' funds is only 10%, that on the 
capital employed is only 7% and th e ir  return on assets has dropped 
from 10% with no debt to 5%.

Since they are a continuous process operation th e ir  manu­
facturing costs depend on volume and because they have continued 
to manufacture without being able to se ll th e ir  products th e ir  
inventory has risen substantia lly  and has used up a great deal 
of th e ir  working capital despite the fac t that they are monitor­
ing th e ir  debtors. Nevertheless they can s t i l l  use some cred i­
to rs ' money but the bank would in no way be prepared to lend them 
any more. Their p r o f i ta b il i ty  bears no re la tio n  to the c r ite r ia  
that they set themselves and they are beginning to regret th e ir  
decision since now they are locked into a company making a single  
product which they find d if f ic u lty  in s e llin g . What they have 
done is to make themselves vulnerable and while they are not exactly  
in trouble ye t they must certa in ly  have second thoughts about fu r ­
ther expansion.

By 1974, (Debt 3) Smith & Jones' are trading at a loss.
Perhaps we could assume that the decision to invest was taken in 
1973 believing that the Conservative Government's "gamble on growth" 
would succeed. Another company has, le t  us assume also gone 
in to  the same business; in te res t rates which were an already 
staggering 13% have now Increased to 18% and demand has fa lle n  o f f .  
Competition has increased and th e ir  margins are now reduced to 5%. 
Their bank manager is uttering dire warnings about the state of 
the nation's economy. He has ju s t had a d irec tive  from head 
o ffic e  and w ill they please do something about th e ir  overdraft.
He would lik e  to help them but they are already substantia lly  
over th e ir  agreed overdraft f a c i l i t y  and a d irec tive  is  a 
d irec tive  but thank-you fo r a splendid lunch, he re a lly  did 
enjoy i t ,  and he wishes them the best o f luck.

Smith & Jones are not the only people with bank managers.
Their debtors, who up to now have paid th e ir  accounts f a ir ly  
promptly are now getting more d i f f ic u l t  and are threatening to 
take th e ir  business elsewhere unless they are given b ette r c red it  
terms. Debtors have therefore risen from £125,000 to £160,000 
and th is £35,000 d if fe re n t ia l ,  added to the £50,000 increase 
in stocks, largely  accounts fo r the increased overdraft on which
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an in te re s t charge of £14,400 is payable. Smith & Jones are now 
a loss-making en terprise . How could they have avoided th is  and 
what action should they now take?

They should have attempted to consolidate th e ir  assumed past 
success, to pay back the bank, to reduce th e ir  indebtedness as fa r  
as possible and to lower th e ir  ra tio  of borrowed money to equity.
In so doing they would save the in te re s t charge against th e ir  
p ro fits  which in a highly geared s ituatio n  can eat away the p ro fits  
altogether. They trim  th e ir  sales fo r survival which means th a t 
they must turn down orders i f  th e ir  factory is fu l l  and in no way 
should they borrow money in order to erect new production f a c i l i t i e s .  
Let them borrow working cap ita l in th is  s itu a tio n , le t  them by a ll  
means pay th e ir  employees more in exchange fo r additional produc. 
t iv i t y .  They should have realised that prices would level o f f ,  
money would become scarcer, in te res t rates would r ise  and demand 
fo r th e ir  products would f a l l  -  i t  may take a w h ile , there is  a 
lag in the economic machine -  but they w ill  f a l l .  By declining  
the Chancellor's o ffe r  of easily  borrowed money with which to erect 
new capacity to buy new machines, to increase the p ro fits -o f  the 
capita l goods manufacturers and to increase the real productive 
assets of the country, they ensure that they survive a t least 
longer than th e ir  more adventurous competitors and in so doing 
perhaps, in the medium term they could plan fo r an increased 
market share when the upturn comes.

Economic strategies and the laws of the land have evolved 
to assume s e lf  in te re s t in most things. While m orality is no 
less desirable in a society dominated by s e lf  in te re s t, m orality  
does not require an investor to invest a t the whim of a government.
I t  is not the resp o n s ib ility  of an entrepreneur to bo ls ter a 
fa ll in g  Stock Market by heavy buying nor is i t  his function to 
b a il a government out of a zero sum strategy by following good 
money with bad. A prudent antic ipation  by the in d iv id u a l, of 
the consequences of p o lit ic a l and economic short-sightedness 
does not defeat the state of moral and social well-being of a 
society. I t  is  not our function e ith e r to change economic 
p o licy , unless we are economists with the p o lit ic a l w il l  and 
power so to do; i t  is not our function to follow  b lin d ly  when 
our logic te l ls  us th a t th is  is wrong; then what economic 
indicators could we look to fo r guidance? Let us now bring 
determining and contributing factors to the fo re .

DETERMINING AND CONTRIBUTING FACTORS

The assumption by General Spinola, of leadership in the 
Portuguese Government is ju s t one example of an in teresting  event 
in the 1970s. Portugal could not afford the oppressive means 
whereby she kept control of her colonies in A frica . A change 
of power leads to various consequences, but i t  is d i f f ic u l t  to 
decide when an event w ill  become determining or remain contributing .
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When Frelimo gains control over Mozambique, rea lis in g  th a t Mozam­
bique provides a substantial labour requirement fo r the South 
African goldmines, do we regard the Frelimo s ituation  as a deter­
mining fa c to r 'o r  is  i t  merely a facto r which could contribute to 
a ris e  or f a l l  in the bu llion  price? Perhaps the bu llion  price  

•w ill r ise  because South African mines become paralysed and can­
not produce goTd. Perhaps the bu llion  price w ill f a l l  because 
other countries in the in ternational community w ill  conclude 
th a t gold is  not necessarily a panacea fo r in ternational monetary 
i l l s .

In 1971, the United S tates, apparently a w illin g  p a rtic ip an t  
in the establishment of a tw o -tie r gold p ric e , e ffe c tiv e ly  demon­
etised gold by refusing to change i t  fo r d o lla rs .  ̂ Was th is  a 
determining factor? At one time France was mounting a concerted 
attack on the United States d o lla r; There is to be a time (Janu­
ary, 1975) when United States residents w ill be allowed to hold 
gold. In mid-1974 Central Banks were enabled to pledge th e ir  
gold holdings as c o lla te ra l fo r loans from the in ternational com­
munity. I t  is  d i f f ic u l t  to distinguish between determining and 
contributing fac to rs , but there is a stage at which a contributing  
fa c to r , combined with others lik e  i t ,  others which influence the 
s ituatio n  but which of themselves do not change i t ,  when these 
contributing factors are sunmed, the la s t event becomes determining

There is  no single id e n tif ia b le  determining fac to r that leads 
th is  academy to fear a depression but le t  us examine some events 
reported in responsible newspapers in the United Kingdom and le t  
the reader conclude which are determining, and which, contributing . 
Perhaps gold is  a commodity in the sense that i t  is subject to the 
tangled web of p o lit ic a l and economic uncertainty that affects  
any commodity. Without fu rth e r q u a lif ic a tio n , le t  us record a 
free  market bu llion  price o f $180 per fin e  ounce, and le t  th is  
stand as a benchmark.

Retrospectively most events are ju s t i f ia b le ;  we see in  
recent h is to ry , the one fac to r which we have ignored which has 
changed the to ta l picture and with s u ffic ie n t research we can 
usually ju s t i fy  and explain past events, but how do v/e pred ict 
the future? Should we as entrepreneurs, keep our eyes on the 
price of maize when we are manufacturing vacuum cleaners^ Should 
we keep our eyes on the price of rubber when v/e are manufacturing 
chocolate, and coca is our major commodity? As chocolate manu­
facturers we must react to the re a lit ie s  of the world s itu a tio n , 
but a commodity market is  d i f f ic u l t  to read and so is  an in te r ­
national money market. I t  is no coincidence that Dunlop sus­
tained commodity trading losses in its  rubber dealings, that 
Rowntrees lo s t something lik e  £36 m illio n  through unauthorised 
speculation on cocoa futures and that Lloyds Bank announced a 
currency dealing loss of £33 m illio n  through unauthorised cur­
rency dealing at a Swiss Branch. Perhaps prudence and caution 
can mean in the short term th a t competitors appear to have the 
edge on us.
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Prudence is  frequently mistaken fo r corporate cowardice, 
but an appreciation of economics as a determinant of corporate 
strategy and the relevance of in ternational trade to national 
economic po lic ies may mean the difference between long term 
prosperity in contrast to glamorous but short-term success.
What might we as a le r t  ch ief executives have predicted in 1972 
and how could we have interpreted a number of events reported 
in the d a ily  newspapers?

THE UNITED STATES OF AMERICA:

In the f i r s t  place we could look to America to see the 
situation  there. The anticipated state of the American economy 
is  re flected  in the behaviour of the New York Stock Exchange 
and in Wall S treet and i f  we accept the importance of Wall S treet 
as an American economic indicator we should add that American 
trade accounted fo r 45% of the 24 nation to ta l of OECD trade in 
1973 (Sunday Times 21/7 /1974), and United Kingdom exports amounted 
to $6,000 m illio n  in  1973. Events in America have a substantial 
bearing on events abroad both p o lit ic a l and economic. The Saturday 
issue of the Financial Times publishes a weekly analysis of the 
behaviour of the Dow Jones Index and Wall S treet. I t  is  concise, 
readable and re levant.

America is possibly one of the most s e lf -s u ff ic ie n t countries 
in the world and the most highly in d u stria lised . The American 
economy influences v ir tu a lly  every economy in the world to some 
extent. American grain harvests are looked upon as the bread 
basket of the world and when the American economy turns down, 
the effects  are f e l t  world-wide. Even i f  the United States does 
not keep its  balance of trade in surplus a t a ll times, a t least
its  v is ib le  balance is capable of remaining in surplus and the
money earned from in vis ib les  Ts considerable. The United States 
is also a supplier of c red it to other parts of the world; i t  
w ill finance the purchase of its  capital goods or services by 
d o lla r loans, usually with s trings . The United States as a 
nation has never been backward in extending its  influence through­
out the world when i t  could see p o lit ic a l or economic advantage 
in such action and the Nixon-appointed Secretary of S ta te ,
Dr. Henry Kissinger is no amateur a t power p o lit ic s . In a ll  
p ro b ab ility , i t  w ill  be to the United States that we shall look 
fo r the aetiology of a world depression and to the United States
that we shall look fo r sa lvation .

THE NEXT ELECTION

In 1971 the American economy seemed set f a i r  and the Presi­
dent of the time v/as confident of his re -e lectio n  in 1972. Entre­
preneurs no less than Mr. Nixon could reasonably have kept th e ir
eyes on the next election fo r i t  was un likely  that the President
would do anything to spoil his chances of getting re -e lec ted .
He was un likely  to put the brakes on the money supply, he was 
unlikely to dampen an exuberant economy and a ris ing  stock market.
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Perhaps th is  is the time that entrepreneurs should have been 
■ investing in factory space in increased capacity in capita l 

goods, while they could get them. I t  was at this time in  
the United Kingdom that the Stock Market m s  beginning to re­
cover and rise  subs tan tia lly . I t  was a t th is  time that bank 
rate was low, that unemployment was ris ing  and there was a con­
tinued surplus trend in the balance of payments throughout 1971 
with a surplus of £300 m illio n  by the end of that year. The 
Chancellor was expressing optimism about the future and encour­
aging investment, no doubt in an attempt to get the rate of 
unemployment down, but quite possibly because the effects  of 
America's prosperity were being f e l t  elsewhere.

In ternational trade is one means short of warfare, in which 
countries can influence th e ir  trading partners both economically 
and p o li t ic a l ly .  C learly the nation which wields the most in f lu ­
ence is the United States. The U.S.A. is now the world's la r ­
gest exporter of rice  and two-thirds of the world's soya-bean 
crop is produced there , accounting fo r 90% of the world's soya­
bean export. The United States is the world's leading supplier
of wheat and feed grains and"   together with Canada the U.S.
now controls a larger share of the world's grain supplies than 
the Middle East does of the world's o i l . "  (Sunday Times, 2 1 /7 /7 4 ).

At a time when 60% of the developing world has been on the 
verge of starvation fo r years, America and her people enjoyed the 
highest standard of liv in g  in the world. Food and economic 
development programs are part of American Foreign P olicy , but 
these are influenced by trading p o s s ib ilit ie s  as well as humanitar­
ian considerations. President Nixon was not demonstrating any 
p a rtic u la r change in American Foreign Policy when he declared in  
1973, " I have made th is  basic decision. In allocating the products 
of American Farmers between markets abroad and those in the United 
States we must put the American consumer f i r s t . "  This statement 
was made a fte r  the President had imposed a sudden curb on soya­
bean exports.

There are nearly four thousand m illio n  people in the world 
and less than ten per cent of them liv e  in America. Whatever 
the m orality of world in e q u a litie s , there is no way th a t the 
advanced countries of the world can solve the developing nations' 
problems by way of grants and donations. I t  is  not possible, nor 
is  i t  human nature to t r y .  This s ituatio n  has pertained fo r very 
many years through trade cycles, through famine and through wars.
I t  is not a p a rtic u la rly  f la t te r in g  comment on humanity, but i t  
is  d i f f ic u l t  to dispute that the rich nations are hardly lik e ly  
to share th e ir  wealth unless there is some advantage to them in  
so doing. A major re -o rien ta tio n  of the balance o f power and 
wealth would be strongly resisted by those v;ho are both powerful 
and wealthy; i f  world wide warfare is no longer a p o s s ib ility  
without the r isk  of to ta l annnihilation then balances must be 
redressed by trade and the.meek shall by no means in h e rit  the earth .
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In the early  1970s there was re la t iv e ly  simultaneous 
expansion in econom ic.activity and national prosperity in  
many major trading nations of the world. In 1972 th is  was 
re flected  in booming.stock market prices on Wall S tre e t, in  
London, Hong-Kong, Tokyo, South A frica and A ustralia  as well 
as in many countries in Europe. I t  was unusual that the 
major trading nations had expanded th e ir  economic a c tiv it ie s  
simultaneously, bu t, having considered the American s itu a tio n , 
le t  us return to the United Kingdom. I f  Wall S treet and 
the next e lection are two indicators of relevance then we 
can turn our attention to other national indicators such as 
unemployment, the balance of trade s itu a tio n ; the money supply 
and in te re s t ra tes.

Table 7 -  3 gives the figures fo r some important economic 
indicators in the United Kingdom fo r the ten year period 1955 -  
1974 and Figures 7 -  4 e t seq. show'diagrammatically some leads 
and lags and correlations in the economic process. These may 
be useful to the reader in assessing the relevance to himself 
and his corporate e f fo r t  of indicators including unemployment, 
the balance of payments po sition , minimum lending ra te , the 
Financial Times 30 Share Industria l Index, the Money Supply 
and ( la te r )  6NP and commodity price fluctu ations .
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FIGURE 7 -  4B 

THE STOCK OF MONEY
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THREE WEEKS IN JUNE, 1972

In May, 1972 the Financial Times Index reached an a ll time 
high which has not since been reattained; a t around 543 in May, 
1972, investors who had entered the market in October 1971 would 
have f e l t  well sa tis fied  fo r many of them had a t least doubled 
and sometimes quadrupled th e ir  investment. On June 1st 1972 
the Financial Times reported that equities had come under the 
demoralising influence of g ilts  and the th ir ty  share index had 
fa lle n  5.9 points to 518.4. On the 2nd June gold rose 25 cents 
to $59.35 and the FT index d rifte d  1.8 to 516.6. The Wall S treet 
Journal reported (5 /6 /72 ) with the pound equal to $2.6119 that 
"B rita in  is  heading into an economic upturn and everybody is  
worried s t i f f . "

"Some experts also believe B rita in  may again devalue the 
pound. Indeed, even Anthony Barber, the Chancellor of the 
Exchequer (s im ila r to the Secretary of the Treasury) has said 
the government would not allow exchange rates to stand in the 
way of B rita in 's  economic recovery. A devaluation of course 
would lower the price of B ritish  goods abroad and thus stim ulate  
export sales essential to this nation's health. And i t  would
also shore up B rita in 's  balance of payments  __ " The Wall
S treet Journal observed that speculative money was s t i l l  flowing 
in to the pound s terling  but while i t  was strong in the immediate 
delivery market i t  was not nearly so strong in the market fo r  
future delivery . "This c lea rly  suggests j i t t e r s  about the 
fu tu re ."

The v is ib le  trade balance of the United Kingdom had worsened 
from a figure of £42 m illion  from January to April to a figure  
of £81 m illion  fo r March and £53 m illio n  fo r A p ril. Peter Jay, 
w riting  in The Times (7. 6. 1972) observed that fo r the government 
to expand demand s u ffic ie n tly  to make a serious impact on unemploy­
ment levels would convert a forecast 1973 surplus of £250 m illio n  
on current account into a d e f ic it  of close to £500 m illio n . For 
the United Kingdom th is  would be a substantial d e f ic it  fo r ,  in  
1968 the Labour administration had inherited approximately a 
£600 m illion  pound balance of payments d e f ic it  which had been 
widely regarded as l i t t l e  short o f catastrophic. The Chancellor 
in the April 1972 budget made the point in re la tion  to the balance 
of payments; ____ " i t  is neither necessary nor desirable to d is­
to r t  domestic economies to an unacceptable extent in order to 
maintain u n rea lis tic  exchange rates ."

By June, 1972, financia l and economic commentators, i f  
not p o lit ic ia n s , were worried. Various economic forecasts and 
economic commentaries could not change the fac t that the B ritish  
economy was heading fo r a substantial balance of payments d e f ic i t ,  
a t least by 1973, i f  the administration of the time continued with 
its  p o lic ie s , and the threat of a national dock s trike  sparked
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o f f  fa l ls  in both the pound and in share prices. Equities " h it  
by fears of labour unrest and the in fla t io n  rate had th e ir  biggest 
f a l l  fo r four and a h a lf years by 15.8 to 490 (Financial Times, 
(1 6 /6 /7 2 ). The growing threat of a major dock s trik e  and the 
im plications th is  had fo r  the already deteriorating  U.K. balance 
of payments was enough to spark o ff  sustained se llin g  of the 
pound. Appearing on te lev is io n  Mr, Barber, the Chancellor of 
the Exchequer, said (19th June) that the government had paid o ff  
the £1500 m illio n  pounds overseas debts inherited from the 
Labour adm inistration and the country's reserves had doubled in  
the la s t year. "We are in a very good s ituation  so fa r  as that 
is  concerned a t the moment."

Meanwhile s te rlin g  was s t i l l  under pressure and the New 
York Times reported (20 /6 /72 ) that Denis Healey, the Labour 
Party spokesman on finance, had predicted that s te rlin g  would 
be devalued by July or August. Mr. Heath, the Prime M in is te r, 
accused Mr. Healey in the Commons (21 /6 /72 ) of "doing his best 
to wreck s te rlin g " . The current account on the balance of payments
d e f ic it  fo r the f i r s t  time in three years. Exports had fa lle n
by 3.5% in value and 4.5% in volume,whereas imports had grown
by 7.5% in value and 6.0% in volume. The In ternational Community
came to the aid of the pound and Mr. Paul Yolcker, U.S. Treasury 
Under Secretary to ld  a congressional committee that he was not 
concerned by rumours of an impending s te rlin g  devaluation because 
"surplus countries are in no position to devalue th e ir  currencies." 
At that time the United Kingdom was not a "surplus country."

On the 22nd June, 1972 the Bundesbank bought over £150 m illio n  
of s te rlin g  in an attempt to bolster the currency and the B ritish  
Government put up the Bank Rate by 1% "In an attempt to persuade 
B ritish  and foreign fin an cia l opinion that i t  intends to res tra in  
monetary in f la t io n ."  (Guardian 2 3 /6 /7 2 ). The Wall S treet 
Journal reported that B rita in  had boosted its  Bank Rate to 6% 
in a bid to re lieve  the s tra in  on the "hard pressed pound".

At 7.45 a.m. on Friday, 23rd June, 1972 a Treasury statement 
was issued: "H.M. Government has decided th a t, as a temporary
measure s te rlin g  w ill  be allov/ed to f lo a t .  This means th a t fo r  
the time being the market rate  fo r s te rlin g  w ill not necessarily  
be confined w ith in  announced lim its  e ith e r in respect of the 
U.S. d o lla r or in respect of EEC (1) currencies.

" I t  is  the government's in tention to return as soon as 
conditions permit to the maintenance of normal IMF (2) margins 
round p arity  and p artic ip a tio n  in the special EEC arrangements."

(1) European Economic Community

(2) In ternational Monetary Fund



1 9 5

Unemployment in May 1972 was 861,000. In March i t  had been 
972,000, in A pril 958,000 compared with the s ituation  in A p r il,  
1971 of 774,000. The Chancellor could not be blamed fo r wishing 
to.reduce the rate  of unemployment. P o lit ic a lly  in the United 
Kingdom a figure of one m illio n  was something to be reckoned 
w ith , but c le a rly  a ll  was not well with the U.K. economy in 1972 
and a perceptive entrepreneur with his finger to the nation's  
economic pulse, a da ily  reader of the Financial Times and an 
in terested observer of in ternational a ffa irs  could not but have 
been concerned as to the economic future of the country and its  
e ffe c t on his corporate strategy

On the 29th Ju ly , 1973 the Sunday Times reported th a t the
investment boom was hotting up " ___  as industry adjusts to
11.5% in te re s t" . I t  was reported that "B ritish  industry is  
planning a massive surge of investment in new factories and new 
plant . . . . "  The a r t ic le  was in no sense superfic ia l and the 
informed entrepreneur might very well have decided to c u rta il 
his investment programme a t that stage. The government was 
playing down a recent f lu rry  in the foreign currency market.
The In ternational Monetary Fund was to meet to consider the 
problems of long term currency reform and the Chancellor made
i t  c lear that although he " ___  would not hesitate to use the
reserves to support s te rlin g  i f  i t  became necessary to protect
the economy ------ " that moment had not ye t a rrived . The Deutch-
mark was 37% more expensive to buy fo r s te rlin g  than i t  had 
been twelve months previously and although arguably th is  augured 
well fo r export, the entrepreneur would have been aware of esca­
la tin g  wage costs and supply shortages - hardly the s tu ff  that 
an export boom is made o f.

On the 2nd September 1973 the Sunday Times headlined "New 
Backing fo r  Heath's Gamble on Growth." Two respected economists 
argued that i t  was too soon to h it  the boom on the head, because 
already i t  was dram atically slowing down. "After the end of 
1973 we anticipated the boom w ill of its  own accord go bust -  
not with a bang, but with a steady reduction in the growth rate  
throughout the years." The economists believed that the govern­
ment would have been correct i f ,  on the basis of th e ir  forecast 
i t  were to re s is t the ca ll fo r  d e fla tio n . " I t  is a b a tte r of 
risking employment and the rate of growth against the balance of 
payments. In the past i t  has always been growth and jobs th a t 
have been sa crific ed . On th is  occasion we think the r isk  should 
be taken the other way." C learly  there was a risk  in the s itu a ­
tion  and that risk  was perceived. The economists feared th a t 
deflationary po lic ies would cause a rise  in unemployment which 
would be f e l t  two years la te r .  They forecast that the balance 
of payment's d e f ic it  was expected to be £1 ,300 m illio n , the 
highest ever in peacetime fo r the year under review, 1973. The 
d e f ic it  was forecast to remain substantial in 1974 though i t  could
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be halved i f  import prices s tab ilised , and equilibrium was a n ti­
cipated in 1975. "The c r it ic a l question then Is whether the 
current balance can be permitted to remain in such substantial 
d e f ic it  fo r so long. I f  the answer to this question is that 
we cannot afford i t ,  then we cannot afford fu l l  employment e ith e r."  
( Iv  I ta l ic s )  ! ■ —--------------------- —

The facts were there but how should they be interpreted?  
k these fa c ts , on the basis of what we have observed

about the balance of payments, in fla tio n  and an economy whose capa- 
c ity  IS rapidly reaching its  potential something had to g ive.
In the la s t chapter vie considered the comp 1 ex ity  of the economy 
and in considering the problems of data gathering we looked a t a 
representation of 40,000 moving parts in the economic machine.
In a fu l l  employment" s ituation  with shortages, r is ing  costs, 
bottlenecks, with ris ing  imports, a fa llin g  currency and labour 
problems, with ris ing  in teres t charges and competition fo r scarce 
resources, the d iffe re n t parts of the economic machine become 
increasingly inter-dependent so that a change in one sector o f 
the economy has more widespread effects  on other sections than 
I t  would have "normal" times. How could the boom go on with 
a balance of payments d e f ic it  projected to be the highest ever? 
Perhaps p o lit ic ia n s , having nailed th e ir  colours to the mast, 
had no choice p o lit ic a lly  but to brazen i t  out. I f  democracy 
rests on the w ill of a contented electorate expressed through a 
b a llo t box every few years, the electorate is fooled a t least
some of the time i f  not a ll o f the time.

UNEMPLOYMENT

is sin u n fla tte rin g  comment on investors that when unemploy­
ment is  high and ris ing  so the share index is ,  as in th is case,
lik e ly  to be r is in g , assuming the balance of payments w ill stand 
an increase in the money supply. I t  has not been so fa r  possible 
or a nation to work at fu l l  capacity fo r a prolonged period of 

time in a state of contented equilibrium . I t  is not possible 
fo r everybody in the economy to be fu l ly  employed unless there 
is  a nationwide preparedness to move house to where the jobs are, 
to change jobs and to change s k il ls .

Nevertheless i t  is Government's hope that the rate  of 
unemployment be as low as possible fo r the unemployed do not 
constitute a contented e lec to rate . One of the aims o f Government -  
at least one of the foremost and most widely articu la ted  aims -  
IS the objective of fu l l  employment. A government that does not 
at^least pay l ip  service to decreasing unemployment w ill  lose votes 
and even i f  i t  can increase its  vote by increased aid to deserving 
old age pensioners shortly before an e lec tion , no government w i l l ­
ingly sacrifices  votes. While most governments publicly view 
a ris ing  level o f unemployment with horror, p rivate ly  there is 
more than the spectre of unemployment fo r a government to consider.
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THE MONEY SUPPLY

In the United Kingdom, the money supply increased rapid ly  both 
in 1971 and in 1972 and i t  continued to grow at an average of 2% 
per month throughout 1973. Boom psychology manifests i t s e l f  in 
the antic ipation  of future p ro fits  on an ever-increasing scale.
I f  we are to make 20% return on our money, we are happy to pay 10% 
or 15% to borrow i t ,  fo r , so enthused do we become with the p rin ­
c ip le  of leverage and the antic ipation of ever increasing p ro fit  
th a t, with money mysteriously making money, who can re s is t borrow­
ing more to make more.

When money is easy to come by and p ro fits  can be made by 
borrowing i t ,  investors and entrepreneurs have th e ir  sights firm ly  
set on the short-term in the hope that the long-term w ill take 
care of i t s e l f  and there is no shortage of predictions to th is  
e ffe c t. A doubling of the in teres t rate paid fo r money is not 
s ig n ific a n t when compared with the p ro fit  to be made with the bor­
rowed money. A rate of in fla tio n  of 10% and money costing 12% 
leads to various arithm etical calculations by pundits, proving 
that by not borrowing money one is losing money; frequently  
fa ilin g  to point out that the borrowed money must be paid back 
and i f  something goes wrong, i f  prices stop going up then there 
is a l im it  to the borrowers capacity fo r increased borrowing. 
P ro fits  go up in good times, share prices antic ipate an upturn 
in p ro fits , p ro fits  from shares are invested in property, p ro fits  
from property are invested in agricu ltu ra l land, in c la re t in 
anything that has some scarcity value, investment trusts are 
flo a te d , highly geared, over subscribed but a t some stage i t  has 
to end.

Money is not ju s t made out of stock market investment i t  is  
made out of increasing factory capacity and f i l l in g  i t  with orders, 
but th is takes time. How much easier i t  is to make money without 
working fo r i t .  How easy i t  is to buy a house fo r £6,000 with 
£600 deposit and to s e ll i t  fo r £10,000. Margin trading does 
not ju s t happen in the Stock Market i t  happens in property. In ­
vestors apparently work on the assumption that i f  something has 
doubled once i t  must therefore be a good buy because i t  w ill  
double again.

The Observer recorded in November 1973 ju s t how easy i t  
was to make money out of property. In one of the quaint 01 de 
English ways which allows the rich to become r ic h e r, the Wands­
worth Borough Council gave its  approval to developers, B ritish  
Land, fo r a redevelopment scheme at Clapham Junction station  
where B ritish  Land had bought up a s ite  containing 24,000 sq. f t .  
of o ffic e s . The Council gave B ritish  Land permission fo r  
150,000 sq. f t .  of offices on the s ite . "Simply by an Act of 
the Council . . . .  the potential value of that land has gone up 
from considerably less than £1.5 m illion  to nearly £10 m illio n ."
The a r t ic le  recorded that i t  was only since the return of the
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Conservatives to power in 1970 that the o ffic e  boom has re a lly  
come into its  own. In the preceding years the o ffice  develop­
ment permit allowance fo r o ffic e  space "essential to the public  
in terest" had risen to an annual rate o f nearly 10 m illio n  s q . f t . .  
compared with 9.5 m illion  sq. f t .  destroyed during the whole of 
the Second World War. "At the same time London Office rents and 
values have risen at such a rate  that in 1972 the net capital 
value created by the issue of o ffic e  development permits can be 
estimated a t no less than £860,000,000 . . . . "  which was consider­
ably greater than the en tire  annual budget of the Greater London 
Council. I t  had no end.

I t  should have been no surprise to us to read that (Financial 
Times, 4 /6 /74) The Department of Industry's la te s t enquiry into  
Company's Capital Expenditure programme suggested that the rise  in  
manufacturing industry's investment in that year would be not more 
than about 5% in real terms, compared with the 12% -  14% forecast 
at the beginning of the year. Table 7 -  4 derived from the 
Financial Times (11 /6 /74) explains the difference betv/een what is  
forecast and what actually  happens. Even though the forecasts 
are usually in co rrect, a t least they indicate the trend and perhaps 
we can understand Government's desire to increase investment by 
manufacturing industry when we look at the figures fo r 1971 and 
1972; perhaps we can understand Government's reluctance to knock 
a boom on the head too soon.

BALANCE OF TRADE

There is  a stage beyond which a government cannot afford to 
gamble with the balance of payments fo r in a s ituation where the 
economy is booming, i f  the balance of payments is negative fo r  
a prolonged period o f tim e, in f la t io n , loss of investor confidence 
and in p a rtic u la r , loss of overseas confidence in the un it of 
money is the inevitab le  consequence. Entrepreneurs, lik e  Govern­
ment can usefully monitor the balance of payments. I t  is  an easy 
ind icator to obtain fo r when the trade figures are announced by 
the appropriate au th o ritie s , they are usually widely reported 
in the press. When the balance of payments is in a healthy con­
d itio n , Government can afford to gamble, can afford to release the 
brakes on the money supply and make brave promises about the fu tu re . 
Government is caught in a bind between unemployment and the balance 
of payments. E lec to ra lly  i t  would lik e  to keep unemployment at 
a low level fo r th is means a substantia lly  contented e lec to ra te , 
but in te rn a tio n a lly , fo r the long term survival of a nation. Govern­
ment ignores balance o f payments d e fic its  a t its  p e r i l .  A "dash 
of growth" in 1964, was followed by a "gamble on growth" in 1973, 
the in tention being to stop the "stop -  go" in the econorny and put 
the economy on an ever upward footing. D iffe ren t rules are invented 
and d iffe re n t principles derived fo r economic p o lic ie s , fo r p o lit ic a l  
strategies and fo r investment c r ite r ia ;  but they do not la s t .
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There is  a time l im it  beyond which the in ternational community 
w ill  not to le ra te  excessive dependence upon cred it without being 
assured that Government at home is doing its  best to remedy the 
s itu a tio n . The longer Government procrastinates the worse the 
situatio n  becomes. I f  a government is prepared to to le ra te  an 
unacceptable in fla t io n  level and a d e f ic it  on the balance of trade  
in order,to  secure short term p o lit ic a l advantages, i t  must be aware 
of the long term consequences of its  actions but in the short to^ 
medium term. Government can finance or attempt to remedy its  d e f ic it  
by various means, each with its  own p articu la r brand of consequence.

We have shown that i t  is  possible fo r  a government to devalue 
i ts  currency o r , in the present state  of the in ternational monetary 
scene, to f lo a t  its  currency. By flo a tin g  a currency the govern­
ment is perm itting i t  to find  its  own le v e l; i t  is  devaluing its  
currency i f  market forces force the price down and i t  is revaluing  
i ts  currency i f  the arbitrageurs who deal in currency are prepared 
to bid i t  up. I f ,  while other currencies remain fixed to some 
external c r i te r ia ,  a currency is floated  and sold heavily i t  is  
being devalued. This is what Mr. Anthony Barber, the Conserva­
tiv e  Chancellor did to s te rlin g  on the 23rd June, 1972. At 
around the same time he introduced what amounted to exchange con­
tro ls  by reducing the s te rlin g  area from a number of the former 
outposts of the B ritish  Empire, to include, mainly the Channel 
Islands. I f  a B ritish  resident wanted to exchange s te rlin g  fo r  
some other currency, he would have to do so by paying the invest­
ment d o lla r premium.' Thus the Chancellor discouraged money from 
leaving the country and prevented-the reserves from fa ll in g ."

In a bland and p a rtia l ra tionale  fo r his action, the Chancellor 
and the Conservative Government referred to th e ir  jo in ing  of the 
European Economic Community. E ffec tive ly  the Chancellor had de­
valued the pound at a time when the balance of v is ib le  trade was 
in d e f ic it .  This devaluation arguably marked the commencement 
of the Conservative adm inistration's s e lf confessed "gamble on 
growth". The strategy appeared to be that by an e ffe c tiv e  deval­
uation of the pound and a retention of money inside the country, 
which could bolster the reserves, the d e f ic it  could be financed 
u n til such time as the benefits of the devaluation would feed 
through in increased exports because they were less expensive and 
in decreased imports because they were too expensive. We could 
assume that the Chancellor had recognised the problem which con­
fronted him in the shape of an increased balance of payments 
d e f ic it  and had reacted in an apparently sound fashion.

Balance of Trade is a somewhat vague term. So fa r  we have 
been ta lk ing  about the export and import of v is ib le  item s, items 
which can be seen, which can be counted. In addition to v is ib le  
imports and exports however, there are the so-called in v is ib le  
items; insurance, services, a ir l in e  travel earnings and fin an c ia l 
services of one kind or another are some examples of sources of
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in v is ib le  export earnings. I f  in d u s tr ia lis ts  are expanding 
abroad and they export the cap ita l to invest abroad, th is  w il l  be 
reflected  as a change in the country's reserves and may re s u lt  
in a d e f ic it  on the to ta l income and expenditure account of the 
nation. Defence spending, the granting of c red it to countries 
with whom v/e trade, not only enables us to export, but i t  also 
enables us to exert an influence upon those countries, both 
economic and p o li t ic a l .

A d e f ic it  can be financed provided money is coming in to  the 
country. This money w ill  bo ls ter the reserves of the country 
and enable that country to finance its  d e f ic it .  As in a business, 
i f  creditors fee l that the country does not have the wherewithal 
to repay its  debts, i f  they are unsure as to ,th e  economic future  
of th a t country they w i l l  be re luctant to invest money in th a t 
country even though the in te re s t rates are a ttra c tiv e , because 
the fear w ill  be ever present th a t the currency of th a t country 
w ill  be devalued. While they may obtain a high rate  of return  
on the funds invested, that rate of return w ill  be wiped out'by  
the devaluation of the currency. When a nation is trading at 
a d e f ic it  over a period of tim e, confidence in that nation is  
diminished and other countries are re luctant to place th e ir  
money on deposit there . A withdrawal of currency w ill  weaken 
the reserves and i f  the country in question is  not seen to be 
doing something about its  in ternal economic s itu a tio n , not only 
w ill  c red it be harder to come by and the terms upon which i t  is  
granted more onerous, but the reserves w ill be depleted by w ith ­
drawals of foreign money, fe a rfu l of a devaluation. We w i l l  be 
considering some of these aspects in re la tio n  to I ta ly  in th is  
chapter.

THE OIL PRICE INCREASE

Figure 7 - 5  overleaf compares rates o f growth in Gross 
National Product fo r the 1950s and the early  1970s. I t  may be 
in s tru ctive  fo r us to puzzle through the figures but perhaps we 
can also il lu s tra te  one or two points from a consideration of 
some s ig n ific a n t fig u res . We have mentioned the importance 
of the United States in world trade and can see that the United 
States experienced a substantial growth in GNP, increasing from 
an average of 3.9% during the 1960s to 6.1% in 1972 and slowing 
substantia lly  by 1974. C learly  a recession is evident in these 
figures and i f  one accepts the seven nations whose growth rates  
are given as being representative of "world trade" then we can 
see that with certain  exceptions, there was a substantial growth 
in GNP in both 1972 and 1973 which had decelerated substan tia lly  
by 1974.

. - . ..  ̂ ■ ' .. .3
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In November, 1973, the Oil producing and Exporting Countries 
(OPEC) e ffe c tiv e ly  quadrupled the price of o i l .  Even without 
th is  enormous increase in import prices, a number of countries 
were importing more than they exported and as we have seen, the 
answer to a prolonged anticipated balance of payments d e f ic it  
is  e ith e r in f la t io n  or fis c a l and monetary p o lic ies , pursued 
n a tio n a lly , aimed a t reducing the growth in the economy. While 
p o litic ian s  and economists in the various nations which were 
experiencing prosperous times could not but have been aware of 
the dangers inherent in a simultaneous and rapid increase in 
world trade, home prosperity , and decreasing unemployment they 
could perhaps take comfort in the thought that i f  i t  was happen­
ing to everybody i t  must be good.

Most countries experiencing these symptoms are anxious to 
increase th e ir  share of foreign trade, to increase th e ir  exports 
in order to balance th e ir  imports, to a ttra c t money in to  th e ir  
reserves and to keep an e lectorate  contented. Those countries 
which can supply goods required with e a r lie r  delivery times and 
at a ttra c tiv e  prices are l ik e ly  to get the business and the s itu ­
ation in the early  1970s was a competitive one; the advanced 
countries, the exporters of motor cars, trac to rs , cap ita l goods, 
those countries with a re la t iv e ly  high standard of liv in g  fo r  
th e ir  population were not only importing fin ished goods but they 
were competing with each other fo r raw m aterials and commodities.

I t  might therefore come as no surprise that the prices
of various commodities rose substantia lly . The Third World 
developing countries do not have sophisticated economies and 
th e ir  manufacturers cannot often supply a wide range of goods.
They are in many respects dependent upon the products of th e ir  
s o i l ,  th e ir  minds or th e ir  labour. Sugar producers operating  
under Commonwealth preferences which stand them in good stead 
in bad times are somewhat re luctant to se ll th e ir  products a t 
prices substantia lly  below those which can be commanded on world 
markets. So i t  is with copper, t in ,  rubber, cocoa, wheat, maize, 
. . . .  and o i l .  Figure 7 - 6  shows some fluctuations in various
commodities and Figure 7 - 7  shows the change in share prices
over the 18 months to June, 1974, indicating how share prices 
tend to an tic ip a te  events.

A Sunday Times a r t ic le  e n title d  "O il: Do the Arabs Hold
A ll the Aces?" suggested th a t the balance of power began to 
swing to the producer countries of North A frica and the Middle 
East in around 1970. When America devalued the d o lla r  -  a s ig ­
n ific a n t event in the l ig h t  o f the above comments -  the o il gov­
ernments and the o il companies agreed to increase the price of 
o il to o ffs e t the e ffe c t of d o lla r devaluation. At th is  stage, 
twenty-two months before what we have come to regard as the 
energy c r is is , re la tions between o il suppliers and o il consumers 
were stra ined . Agreements were reached and, p rio r to the agreed 
tim e, they were renegotiated; the o il companies were p o li t ic a l ly
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powerless to re s is t pressure from th e ir  suppliers, prices 
wnet up and the o il companies undertook a holding operation, 
negotiating guaranteed supplies in exchange, fo r higher prices. 
Although th is  a r t ic le  was w ritten  in January, 1972, we are not 
suggesting that the o il c r is is  could have been predicted on 
the basis of th is  a r t ic le  or a t th is  tim e. At that stage the 
w rite r  of the a r t ic le  f e l t  that the Arabs would leave prices 
alone fo r a w h ile .

I t  has been variously estimated th a t the'increased income 
in to ’ the OPEC countries through th e ir  action w ill be between 
$60,000 m illio n  and $80,000 m illio n  per annum. Just to put 
th is  is some perspective we could mention that this is more 
than the to ta l consumer expenditure of the United Kingdom in 
1972. The o il producing countries cannot absorb a ll  th e ir  
additional income w ithin th e ir  own economies and so they must 
place i t  where they are most confident. A considerable amount 
of th is  money has gone on short term deposit in London and New 
York, i t  has bolstered the reserves of the major in dustria l 
nations, but a t the time of w rit in g , the money is there on a 
short term basis, i t  can be removed whenever in teres t rates 
become unattractive or whenever currency rates look precarious.
On the face of i t ,  the balance of power has changed.

The administrations of both the United States and the United 
Kingdom may have been relieved by the advent of the energy c r is is .  
A ll at once deflationary strategies became not only essential 
but p o lit ic a lly  possible because a ll  could be blamed on the Arabs. 
Many actions which would have been inev itab le  anyway could be 
blamed on the o il price increase. The United Kingdom was running 
a balance of payments d e f ic it  and already th is was widely fo re ­
cast to be in the region of £1300 m illio n  by the end of 1973.
I t  was estimated that the increase in o il import prices would 
increase the import b i l l  by some £2,000 m illio n , but a lready, 
without the aid of the o il price increases, the United Kingdom 
economy was in trouble and some action was overdue. That the 
o il price increase was given as the reason does not a lte r  the 
accuracy of th is  observation.

I t  was hardly surprising that the OPEC countries, the best 
unified of the commodity producers should use th e ir  economic 
power to both economic and p o lit ic a l advantage. I f  the copper 
producers could have done i t  they would have, i f  the sugar pro­
ducers could have done i t  they would have. In ternational agree­
ments are not in frequently renegotiated in the lig h t of s e lf  
in te res t and p o lit ic a l advantage. Something had to be the appar­
ently determining facto r in ending the boom and i t  happened to  
be an o il price increase and from th is  follows a consequence.

Those countries which f i r s t  manage to overcome the e ffec ts  
of o il price increases w ill  be those countries which have a 
better long-term fu tu re . The United States realises th is  and 
i f ,  as well as undertaking economies at home the in ternatio na l
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community can reach agreement with the OPEC countries fo r a reduc­
tion in the o il price so much the b e tte r. For the United Kingdom 
the s ituation is grave. Reassurances that North Sea Oil w ill  
take care of everything are dangerously misleading.

A fter financing an o il d e f ic it  running at something lik e  
£2,000 m illion  a year, in f iv e  years time the United Kingdom 
w ill have borrowed £10,000 m illio n  before her own North Sea Oil 
comes on stream. The in teres t payments on th is  money are l ik e ly  
to be substantia l, but even i f  th is policy is pursued there is  no 
guarantee that o il prices w ill not decrease in time. There might 
become a trad e -o ff between o i l  and wheat, between p o lit ic a l s ta b i­
l i t y  and economic prosperity. I t  is un likely  that advanced indus­
t r ia l  nations, h itherto  the most powerful w ill  not re s is t a change 
in the balance of power.

The President of Gulf O i l , Eastern Hemisphere pointed out 
(Sunday Times 22/9/74) that exploration by a ll  companies in the 
B ritish  Sector of the North Sea had cost £650 m illion  to 
date. The additional expenditure required to develop new fie ld s  
was substantial and Dr. W yllie predicted that hundreds of m illions  
more would have to be spent before substantial quantities of 
North Sea Oil came ashore. Oil exploration in the North Sea 
was uniquely expensive.

D r illin g  fo r o il at 500 fee t below an unfriendly sea is  
d i f f ic u l t .  In the Middle East most of the o il fie ld s  are on 
land and the investment cost per barrel per day of production 
was, u n til recently approxiately £40; o ff  Nigeria i t  is about 
£400, in the re la tiv e ly  shallow Gulf of Mexico around £1,000 
and in the deeper northern North Sea about £1,500. "When the 
required technology to produce fie ld s  lying beneath 500 fee t  
of water is developed, investment per daily  barrel is  lik e ly  to  
be about £2,000". I f  the price of o il fa l ls  by 1980, the d is ­
covery of o il w ill  be less of an asset than was previously 
thought.

A MATTER OF TIMING

The entrepreneur is  faced with a vexing problem. Even 
assuming he accepts the observations about p o litic ian s  and i f  
the opinions of this academy find favour with them, the question 
is  one of tim ing. I t  is  d i f f ic u l t  to be a prophet of doom.
I t  is  d i f f ic u l t  to re s is t the lure o f investment when compe­
t ito rs  are investing and might improve th e ir  market share, even 
though economic in e v ita b ilit ie s  are correctly  assessed. The 
entrepreneur, who, in August 1972, pulled in his horns and 
made preparations fo r a down-turn was probably reproaching 
himself in 1973, when, with order books fu l l  and orders coming in ,  
he had not the capacity to execute them and so lost business.
This is the entrepreneur who, in the d i f f ic u l t  times that fo llo w .
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v /ill probably survive, a t least long enough to make contingency 
plans. A trader in companies, a share dealing company, an invest­
ment tru s t , a consumer durables manufacturer (fo r  these are the 
f i r s t  to feel the upturn and the f i r s t  to fee l the draught) th is  
type of organisation should have been thinking very seriously  
w ith , a t the most, a one year view, by August 1972. The build ing  
company that expanded too rapidly on borrowed money, the property 
company that used an increasing paper value of its  properties  
to borrow more paper, to buy more assets to borrow more paper, to 
buy more assets; these men, s k illed  in the a r t  of leverage in  
good times w ill  go to the wall in the bad. P a rtly , i t  is  the 
desire to wring a ll  possible p ro fits  out of a venture, th a t a ll  
too frequently leaves the entrepreneur with an escalating in te re s t  
charge, a declining order book and over-capacity.

THE CRYSTAL BALL OF AMERICA

I f  America were to re tre a t in to her s e lf -s u ff ic ie n t  s h e ll ,  
i f  America were to c u rta il exports and impose import t a r i f f s ,  
i f  America were to steadfastly  maintain the value o f the d o lla r ,  
to continue her e ffo rts  to demonetise gold, i f  America were to 
prevent grain exports to countries which desperately required 
them, i f  America were to become pro tection is t and i f  the res t 
of the world were to resort to competitive devaluation, then 
we would have a s ituatio n  not substantia lly  d iffe re n t to the 
1930s. This is the sort of s ituatio n  which is  in the President's  
power, aided by his advisers, to p re c ip ita te . I t  is possible 
that a small town senator with a power p o lit ic ia n  as his Secretary  
of S ta te , a President who is a declared fis c a l conservative with  
w illin g  monetarists to back him up, that th is  combination of 
factors could in to ta l ,  become determining.

The Financial Times (3 /8 /7 4 ) reported that the U.S. Treasury 
Secretary Mr. William Simon had warned of his in tention to run 
the U.S. economy below capacity fo r  an in d e fin ite  tim e, keeping 
in te res t rates high and the Federal Budget in surplus. The 
Treasury Secretary predicted a t ig h t monetary policy and he 
recalled that in the same week Dr. Arthur Burns, Chairman of 
the Federal Reserve, warned Congress that even a 6% money growth 
over the la s t year was too high to ensure long-term price s ta b i­
l i t y .  Mr. Simon claimed that the economy would remain prosperous 
and continue to grow under his p o lic ie s , but he maintained also 
that demand must be held below capacity and " . . . .  the labour 
market kept so ft i f  the f ig h t  against in fla tio n  was to be "won."
(my i t a l i c s ) . He made a plea fo r s im ilar polic ies in Europe 
and throughout the rest of the in dustria l world where the problem 
of in fla tio n  was often more severe than in the United States. 
Although on his recent European tour he found many countries envious 
of the U.S. and a fra id  he was being over d e fla tio n ary , Mr. Simon 
said that, "nothing could more severely threaten the fab ric  of our
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society than to h it  the th ro tt le  a t the moment when we should 
have our foot firm ly  on the brake."

Mr. Earl Butz, the U.S. Secretary of Agriculture reassured 
the EEC that he was not in favour of imposing export res tric tio n s  
to cope with any short fa l ls  in the American harvest. The Finan­
c ia l Times (14 /8 /74) pointed out however that while Mr. Butz's
reassurance was regarded as highly important, " ___  i t  did not
commit the American administration as a whole." On the 27th 
September, rumours that Russia had bought up to two m illio n  tons 
of United States grain were buzzing around the London market.
The Financial Times reported: "Mr. Earl Butz the U.S. A gricul­
tu ra l Secretary has asked grain exporters to advise the U.S.
Department of Agriculture of buying enquiries fo r grain ___
received from e ith e r the Soviet Union or China. Perhaps 
Mr. Butz's action is more prudent than threatening, fo r America 
would not re lish  the p o ss ib ility  of a repeat performance of 
1972 when Russia was able to buy up large quantities of grain  
at very low prices and reduce world stocks substantia lly . With 
harvest predictions becoming more pessimistic over the wheat, 
maize and soya bean crop in the United States there is a p o lit ic a l  
ju s t if ic a tio n  fo r the U.S. to export its  scarce resources, once its  
own needs have been taken care o f, to its  friends."

In mid-July 1974 the U.S. Treasury Secretary, Mr. W illiam  
Simon was unable, a fte r  a tour of the Middle-East, to get commit­
ment from the Arab o il producers to purchase special issues of 
the U.S. Treasury Securities . Mr. Simon's plan was with the 
clear intention of diverting some of the short term Arab funds 
placed commercially in the United States in to  non-marketable 
government securities maturing in several years time. Mr. Simon's 
disappointment and his appreciation of the need to prevent a 
sudden depletion of industria lised  countries' reserves could 
perhaps have an e ffe c t on the United States rationing of its  
exports. I t  would be unfortunate i f  short term funds which 
comprised a substantial portion of a country's reserves could 
be withdrawn at short notice and fo r p o lit ic a l ends. Having 
implemented contingency plans over th e ir  energy suppliers, per­
haps the industria lised  countries are now getting ready fo r  some 
re ta lia t io n .

We might conclude from these a rtic le s  that in ternational 
trade is influenced no less by p o lit ic a l events than by economic 
ones. National economic and p o lit ic a l policies are pursued fo r  
national advantage.and i t  would be foolish fo r those countries 
in the in ternational community running trade d e fic its  before 
the o il price increases to expect that in ternational sympathy 
w ill not run out in time. Unless a nation takes serious steps 
to cure its  d e f ic it  without devaluations, import curbs and the 
l ik e , her c red it w ill  become exhausted, her internal problems 
w ill m ultip ly and while help may well be forthcoming, i t  w il l  -
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have strings attached to i t .  Those nations that achieve a 
balanced trading s ituation  in the shortest time w ill be able 
to act more independently and assert th e ir  influence over other 
nations who are in trouble and who have not ye t got th e ir  national 
economics under co n tro l.

In 1974 the delicate  p o lit ic a l s ituation of President Nixon 
his apparent in teres t in things in ternational and his preoccupa­
tion with things domestic might arguably have been a determining 
fac to r in prolonging a boom, the symptoms of which became causes 
in 1974. Or we can argue that the determining factor in a coming 
world depression is  the elevation to the Presidency of a fis c a l 
conservative, small town senator from Grand Rapids, Michigan.

Perhaps the determining facto r has been with us a ll  along.
I t  may be that the determining facto r in the International 
Community is the in a b ili ty  of men to reach reasonable and tim ely  
agreement with other men without seeking to wring the maximum 
advantage out of the s ituation  in the short term and so prejudice  
and endanger the long term. The danger is that the horse- 
trading w ill go on too long and whatever the bland intentions  
expressed in communiqués, the United States would lik e  to see 
gold demonetized, the price of o il reduced, the value of the 
d o lla r maintained, a balanced budget, in fla tio n  cured a t home and 
i t  is lik e ly  to use its  substantial bargaining power to attempt 
to achieve these objectives. With a balance of power in the 
world having changed to the tune of $80,000 m illion  in favour of 
the o il producing countries there is some hard bargaining ahead.

ITALY'S GOLDEN AGE

Ita ly 's  p lig h t in mid 1974 illu s tra te d  the time lim it  on 
in ternational sympathy, a time when a nation's cred it becomes 
exhausted and a time when even aid with strings becomes d i f f i ­
cu lt to obtain. I f  we project the Ita lia n  s ituation onto other 
nations running substantial balance of payments d e f ic its , i f  
the volume of world trade is to be substantia lly  reduced, then, 
in the.long term i t  may su it the advanced industria l countries, 
fo r the c h ill winds of deflation  in the advanced countries w ill  
blow horrib ly  cold on the Third World.

The problem of a depression is how to get out of i t .  Once 
the scales have tipped beyond a certain point i t  becomes increas­
ingly d i f f ic u l t  to get the econon̂ y moving again. I f  one country 
in a depressed community of nations re fla tes  i t  has s t i l l  to find  
a market fo r its  exports and i t  may s t i l l  find i t s e l f  with sub­
s tan tia l balance of payments problems which w ill knock re fla t io n  
on the head. P o lit ic a lly ,  in tern a tio n a lly  and economically the 
policies of the United States are a t the present time (September 
1974) and in the opinion of th is  academy, substantia lly  appro-
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p ria te . There is l i t t l e  doubt that the world economies must
face a period of austerity  and there is no p o ss ib ility  that the 
o il d e f ic it  can be used as an excuse not to undertake stringent 
and necessary economies a t home.

In the same way as we related the currencies of Westland 
and Eastonia to that of B rita in  such that the pound became a 
common denominator or a c rite rio n  against which to measure the 
other currencies, so nations and investors have sought refuge 
in gold. E a rlie r  in th is century under the Gold Standard, a 
country's Central Bank quoted a uniform price fo r gold in re la tio n  
to its  national currency. The Central Bank was w illin g  to buy 
gold in exchange for its  currency or se ll gold in exchange fo r  
its  currency a t that ra te . Thus with major currencies linked  
to an agreed value fo r gold there was not a great deal of room 
fo r currencies^to fluctuate  unless by a devaluation in re la tio n  
to gold, s te rlin g  or the d o lla r and nothing was done without 
consultation. In the case of d i f f ic u lt ie s ,  when there was a 
persistent outflow of gold from a country or a redemption of 
that country's currency fo r gold, various measures could be 
undertaken by the country in question.

In teres t rates would rise  and c red it would be lim ited  in  
the hope of a ttrac tin g  investment capital in the short term to 
a ttra c t an inflow of funds which would balance the outflow. The 
situation changed between the mid-1920s and the mid-1930s. Con­
forming to the Gold Standard and preventing an outflow of gold 
while a t the same time attempting to manage a domestic economy 
was too much. International monetary negotiations have been 
taking place regularly  since th is time and while elaborate mach­
inery has been established, while no country w ill convert its  
gold into currency i f  i t  can help i t ,  the s ituation  in terms 
of cause and consequence has not changed substantia lly  fo r most 
of the 20th century. A country, regardless of whether i t  gets 
help from other countries, no matter what the extent of its  
Special Drawing Rights a t the In ternational Monetary Fund, no 
matter i f  famine ravages its  population or flood devastates the 
crops, in ternational aid and international sympathy have a time 
l im it .  I ta ly  is a case in point and Ita ly 's  problem is related  
to gold, an issue on which at least the United States is very 
sensistive.

In mid-1974, I ta ly  was running a trade d e f ic it  o f over 
$1,000 m illio n  a month and i t  was estimated that Ita ly  might 
require as much asTT(J,000 m illion  in additional aid to tid e  i t  
through a d i f f ic u l t  period. The Governor of the Ita lia n  Central 
Bank was, in mid-1974, looking fo r rapid agreement to enable his 
country to w rite  up the value of its  gold stock which i t  could 
then pledge as co lla te ra l fo r loans. The Financial Times 
(12.6 .74) reported that a t the o f f ic ia l  price of $42.20 an ounce, 
I ta ly 's  gold holdings were worth $3,483 m illio n , although at
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market rates a t the free  market price th e ir  value exceeded $10,000 
m illio n . With America anxious to demonetize gold and the Euro­
peans anxious to value th e ir  gold more r e a l is t ic a lly ,  there was 
some c o n flic t of in te re s t in the s itu a tio n . The United States 
was anxious to make the SDR the centre of the in ternational 
monetary system, to ensure that gold was phased out. I f  Central 
Banks were prevented from buying on the free market and i f  the 
IMF were permitted to se ll its  gold holdings and exchange SDRs 
fo r gold with member countries, e ffe c tiv e ly  gold could be de­
monetized. Agreement a t the IMF could resu lt in more supplies 
of gold coming on to the free market so depressing its  price and 
Mr. Simon (Financial Times 12.6.74) hoped that the President of 
the United States would be able to l i f t  the ban on Americans 
owning gold by the end of th is year as part of an in ternational 
agreement.

Mr. Simon added that the United States might then se ll gold 
from its  own stocks to meet private demand. Ending the ban could 
have a s ig n ifican t a n ti- in fla tio n a ry  e ffe c t , said Mr. Simon, i f  
i t  did not lead to fresh uncertainties and i f  "the U.S. sold gold 
from government stocks to meet some or a ll of the speculative 
demand." The United States is not averse to the idea of increasing 
the influence of the d o lla r at the expense of gold. There is  a 
considerable p o lit ic a l advantage in so doing but in ternational 
agreement w ill be very d i f f ic u l t  to reach. The more in flu e n tia l 
the U.S. economy becomes at a time when other world economies 
are experiencing severe problems, the better w ill the United 
States be able to get the International Community to bend to its  
w i l l .  France with her own pressing economic problems is now 
hardly in a position to mount a sustained attack on the U.S. d o lla r  
and perhaps the United States has been waiting fo r the r ig h t oppor­
tun ity  to get its  proposals pushed through.

The Ita lia n  Wholesale Price Index jumped by 41.8% in the 
twelve months to the end of June 1974 and the Financial Times 
reported (August 15th, 1974) that both houses of the Ita lia n  
Parliament had f in a l ly  approved the Financial Decree laws drawn 
up by the government in an attempt to reduce in f la t io n , cut 
uncontrollable increase in the public sector d e f ic it  and lessen; 
the pressure on the balance of payments by increasing to ta l tax 
revenue by an estimated £2,000 m illio n . The newspaper observed 
that the "most serious omission has been Parliament's refusal to 
re c ru it s ix  thousand new tax o ff ic ia ls  to reduce avoidance."
Tax avoidance is as Ita lia n  as apple pie is American.

The International Community was in no hurry to come to Ita ly 's  
assistance despite the fa c t that they had allowed her to use her 
gold reserves as c o lla te ra l fo r borrowing. There were s t i l l  
strings attached to the loans. Ita ly 's  c red it had become 
exhausted. I t  should come as no great surprise to learn of the 
transfer from the Bank of Ita ly  to the German Bundesbank of an



209

unspecified amount of gold to be valued at $120 do llars an 
ounce in return fo r a $2,000 m illio n  loan. In the event of 
d e fa u lt, the German government would receive gold.

The Sunday Times (1 /9 /7 4 ) reported that the U.S. C ontro ller 
of Banks had questioned the value of existing loans by U.S. banks 
to Ita lia n  in s titu tio n s . "Robert M ulling, the Deputy C ontro ller  
in charge of In ternational A ffa irs  agreed th is  weekend th at the 
practical e ffe c t would be to stop any fu rther lending to Ita ly  
by U.S. Lenders Banks." A week previously a second attempt by 
I ta ly  to raise a $200 m illio n  loan fo r the Ita lia n  State R a il­
ways fa ile d  and with I ta ly  planned to be $9,000 m illio n  in def­
i c i t  -n e a r ly  6% of her Gross National Product -  by the end of 
1974, i t  was hardly surprising that o f f ic ia ls  from the IMF should 
want some action from the Ita lia n  government to control public  
sector spending and il le g a l exports of l i r a  which could under­
mine the budgetary measures taken so recently . The in ternational 
community is ju s t not w illin g  to rush to the aid of countries 
in  trouble without considering the advantages and disadvantages 
of such action. The European economic community m inisters 
were to consider a suggestion by Ita ly  that the EEC should bor- 
rov/ Arab o il money and lend i t  to I t a ly ,  but B rita in  and France 
both big borrowers on the In ternational Market would have 
reason to be concerned a t the e ffe c t this might have on th e ir  
own cred it ratings fo r th e ir  economies were not in the sort o f 
state  where they could afford to be lib e ra l with th e ir  assis­
tance to those worse o ff  than themselves.

The 1970s have in common with the 1930s a simultaneous 
boom in many world economies, a substantial increase in world 
trade, and an unwillingness on the part of p o litic ian s  to tamper 
with a boom fo r fear of the consequences. P o litic ian s  k ille d  
time through indecision as they did in the 1930s, governments 
did not feel s e lf  confident enough to take decisive, i f  unpopular 
measures, and the mid-1970s is the legacy. "As i f ; "  commented 
fhoreau, "you could k i l l  time without in ju rin g  e te rn ity ."
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CHAPTER V I I I

MANAGEMENT BY SELF AWARENESS

"In other liv in g  creatures ignorance of s e lf  is
nature; in man i t  is v ice ."

Boethius.

In e a r lie r  chapters we considered the re la tion  between the 
entrepreneur and his firm ; we suggested that in the case of 
the Ubiquitous Entrepreneur, his perceptions and his preoccupa­
tions regarding authority had a determining e ffec t on the nature 
of his enterprise. The E lite  entrepreneur was future-oriented  
and his firm  would lik e ly  have a potential fo r growth and might 
well see that potential rea lised . The Modal entrepreneur pro­
gressed through a corporate hierarchy and achieved recognition  
and in fluence, but one aspect which a ll three of our entrepre­
neurial types possessed in d iffe re n t measure was what we called  
exteroception.

One aspect of exteroception was s e lf  awareness and we found 
evidence to suggest that this was related to p r o f i ta b il i ty ,  
awareness of employees and customers and a perception of the 
corporate environment. We suggest i t  is e n tire ly  appropriate, 
and indeed necessary, that the entrepreneur stamps his mark on 
the organisation and in these next two chapters we seek to 
enable the entrepreneur to establish a re la tio n  between manage­
ment s ty le  and organisation structure. We o ffe r him a choice 
of management styles and v;e present fo r his consideration, a 
s tra t if ic a t io n  of organisation structures. We suggest that 
management s ty le  and organisation structure can, at a p a rtic u la r  
moment in time become the determin ing factors in Corporate S tra­
tegy and in the success, survival or demise of the entrepreneur 
and his firm .

An organisation regardless of s ize , must contain a locus fo r  
decision making. The ch ief executive conceived as the notional 
power base and decision-making a c tiv ity  of the corporation must 
plan and implement policy vis a vis his competitive environment 
and he must co-ordinate the in ternal corporate a c t iv it ie s . He 
must see to i t  that his employees, whether they are numbered in  
tens or in thousands are motivated to give of th e ir  best and that 
there is no c o n flic t of in te res t between the aims of the corpora­
tio n , and the aspirations of its  employees. We suggest that the 
personality, values and characteristics of the chief executive 
be given more emphasis in the generalised models of the firm  
and that he be encouraged to in tegrate his perception of things
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in to  the practical planning of its  management s ty le , organisation  
structure and d irection  of the corporate e f fo r t .  Through an 
awareness of his l ik e ly  reaction to s itu a tio n s , his prejudices, 
perceptions and his lim ita tio n s , the entrepreneur is more e ffec ­
t iv e . Too slavish an adherence to the consideration of the 
tasks of the entrepreneur, depersonalises him; and entrepreneurs 
who read theories of m otivation, organisation structure and 
personality -  and they w ill  be few indeed -  find i t  d i f f ic u l t  
to re la te  themselves to these issues. We seek to re la te  theory 
to p rac tice , personality to p ro f ita b il i ty  and to encourage the 
ch ie f executive to in tegrate his perception o f s e lf in to the 
to ta l corporate e f fo r t .  *

The ch ie f executive must set corporate goals which are not 
only r e a l is t ic  when viewed ob jectively  but which bear an appro­
p ria te  re la tio n  to the corporations environment both in ternal 
and external. Chester Barnard, v;ho was fo r many years. P resi­
dent of the New Jersey Bell Telephone Company -  a s ig n ific a n t  
corporation by any standards -  believed that an essential execu­
tiv e  function was the "inculcation of b e lie f in the real ex is ­
tence of a common purpose." ( 4 ) Somehow the entrepreneur 
must get everybody pu lling  in the same d irection ; by so doing, 
not only w ill he increase the satis faction  of his employees, 
but i t  is l ik e ly  that th e ir  productivity w ill  improve. In a 
growth s itu a tio n , setting  objectives is a dynamic process fo r  
an objective once obtained is no longer an objective; fu rth er  
goals must be set and the mechanisms and procedures whereby 
these goals may be attained must also be set in motion. People 
must be motivated, encouraged and egged on and the entrepreneur 
must take a view on what i t  is that motivates a person in a 
p a rtic u la r s itu a tio n .

When the organisation is sm all, when perhaps i t  depends 
on the driving force of the Ubiquitous entrepreneur and his 
re lations with his subordinates or fe llow  employees, he is  
dealing with a work group of manageable s ize . As the organisa­
tion  grows, personal links become attenuated and the entrepre­
neur is  more removed from the men on the shop flo o r who, i f  he 
had a problem, could always come and ta lk  about i t .  Increas­
ingly insp iration  becomes more remote and the communication of 
corporate purpose becomes more sophisticated. Instead of man- 
management in a single group s itu a tio n . Modal and E lite  entre­
preneurs are increasingly involved in the management of man- 
management. They are necessarily required to change as th e ir  
organisations grow and they must adapt th e ir  management styles  
accordingly, but no matter what the size of the organisation, 
they w ill  be aware, in tu it iv e ly  or consciously, of the importance 
of individual motivations and th e ir  re la tio n  to groups.
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GROUP SITUATIONS AND MAN-MANAGEMENT

A group exists e ith e r by v irtue  of the physical proximity 
of its  individual members’ or by something shared in common by 
those members. "All groups are social relationships, but 
not a ll  social relationships are groups. A group involves 
some degree of co-operation among its  members fo r the a tta in ­
ment of common goals . . . .  without some degree of co-operation 
there is no group." (12  ) There must be some commitment to 
these common goals and in the social relationship that re lates  
the individual to his group, there is an obligation on his part 
not only to correctly  perceive the group's orientation but to 
p artic ip a te  in the attainment of the group goal. The group 
goal may be a production norm and the man who exceeds i t  may 
be considered as a "rate buster" and so be ostracised by the 
group. Membership implies obligation on the part of the group 
member which is not binding on non members.

Through giving his allegiance to a group and to its  goal, 
i t  is  lik e ly  that the individual w ill hold attitudes which he 
believes to be in accordance with those of the group. In a 
shop flo o r s itu a tio n , with an anti-management group, e ith e r the 
individual must adopt an anti-management stand or he must accept 
that his group ties  may be broken. Groups, depending upon the 
group goal the members share, may involve d iffe re n t degrees of 
commitment fo r d iffe re n t indiv iduals . The group is more power­
fu l than its  individual members. Its  influence is greater than 
the sum of its  component parts. A group is a force to be 
reckoned with and i f  we consider the difference between a group 
goal which is directed towards the successful growth of the corpora­
tion and distinguish i t  from a group goal which involves a pro­
duction norm we can read ily  see the relevance of groups to the 
entrepreneur.

One of the more dramatic illu s tra tio n s  of group influence 
was provided by Asch ( 3 ) .  He was concerned with the power 
that the group had over the individual in requiring him to con­
form to group pressures and adopt group norms and a ttitu d e s . He 
studied the e ffe c t of m ajority opinion by designing an experi­
ment such that the m ajority of the group members were to give 
a c learly  wrong answer to a question -  fo r example -  which of 
two lines was the longer. He concluded that fo r the most part 
his subjects respected the judgements that were expressed by the 
m ajority and they had great doubt about th e ir  own judgement 
when they disagreed. "Thus the mere assertion of m ajority  
opinion . . . .  may lead susceptible individuals to agree with the 
m ajority , even on a factual matter on which individual judge­
ment would lead to opposite conclusions."

Management s itu a tio n s , to the extent that they involve an 
attempt by the manager to influence those that he manages, are 
group situations and group situations are leadership s itu a tio n s .
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A leader, by d e fin it io n , is no longer a leader when he ceases 
to nave followers and i f  he sets himself apart by adopting a 
d iffe re n t a tt itu d e , social role or group ob jective, he runs 
the r isk  of losing his position. One of the c r it ic a l tasks 
of the leader is to ensure that his group remains committed 
to his cause. Within th is  narrow d e fin itio n  of leadership 
the entrepreneur is a leader motivating his employees towards 
â group goal which is both satisfying fo r  them and p ro fitab le  
fo r him. Schumpeter (20 ) saw one of the most v ita l aspects 
of entrepreneurship as a special kind of leadership. The 
entrepreneur exerts leadership by carrying out new combinations 
that lead the means of production in society to new channels.
We discussed the meaning of Schumpeter's new combinations in 
Chapter I I ,  but another sphere in which the entrepreneur exerts 
leadership is in designing the organisation which fo r some, 
w ill  enable them to shy away from authority s itu a tio n s , fo r  
some w ill enable them to exert authority over others and fo r  
some w il l  confirm them in th e ir  social ro le .

THE ENTREPRENEUR AS LEADER

Leadership, no less than many other sociological concepts 
has changed with the times. Up to the time of the overthrow 
of the feudal n o b ility , leadership was considered a matter of 
inheritance. Leaders were born rather than made and while  
th is  was convenient fo r the aristocracy i t  posed something of 
a problem to serious investigators. The contention that leaders 
were born and not made led to the "Great Man" theory of leader­
ship. ( 1 9 )  I f  greatness was a matter of inheritance, and th is  
was something d i f f ic u l t  to e n tire ly  estab lish , there must be 
something that made leaders great; there must be some aspect 
of th e ir  personality , th e ir  background or th e ir  upbringing 
that conferred greatness upon a man; no matter that Shakes- 
peare had previously observed "Some men are born great, some
achieve greatness, and some have greatness thrust upon them____",
leadership fo r a tim e, was correlated with privelege. The "Great 
Man theory of leadership led investigators to consider why the 
man was great; perhaps i t  was because he had certain  t ra its  which 
other men did not possess and this led to the so-called "T ra it"
approach. The possession of certain t ra its  made a man a leader 
in any s itu a tio n .

T ra its  were a confusing te rr ito ry  to explore. Bird ( 5 ) 
found 79 t ra its  mentioned in 20 d iffe re n t studies but only 5% 
of these were common to four or more investigations. S togdill

is perhaps the most comprehensive l i s t  while  
Gibb ( 8 ) commented " . . . .  the most discerning examination of the 
re la tio n  between those personality t ra its  and leadership demonstrates 
a complete fa ilu re  to .fin d  any consistent pattern of t r a i ts  which 
nlu characterise leaders." A classical study by A llp o rt and 
Udbert ( 2 ) Id e n tifie d  no less than 3,000 words in the English
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language that referred to personal q u a lities  or aspects o f con­
duct. The t r a i t  approach was by no means d e fin itiv e  and Bird 
regarded i t  as probable that investigators were dealing with 
semantics fo r the v a rie ty .o f t ra its  cited by various investiga­
tors had much in common, but the common ground was d i f f iu c l t  to 
f in d . The only clear generalisation to be inferred thus fa r  
was that leadership was c learly  a function of the personality  
of the leader. ' .

Gouldner ( 10 ) attempted to c la r ify  th is  s ituation by de­
fin ing  a t r a i t  as " . . . .  a deep going persistent motivation ___
which may produce variable behaviour, but variable w ithin certain  
l im its . He integrated both personality variables and the con­
cept of groups into the argument and suggested " . .  . .  there can 
be l i t t l e  doubt that leadership is a function of the leader.
What is crucial in operative terms is whether what he brings 
measures with what others bring to the group." The emphasis 
had shifted and while we do not necessarily cred it Gouldner 
with causing i t ,  he certa in ly  contributed to i t .  Where once 
the emphasis was on the leader and his a b il ity  to lead any group 
in any s ituation  now, more than ever the group and the s ituatio n  
demanded certain  things from the leader.

In both a corporate and a social context, the leader is no 
more a man fo r a l l  seasons, but achieves his position through 
exerting an influence re la tiv e ly  greater than any other individual 
in the group. He is a man who becomes a leader in a p a rtic u la r  
s itu a tio n , but th is  capab ility  is not necessarily transferable to 
any s itu a tio n . The corporation may outgrow the entrepreneur's 
capacity to manage i t  and the individual leader in one s ituatio n  
cannot reasonably expect his influence to be extended in perpetuum.

We should distinguish between types of leader. Gibb ( 9 ) 
conceived of three generally accepted types. F irs t , a person may 
achieve pre-eminence by unique attainment; Einstein was a leader 
Tn his f ie ld  and so are many men who achieve pre-eminence in a 
f ie ld  which may not necessarily involve them in a group s itu a tio n . 
Secondly, he may be appointed to a position by others. The appoint­
ment to a position of leadership in an established in s titu tio n  or 
organisation does not mean that the man could have risen to that 
position without a l i t t l e  help from those with influence. That 
he has managed to persuade those with influence that he is capable 
and w ill not disappoint them, is a measure of the individuals  
capacity fo r in fluence, but having been appointed to a position , 
there is no guarantee that he w ill succeed. The Conservative 
Party leader of 1972 w ill be un like ly  to occupy that position  
beyond 1975; he has lo st two elections. Mr. Nixon, the former 
president of the United States of America, is now no longer a 
leader; he fa ile d  to keep w ithin the bounds of acceptab ility  
and w ill die deposed i f  not easily  forgotten. He offended 
against the s e n s ib ilit ie s  of the mass of his followers -  something 
which clandestinely he had done fo r many years -  but something
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which when brought out in the open proved unacceptable. He 
became increasingly out of touch and out of favour; he was too 
remote, too daimonic, too insensitive.

The th ird  kind of leader may emerge from a s ituatio n  as the 
individual v/ho articu la tes  the goals of his follow ers. In a 
group s itu a tio n , the man who verbalises, articu la tes  and who 
manages to adapt himself to changing circumstances, is  a leader, 
the appointed leader, perhaps the Modal entrepreneur, who con- 
siders care fu lly  the requirements and the needs of his fo llow ers, 
retains his position . The entrepreneur who in a growing organi­
sation recru its  the followers and stamps his mark upon them also 
remains a leader, but in the case of both the appointed leader 
and the man who rises to a position that may outgrow his a b il i ty  to 
handle i t  unless he adapts to his changing role in a changing 
s itu a tio n . The three variables of group, leader and s itu a tio n  
are inseparable, but leadership requires certain q u a litie s  and 
i f  we cannot ca ll these t r a i t s ,  a t least the leadership ro le  
demands certain  a b i l i t ie s .

Nayacakolov (18  ) suggests that the leadership ro le  demands 
both foresight and planning a b i l i t y . The leader must be able 
to size up the s ituation  and in terp reta te  i t  to his fo llow ers.
He must " -----  conceptualise th e ir  problems by closely defining
the nature of th e ir  wants in re la tio n  to the available means 
of achieving them." He also emphasises the need fo r an organ­
ised group and th is  enables us to view the leadership s itu a tio n  
as a goal-directed s itu a tio n . The leader is perceived by his 
followers as a means to achieving group goals; but i t  is  not 
enough merely to share the goals of the group, i t  is important 
to communicate that he has an understanding of the goals and 
theTr re la tio n  to the needs of the group. In order to do so
he must take some view on what i t  is that motivates his fo llow ers , 
what i t  is  that w ill  s a tis fy  them, what i t  is ,  in a word, that 
w ill  make them fo llow . The leader partic ipates in defining  
the goals, but he can only a rtic u la te  goals which he believes  
w ill  be acceptable to his fo llow ers.

The leader becomes a determining fac to r in a group s itu a tio n  
fo r i t  is through him that goals are both perceived and a rtic u ­
lated and the more goals that the followers can see to be a tta in ­
able by a single path, (through following the leader) the more 
l ik e ly  i t  is that they w ill take that path. Thus, as well as 
sizing up a s itu a tio n , the leader must in te rp re t i t  to his followers  
Tn such a way that he is perceived as a means to an end. He 
must have the a b il i ty  to place himself in th e ir  shoes and in te r ­
pret situations through th e ir  eyes. The leader who is too remote, 
too divorced from an understanding from what his followers req u ire , 
too d irec tive  or too fa r  out fro n t ceases to be a leader. He 
must possess, lik e  most people in a social s itu a tio n , a measure 
of empathy, he mus.t be sensitive to what his followers require
tjirouqh being able to place himself in th e ir  s ituation  i f  not 
l i t e r a l l y ,  then at least conceptually.
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I t  should be clear that the leader, i f  he does not e n tire ly  
id e n tify  himself with his followers at least must be perceived 
by them as "one of us". He must not operate at a level which 
is  too fa r  removed from that of the group, and re ferring  to 
in te llig en c e , Gibb ( g ) observed d r ily  " ___  the evidence sug­
gests that every increment of in te llig en ce means wiser govern­
ment but the crowd prefers to be ill-governed by those i t  can 
understand." Here is a salutary lesson not only fo r p o lit ic a l  
leaders but fo r the corporate executive. Whatever ro le he 
plays in the scheme of things, as chief executive, manager or 
foreman, he must necessarily take a view on motivation. Leader­
ship is not merely a Machiavellian a b il ity  to manipulate s itu a ­
tions to advantage, although sometimes i t  may be. The e ffec tive  
leader may be fraudulent with his followers and yet not fool 
him self. S e lf awareness, a perception not only of s e lf  and of 
s itu a tio n s , but a perception of s e lf  in re la tio n  to situations  
and id e n tific a tio n  with aspects of them, is important. The 
executive must understand not only himself but his m ilieu , 
and an aspect of th is  understanding is what we e a r lie r  termed 
exteroception.

Indeed, in our consideration of the entrepreneurial persona­
l i t y  in Chapter IV , perhaps we were, by im plication, discussing 
not only the personality characteristics of the entrepreneur, 
but also those of the leader. We considered the aetiology  
of such variables as a ffec tive  d issociation, now we see these 
variables reflected  as the a b il it ie s  and related to the tasks 
of the entrepreneur as leader.

Both leader and entrepreneur must take a view on the 
motivations of his followers fo r by a correctly conceived 
view of individual motivation his task is  made easier and his 
probab ility  of successfully remaining a leader is immeasurably 
increased.

I f  we accept that individual behaviour is essentia lly  
goal-d irected , then what w ill  be the lik e ly  reaction of the 
individual to having an obstruction placed between him and 
his goal? Figure 8 -  1 il lu s tra te s  the in d iv idual's  l ik e ly  
reactions to a s ituation  of fru s tra tio n  when his path to a goal 
is blocked. We suggest that the fundamental aim of goal- 
directed behaviour is need s a tis fa c tio n . Some "cue" arouses 
a state of anxiety in the ind iv idual; he wishes to a tta in  a 
goal and behaviour is the observable phenomenon. The cue 
arouses a feeling o f anxiety in the in d iv id u a l, and he seeks to 
re lieve  that anxiety, or a t least reduce i t  to manageable 
proportions, so as to a tta in  a re la tiv e ly  stable state of psy­
chological equilibrium .

We can conceive a continuum showing possible a lternatives  
adopted when the path to the goal is blocked. Wolff (23) used 
a s im ilar type of continuum in explaining certain concepts in 
psychotherapy, and the author used one s im ilar to th is  in a pre­
vious study.
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FIGURE 8  -  1

MOTIVATION AND BEHAVIOUR

A CONCEPTUAL CONTINUUM OF HUMAN BEHAVIOUR
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Note that each stage of the continuum is associated with an 
increasingly urgent form of goal directed behaviour. The aim 
of th is  goal-directed behaviour is to sa tis fy  a need. Need
satis fac tio n  results in a state of stable equilibrium . At the
end of the continuum, i . e .  a t the despair stage, goal displace­
ment occurs. In other words, when the individual is unable to
achieve the goal, he attempts to a tta in  a substitute goal in  
order to at leas t p a r t ia lly  s a tis fy  his need.

I f  we follow  the behaviourist school, learning is a central 
concept in m otivation. There is a process or preparatory a c t i­
v ity  which has its  consequences in goal orientated a c t iv ity .  In
the case of a simple physiological need such as hunger, food 
deprivation is the need, the physiological consequence of that 
need -  hunger -  is the d riv e , and the successful goal a c t iv ity  -  
eating -  reduces the drive by satisfying  the need.

M otivation, the drive to sa tis fy  a need can be purely psy­
chological and once we move to the unconscious le v e l, motives are 
not necessarily c lear to the person who is expressing them. A 
man's actual behaviour as observed by others, may properly be 
in terpreted as a symbolic representation of hidden or unconscious 
motives; thus s trik e  action on the part of a labour force may be 
apparently about money but in fac t be about something e n tire ly
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which they consciously or unconsciously aspire.

More recently the so-called Cognitive Theorists have increa­
sed our understanding of human motivation. Behaviour serves 
some sort o f purpose fo r the in d iv id u a l, whether in approach 

in c^oidance. whether conscious or unconscious. The view 
+hf takes on situations in re la tion  to h im self,
the attitudes which he adopts, have motivating consequences 
j  „ Attitudes may be distinguised from values, which run

or negative about clam chowder and i t  is possible to have an 
positive or negative about a p o lit ic a l p rin c ip le ; 

attitudes have motivating consequences fo r the individual and 
they serve a function fo r him; they lead him to indulge in
+^Tîiîm^ j  ® p a rtic u la r s itu a tio n . An a ttitu d e

resu lt in as strong a behavioural res-
?c a M iff  XU trade unions or capitalism . There
linnc strength o f response e lic ite d  by p articu la r s itu a -
nn îh • ̂ t^is response depends not only on the s itu a tio n , but
on the individuals subjective perception of the consequences 
of that s ituation  or event fo r him.

f  suggests that attitudes serve a cognitive purpose
for the ind iv idua l; they reassure him and confirm his idealised  
s e lf  image and a t the same time enable him to s im plify , neutralise  
or evtn deny some external threat to that s e lf  image. They help 
him to make the world meaningful and serve as a psychological 
Shorthand.  ̂ The employee who has a positive a ttitude  to m ilita n t  

u  ̂ negative a ttitu d e  to corporate p ro f ita b il i ty
iL h +  Tk actions of management in a favourable

Will likely be considerable.

group^"bSt\h ly ’ holding^a°grl2p IttitS deI't% *1de% t1fy"2 ith°a

" rather than see i t  as I t  re a lly  Is . Abelson (1) sees 
attitudes as serving: an ego defensive function.

Thus we see that the crucial function of a ttitudes is a u t i l i ta r ia n
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one, sometimes referred to as that of cognitive consistency which 
Cohen ( 7  ) sees as " a p rincip le  based on the notion that 
psychological structure is  composed of an in tegrated, organised 
set of cognitions regarding some object or event." The word 
cognition denotes the image of the world held by the individual
person, " ___  his réponse to persons, things and events are
shaped in part by the way they look to him . . . , "  Human cogni­
tiv e  reactions lik e  perceiving, th inking, imagining and reason­
ing a ll represent e ffo rts  a fte r  meaning and lead us to assume 
an essential ra tio n a lity  in human beings and th e ir  a f fa ir s .  Be­
haviour and attitudes are not only consistent to the outside 
observer; individuals try  to appear consistent to themselves, 
but th is  does not mean that man is rational such that each 
person given the same set of fa c ts , w ill  reach the same conclusion. 
We a ll operate partly  ra tio n a lly  but partly  emotionally and i f  v/e 
hold a ttitu d es , i f  we are aware of our attitudes and the extent 
of th e ir  ra tio n a lity  or ir r a t io n a lity ,  we are that much more 
e ffe c tive  in analysing not only our own reation to situations  
but that of other ind iv iduals .

I t  is relevant fo r  the leader to appreciate the function  
which attitudes serve fo r the in d iv id ua l. Dependent upon the 
strength of the a ttitu d e  that an individual holds towards group 
goals, corporate objectives or m ilita n t trade unionism i t  should 
be clear that the executive who can foster a positive a ttitu d e  
towards corporate objectives on the part of his employees has an 
immeasurably better chance of leading his company towards p r o f it ­
a b il ity  and his employees to a feeling of s e lf  worth through th e ir  
a c tiv it ie s  in his enterprise. I t  w ill be immediately clear 
that the executive who is faced with employees holding negative 
attitudes w ill have an uphill struggle fo r now he must try  to 
change th e ir  a ttitu d e ; he must try  to change th e ir  group a l le ­
giance away from th e ir  leader and towards him.

Ruthlessness and single mindedness have a place in manage­
ment. The executive who is faced with a group under a powerful 
leader, a group which opposes him, can perhaps best s ta r t  the 
process of a ttitu d e  change, by e ith er persuading the leader that 
he is  wrong -  and th is  is the most preferable course -  or by 
destroying the leader and assuming leadership of the group him­
s e lf . In a smallish enterprise this is a re a lis t ic  o b jective , 
but in an organisation which employs thousands of people i t  is  
no easy task.

We can see from Figure 8 -  1 that an obstruction to goal 
attainment creates a feeling  of anxiety in the in d iv id u a l, or in  
the group. An unresolved feeling  of anxiety leads the individual 
to other means of a tta in ing  his goal. He may go through various 
irra tio n a l stages. Emotion may cloud his ra tio n a lity  and he 
may proceed from a s ituation  of heightened anxiety to a s ituatio n  
of panic, te rro r (we use these words in a psychiatric sense) and 
ultim ately to despair. The consequence of despair is  that the 
individual w ill e ith er (1) accept his s itu a tio n , (2) destroy him­
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s e lf  -  fo r th is  is a means whereby the individual employs objec­
t iv e ly  irra tio n a l methods to achieve what fo r him are subjectively  
rational ends -  or (3) he may indulge in behaviour which w ill serve 
the purpose of reducing his anxiety while not p rac tic a lly  a tta in ing  
his goal. Instead of concentrating on the goal which he o rig in ­
a lly  had in mind he w ill seek a substitue goal. In psychiatric  
terms, looking at d ir ty  pictures may be a substitute fo r the real 
thing; in a corporate s itu a tio n , a s trike  may be preferable to 
a wage increase.

In the case of a withdrawal of labour, goal displacement has 
occurred, not only th a t, the individual or the group has attacked 
the source of th e ir  displeasure fo r th is is the fourth a lte rn a tive  
which they are able to adopt in terms of our model. Men use 
ir ra tio n a l means to obtain apparently rational ends and i f  the 
corporate leader is not e n tire ly  up to date with the la te s t theories 
on human m otivation, a t least he takes a view on them, fo r in  
the work s ituation  he must do th is . Whether his view is correct 
or incorrect, subjective or ob jective, he must be aware of himself 
in re la tio n  to his ro le , his resp onsib ilities  and his social m ilieu . 
Commentators on industria l motivation and the structure of organi- 
sations, have drawn attention to the motivation of employees, how 
they should be organised and what needs they have. I f  they appear 
to have read the entrepreneur out of the corporation i t  is impor 
tan t fo r us to consider th e ir  findings and perhaps we can re la te  
theory to practice and at the same time il lu s tra te  some of the 
points we have made above.

MOTIVATION AND MANAGEMENT 

TAYLOR'S PIG IRON EXPERIMENT

Early in th is century Taylor (22 ) demonstrated now, by showing 
a w illin g  worker how to load a truck with pig iro n , by tra in in g  him 
in the most e f f ic ie n t  method of work, he could s ig n ific a n tly  increase 
the productivity of his experimental workers. Taylor's view of the 
individual was of a man motivated by money and job security; those 
who did not produce could be fire d  and those who produced beyond 
the norm would receive a s ig n ific an t bonus fo r th e ir  e ffo r ts .  
Management, by th is reasoning, consisted in showing the worker how 
to do something and making sure he did i t  they way he had been to ld ;  
employees were treated as units of production and whatever the 
value judgements which c iv ilis e d  men may have on this view of man, 
i t  worked. _ Let us however examine a more s ig n ifican t experiment 
and In p a rtic u la r, le t  us consider some more sophisticated views 
on motivation and management.

MASLOW'S NEED HIERARCHY

Maslow's need hierarchy bears an important re la tio n  to the 
structure of an organisation and the s ty le  of management adopted.
We now seek to bring together in some framework:
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(1) , Man as an individual v/ho has certa in  needs.

(2) The means v/hereby man realises his needs 
through group behaviour and in te r  personal 
contact.

(3) The means whereby a conception -  in tu it iv e  
or otherwise -  of man's needs can be re la ted  
to man management in an organisation.

Through Maslow's need hierarchy v/e can p a ra lle l the develop­
ment of man as an individual and also venture b r ie f ly  a view of 
man as a member of a group and a product of his society. Maslow (15) 
suggested that primary needs such as those fo r food, clothing and 
shelter must be sa tis fied  before the individual was able to pro­
gress to the sa tis fac tio n  of secondary and te r t ia ry  needs. A 
man v/ho is earning less money than he requires in order to feed 
himself and to provide she lte r and food fo r himself and his 
fam ily , regards the satis factio n  of these primary needs as an 
immediate p r io r ity . He is too involved in survival to be con­
cerned with sophistication and so we suspect that Taylor's pig- 
iron experiment worked, in part because of the structure of the 
society in which Taylor conducted his experiments. The society 
in Taylor's  time - America of the early Twentieth Century - had 
not been noted fo r its  compassion. Unemployment was then and is  
now, a powerful motivator in a society which is  less "c iv ilis e d "  
than others of the contemporary west.

The employee who is working in order to l iv e ,  has time to 
consider only the very basic needs for food and shelter which 
Maslow described as primary needs. ■ Needs for social contact, 
companionship and security wmch, broadly speaking, Maslow defined 
as secondary needs, can only have a motivating influence on the 
indTvidual when his primary needs are s a tis fie d . Taylor's  p ig- 
iron experiments were successful because they concentrated on man 
as an e f f ic ie n t  machine rather than man as a developing individual 
with requirements beyond the basic needs of food, clothing and 
sh e lte r. The work of Elton Mayo (16 ) il lu s tra te s  a development 
not only in the state of awareness of a sophisticated society but 
also in the development of man as an in d iv id u a l. Arguably Mayo's 
work confirms Maslow's view of things, and lik e  many advances 
in the f ie ld  of human a f fa ir s ,  Mayo's work contained a measure 
of serendipity; his findings constituted an accidental discovery.

U ntil the early  1930s i t  v/as accepted by many people th a t 
employees were n atu ra lly  lazy and were not interested in working. 
Their main in teres t v/as in money and s u rv iva l, and the major inves­
tig a tio n  which came to be known as the Mayo-Hawthorne experiment 
was carried out between 1927 and 1932. P rio r to the entry of 
Mayo's investigators into the Hawthorne d ivision of the Western 
E le c tric  Company, one experiment in p articu la r had aroused th e ir
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in te re s t. A number of engineers had been conducting an enquiry 
into the e ffe c t of ligh ting  conditions on productiv ity . Two 
groups of workers were isolated and the ligh ting  conditions were 
varied fo r one group. The resu lt was that productivity fo r both 
groups rose and no s ig n ifican t differences in output was found 
between the two groups. This was surprising indeed, fo r i f  
ligh ting  were to have an e ffe c t on productivity then surely i t  
snould apply fo r one group only.

Mayo and his investigators started th e ir  enquiry with six  
female operatives engaged in assembly work. They in s titu te d  
various changes to do with payment schemes, rest pauses, shorter 
hours and refreshment; almost without exception output increased 
with each change that was made. As the number and variety  of 
the experimental changes increased i t  became increasingly clear 
to Mayo and his colleagues that there were more variables involved 
than met the eye. Mayo commented that the workers were activated  
by "a logic of sentiment" whereas management was concerned with 
the "logic of cost and e ffic ien cy ."  Perhaps even to-day th is  
highlights the importance of c o n flic t in  an organisation where the 
goals and objectives of workers and management are not the same.
I t  underscores our assertion that i t  is  management's job to lead 
such that corporate goals are perceived as group goals.

I t  is probably true to say that the Hawthorne experiment con­
stitu ted  a: breakthrough in the way in which workers and manage­
ment perceived both themselves and one another. I t  demonstrated 
the importance to the individual of having attention paid to his 
in d iv id u a lity ; i t  confirmed Mayo in his wider thinking that what 
he called the "rabble hypothesis" about human behaviour was e n tire ly  
fa ls e . Each in d iv id u a l, according to th is rabble hypothesis, 
was motivated by his own s e lf  in teres t and was not re a lly  in te r ­
ested in making a contribution to the whole.

Mayo saw one of the major tasks of management as the a b il i ty  
to organise workers and management towards the same goals both fo r  
themselves and fo r the organisation for which they worked. His 
experiments and his writings mark a watershed in the development 
of industria l re lations and i f ,  before Maslow's time, his experi­
ments confirm Maslow's hypothesis, then so much the b e tte r. The 
problem with Maslow's need hierarchy is that i t  is d i f f ic u l t  to 
em pirically va lid a te , but we suggest that Taylor's pig-iron experi­
ment bears a relevant re la tio n  to Maslow's primary needs, that 
Mayo's investigations h igh light Maslow's secondary needs'and that 
a ll three investigators, whether im p lic it ly  or e x p lic it ly ,  suggest 
an approach to man and his motivations that is persuasive and 
d i f f ic u l t  to ignore. Arguably we can see the so c ia l, p o l i t ic a l ,  
and economic development of a society mirrored in these research 
findings and commentaries.
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Maslow's te r t ia ry  needs are more e lusive. Once the requirement 
fo r food clothing and she1 te r  as primary needs, and the requirements 
fo r  secu rity , opportunity fo r advancement and an a b il i ty  to exer­
cise responsib ility  -  in short the social needs -  have been s a tis ­
fied  the te r t ia ry  needs come into play. Maslow referred to what 
he called s e lf ac tua lisation . He seemed to be saying that once 
a man was fed and was in a secure job where he f e l t  he belonged 
to a social group, where he had the opportunity fo r human contact; 
once these needs had been s a tis fie d  he looked fo r other means whereby 
he could f u l f i l  himself as an in d iv id u a l.

Once a man is s a tis fie d  that he has achieved his objectives 
in one area he w ill move on to seek s e lf-fu lf ilm e n t in another, 
but as we have drawn a continuum between the Ubiquitous entre­
preneur and the Modal entrepreneur, so, there may be throughout 
the corporation, a point a t which a man decides he has enough; 
the individual recognises his lim itations or is  sa tis fied  with 
his ro le  and status in society or the corporation; He perceives 
that i t  would be foolish  fo r him to go fu rth e r. I t  may therefore  
be re la tiv e ly  easier to sa tis fy  the requirements of a man on the 
shop flo o r than to sa tis fy  the requirements fo r s e lf fu lfilm e n t  
of a chief executive or any other individual who has already 
found his primary and secondary needs s a tis fie d .

HYGIENE AND GROWTH FACTORS

More recently two investigators, Hertzberg and Blake (11) (6) 
put forward some views on what they consider to be fundamental 
ingredients in man's behaviour. One o f the aspects of the work 
situation  that Hertzberg p a rtic u la rly  emphasised was job enrich- 
ment. This required that the job be developed so that^the  
employee could find some potential w ithin his job fo r his own 
personal psychological growth. In one experiment involving  
job-enrichment in a large company Hertzberg and his associates 
demonstrated how job enrichment could pay o ff p ra c tic a lly . The 
employees in th is  instance were correspondents whose job was to 
w rite  le tte rs  to the shareholders of the company. These le tte rs  
were f i r s t  v e r if ie d , checked and again rechecked by a supervisor 
who signed them and was responsible fo r th e ir  qu ality  and th e ir  
accuracy. The supervisor was also required to deal with any 
d i f f ic u l t  and specialised questions.

The type of changes which were in s titu ted  and which led to 
the enrichment of jobs involved making correspondents d ire c tly  
responsible fo r the q u ality  and accuracy of le tte rs  and also 
getting them to sign th e ir  names to every le t te r  they sent instead 
of w riting  the le t te r  fo r th e ir  supervisor to sign. The conse­
quence was, almost in va riab ly , an increase in both performance 
and job s a tis fac tio n , not only on the part of the employee, but 
also on the part of the supervisor who was himself able to enrich 
his job and introduce into i t  a managerial component.



224

There is an important d istinction  between job enrichment 
and merely loading the individual with more work. Job enrich­
ment arose out of previous experiments by Hertzberg and implied 
in them was a view of the needs of the individual fo r he d iffe re n ­
tia te d  between two d iffe re n t ranges of man's needs. A survey 
of 200 engineers and accountants resulted in the suggestion that 
job satis factio n  and d issatisfaction were not merely d iffe re n t  
ends of a continuum involving the same factors but, Hertzberg 
suggested, e n tire ly  d iffe re n t factors were involved. Hygiene 
factors were concerned with the job environment rather than the 
job i t s e l f  but both hygiene factors and» what he termed growth 
factors had to do with man's need to recognise his human poten­
t ia l  fo r perfection. Determinants o f job satisfaction  were 
those such as achievement, recognition, the a ttrac tio n  of the 
work i t s e l f ,  responsib ility  and advancement. I t  is in teresting  
to note that the lack of these factors was not mentioned fr e ­
quently in connection with job d issatis fac tion . Hertzberg's 
conclusion therefore was that these two fee lings, d issatis faction  
and satis faction  were not opposites but rather were concerned 
with d iffe re n t ranges of man's needs. The various factors  
associated with job d issatis faction  were those stemming from 
man's need to avoid physical and social deprivation -  the needs 
fo r food, warmth, avoidance of pain, safety , security and a 
sense of belonging. Factors contributing to job satis faction
were the motivators concerned with growth and development.-------
Those fac to rs , the lack of which contributed to job d issa tis ­
faction - the hygiene factors -  involved hygiene or environ­
mental maintenance and factors lik e  company po licy, the nature 
of the supervision, sa lary , in te r personal relations and working 
conditions.

The important contribution that Hertzberg has made to job 
enrichment is s im ilar in some respects to that of Taylor. Both 
Hertzberg and Taylor were concerned with designing jobs fo r emplo­
yees but th e ir  philosophical stances are e n tire ly  d iffe re n t. 
Whereas Taylor was interested in sim plifying work in order to 
increase effic iency  so treating  the employee as an e f f ic ie n t  or 
in e ff ic ie n t u n it , Hertzberg's stand was that jobs be enriched 
to include both growth factors and hygiene factors. Thus, 
management could cater fo r man's need to recognising his human 
potential on the one hand, and to avoid deprivation on the other. 
There seems to be a marked s im ila r ity  between 
Hertzberg s growth factors and Mazlow's concept of s e lf  a c tu a li­
sation, and between Hertzberg's hygiene factors and Mazlow's 
secondary needs.

I f  conceptually we have id en tified  some important variables  
and discussed some relevant findings, perhaps now the fundamental 
contribution that researchers can make to the functioning of the 
organisation is to do with implementation. I t  might be argued 
that u n til some substantial breakthrough is made with regard to 
the nature of man we ought to be content with turning the various 
research concepts to practical benefit by implementing them in the 
work s itu a tio n .
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BLAKE"S MANAGERIAL GRID

Blake, lik e  other w riters on industria l behaviour, put fo r ­
ward two fundamental ingredients of managerial behaviour. One 
was to do with the task and the other to do with the people.
Blake attempted to bring together in some way, the po larisation  
between production and people, and through his "managerial g r id " (6) 
i t  is possible to place a manager somewhere on a chart with two 
axes representing a score on both "people" and "production". One 
basic assumption is that management's job is to foster a ttitudes  
and behaviour which can lead to the achievement of organisational 
goals, which goals are not in c o n flic t with the needs of the mem­
bers of the organisation.

By stim ulating c re a tiv ity , permitting experimentation and 
learning from th e ir  in teraction  with others, managers can become 
that much more e ffec tive  in achieving a desired standard of per­
formance. Blake advocates a systematic programme of organisa­
tional development which w ill incorporate and in tegrate a concern 
with production with a concern fo r people. He accepts that con­
f l i c t  w ill  occur but i f  problems are faced squarely as problems 
and not as personal disputes the like lihood is that the outcome 
to the c o n flic t w ill be positive . The consequence of c o n flic t  
need not be a win or lose power struggle which quite possibly is  
resolved by reference to a th ird  and possibly more senior party .
The assumption is that agreement is possible and that the c o n flic t  
can become depersonalised so increasing its  chances of reso lution.

The manager who scores high on both people and on production 
must take a view both on himself and on the people he manages.
He must understand how he w ill behave in a certain s ituation  and 
the reaction that his behaviour w ill  e l ic i t  from others. To 
th is  extent therefore Blake is advocating management by s e lf  
awareness.

The problem arises how to create the ideal manager according 
to the managerial g rid . Managers are expected to move towards 
a fu l l  score on both production and people. I t  could be argued 
that in so doing the manager becomes more s e lf  aware and thereby 
more e ffec tiv e  and indeed th is  lin e  of reasoning is persuasive; 
but what of those managers v/ho find the ideal as proposed by 
Blake to be at variance with th e ir  value system, with th e ir  s ty le  
of management and with the ir-personalities?  Are we not perhaps 
asking these managers to adopt a role manufactured fo r them by 
industria l psychologists, a ro le fo r which th e ir  personalities are 
e n tire ly  unsuited? The answer to th is  d i f f ic u l t  question is  
p a r t ia lly  contained in the conception of a grid and a gradual 
progression towards the ideal rather than a requirement fo r some­
thing th e o re tica lly  ideal but p ra c tic a lly  beyond the reach of the 
average manager.
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"PEOPLE" AND "PRODUCTION" ORIENTATIONS

L ikert ( 1 4 )  f e l t  that there was adequate research evidence 
to show that departments which were low in effic iency  tended to 
be in the charge of supervisors who were job centred. Those 
supervisors who were "employee centred" emerged with the best 
performance records, fo r they regarded th e ir  job as dealing with 
human beings and not production un its . They exercised general 
rather than detailed supervision and tended to communicate goals 
to th e ir  subordinates, helping them and not coercing them to be 
e f f ic ie n t .  The job centred supervisor was job oriented rather 
than employee oriented. Typically  he kept his subordinates 
busy on a specified work cycle about which no discussion was 
e ith e r encouraged or s o lic ite d . He set time standards rather 
than production goals and his employees produced less.

Inevitab ly  we are drawn back to the f ie ld  of leadership.
The employee-centred supervisor is essentia lly  a leader. By 
understanding the people that he leads he is that much more able 
to communicate with them and to get them behind him. He re­
quires to be sensible of the feelings that motivate his subordi­
nates and he requires considerable inter-personal s k i l ls .  His 
followers perceive him as leading them toward goals which they 
themselves perceive as desirable. This is d iffe re n t to the 
job oriented supervisor who forces individuals or groups towards 
goals which are neither communicated nor necessarily considered 
desirable by the group.

' Managers by th e ir  actions and by th e ir  observable behaviour 
put across a view of man to th e ir  subordinates. The manager's 
behaviour is designed to e l ic i t  an appropriate response from 
those subordinates and in the complicated interpersonal exchange 
of action and re-action which occurs in his organisation, in time 
the individual manager w ill be perceived in a certain way by his 
subordinates and they w ill react in a way which they consider 
appropriate. The authoritarian  manager w ill evoke e ith e r a sub­
missive reaction from his subordinates or he may find he has no 
subordinates le f t .  The laissez fa ire  manager w ill e l i c i t  a 
certain  response, but both" action and reaction are based upon the 
in d iv id ua l's  perception not only of his subordinates, but of him­
s e lf .

McGrègor (17  ) saw management as implying certain basic 
assumptions abouu human m otivation. His "Theory X" characterised  
man as follows:

(1) "The average human being has an inherent d is lik e
of work and w ill avoid i t  i f  he can."

(2) "Because of th is human characteris tic  of d is lik e
of work most people must be coerced, contro lled , 
directed , threatened with punishment to get them 
to put forth  adequate e ffo r t  toward the achieve 
ment o f organisational ob jectives."
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(3) "The average human being prefers to be d irected, which 
is  to avoid resp o n s ib ility , has re la tiv e ly  l i t t l e  ambir 
t io n , wants security above a l l . "

The assumption that man is  naturally  lazy w ill probably 
resu lt in an authoritarian  and re s tr ic tiv e  type of management; 
people must be forced to work and th e ir  motivation and needs are 
e n tire ly  represented by th e ir  observable reaction to certain  
behaviour on the part of management.

Taylor's p ig-iron experiment seems to have had th is  "Theory X" 
as a basis fo r its  success and indeed there may be a great deal 
to commend the "Theory X" postulation i f  i t  is considered purely 
in terms of productivity re la tiv e  to some a rb itra ry  standard.

I f  however we look deeper into human motivation in the 
human organisation a d iffe re n t view of man emerges and a d i f fe r ­
ent management sty le  becomes so much more plausib le . Manage­
ment s ty le  w ill be determined by the view of man expressed as 
e ith e r "Theory X" or "Theory Y" and "Theory Y" assumptions were 
to ta lly  d iffe re n t:

(1) "The expenditure of physical and mental e f fo r t  
in work is as natural as play or res t."

(2) "Man w ill exercise s e lf d irection and s e lf con­
tro l in the service o f objectives to which he 
is  commited."

(3) "The average human being learns, under proper 
conditions not only to accept but to seek res­
p o n s ib ility ."

According to "Theory Y" view o f things, productivity w ill  
rise  along with need s a tis fac tio n . I f  the individual requires 
to expend physical and mental e f fo r t  as a matter of course, i t  
becomes management's job to see to i t  that such expenditure of 
e ffo r t  is in a direction consistent with the goals of the organi­
sation. I t  becomes important fo r management to define those 
organisational goals and to communicate them to the subordinates.
I f  i t  is correct that subordinates are not adequately rea lis in g  
th e ir  potential and they are indeed searching fo r re sp o n s ib ility , 
then how much easier and how much more e ffec tive  is the manager's 
task i f  he can be assured that the employees are pu lling in the 
same, d irec tio n . I t  is in f in ite ly  preferable to have an employee 
who is vo lu n tarily  attempting to achieve organisational goals 
through satisfying his own needs than fo r  a management to to ta lly  
oppose the employee's needs and coerce him to an obedience which 
results in continual resistance and continual c o n flic t.
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I t  would be strange indeed 1f the "Theory X" man's view of
himself was the same as his view of other ind ividuals; but per­
haps th is  is the case fo r  the "Theory X" man's view is lik e ly  to 
be re flected  in his behaviour in the management hierarchy. With 
subordinates he is lik e ly  to be task oriented rather than in d i­
vidual oriented, he is authoritarian  with those over whom he 
ahs contro l, but to those who control him he is  submissive. This 
does not re a lly  c o n flic t a l l  that much. I t  appears that his sub­
mission to others underlines his view of man and in the category 
of man he includes him self. Perhaps the "Theory X" individual would 
score high in n Power; maybe he is s im ilar to a Ubiquitous entrepreneur?

. E ither the "Theory X" man is honest, i f  misguided, in his 
view o f both him self and others or he regards his managerial func­
tion as a role which can be turned on and turned o f f ,  and which 
IS his corporate face rather than his domestic and personal charac­
te r .  Whichever way one looks at i t ,  "Theory X" in the advanced 
in dustria l societies is both an undesirable and inappropriate.means 
of managing - a t least th is is what the management researchers seem 
to be saying ; but is i t  that bad? I f  the c rite rio n  at issue is  
whether the manager is e ffec tiv e  in achieving corporate goals rather 
than whether he is e ffe c tiv e  in achieving a measure of s e lf  a c tu a li­
sation fo r h im self, then perhaps "Theory X" w ill  do. Whichever 
view we take, managers can surely benefit from s e lf awareness.

V/e do not suggest that the ideas of these various commentators 
are without meaning but perhaps they fa l l  short in that they do 
not stress e x p lic it ly  the concept of management by s e lf  awareness.
Maybe a knowledge of s e lf  can contribute to a knowledge of others 
or vice versa. Maybe the e ffec tive  manager is  the honest manager -  
honest with both himself and his employees. Maybe i t  is too much 
to expect fo r men to f i t  in to  a pattern of management designed fo r  
them by some other party. We suggest that the most e ffe c tiv e  
manager is the manager who designs his own managerial g rid  and who 
uses his inter-personal s k il ls  and awareness of himself as an in d i­
vidual to be sensitive to the needs and desires of those whom he 
manages. I t  is p e rfec tly  possible to find  an organisation trading  
extremely p ro fitab ly  and run by a holy te rro r who has no concern 
whatever fo r those whom he hires or f ir e s . I f  the c r ite r io n  is 
p r o f ita b il i ty  and i f  th is  is the sole c rite rio n  then th is  can qu ite  
possibly be achieved by the exp lo ita tion  of employees who need the 
money they earn and who fear that they may lose th e ir  jo b . I t  
IS p erfectly  possible to motivate people by money and fe a r . Enough 

pressure at the r ig h t times can convert a man into an 
e f f ic ie n t  i f  unco-operative production u n it. The question is  
whether th is  is desirable or expedient in the long term in an advanced 
in dustria l society. S e lf awareness may go a long way towards pro­
viding fo r management a view not only of the individual but o f the 
place of the corporation in society a t large and the personal c o n tr i­
bution which is  being made by the in d iv id ua l.
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The e ffec tive  executive regardless of whether he perceives 
himself as a Modal entrepreneur who has risen through a hierarchy 
to assume the leadership of the organisation or whether he is a 
manager w ithin a hierarchy has a view on both his own motivation 
and those of his peers and subordinates. The Ubiquitous entre­
preneur and the E lite  entrepreneur both see th e ir  role in the 
organisation as one of leadership and through th e ir  position and 
th e ir  chosen ro le , through the a c tiv it ie s  of th e ir  enterprise  
and th e ir  s ty le  of management, they seek a validation of th e ir  
s e lf  concept, consciously or unconsciously.

In considering the views on motivation in the industria l 
setting  as put forward by various commentators who have achieved 
a degree of pre-eminence in th e ir  f ie ld  we have arrived a t a view 
on management s ty le ; a view of man and his motivations. Our 
aim is to enable the executive to id en tify  his own p a rtic u la r  
viewpoint and consider i t  in re la tion  to his sty le  of management.
A "Theory X" approach provides a common thread linking Taylor's  
pig-iron  experiment with Maslow's need hierarchy; the executive 
could derive a score fo r himself on the basis of Blake's managerial 
grid and he could consider the appropriateness of a "production" 
orientation as d is tin c t from a "people" o rien ta tio n . "Theory Y" 
a p a rtic ip a tive  sty le  of management, requires no less a view on 
man's motivation than does "Theory X". Mayo's Hawthorne experi­
ment and Mas low's secondary needs seem to bear a re la tio n  to one 
another and Herzberg's conception of hygiene factors and growth 
factors are arguably a rather more contemporary statement of 
Maslow's te r t ia ry  needs conceived broadly as s e lf ac tua lisation - 
but whatever view the executive may take, whatever his conception 
o f the tasks of the leader, no matter whether he be Modal, Ubiqui­
tous or E l i te ,  he asserts himself through an organisation. I t  is 
appropriate therefore to consider, broadly speaking, the type of
organisation in which he operates, the actions which are required
of him and the means whereby he contributes to the to ta l corporate 
e ffo r t  which we conceive as being goal-d irected .

Management s ty le  is important to executives throughout the
organisation, but a t a higher level of corporate architecture i t  
is essential that the chief executive consider whether his organi­
sation structure is appropriately related to corporate objective  
and whether these in turn are consistent with his own personal 
requirements those of his executive team and th e ir  re la tio n  to 
the to ta l corporate environment. These are factors which we 
shall consider in the following chapter.
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CHAPTER IX

COMMUNICATION, CONTROL AND ORGANISATION STRUCTURE

" . . . .  the general should be so esteemed fo r  his 
qualit ies  that the men have confidence in him, and th is  
they w i l l  always do when they see he is always on the 
a le r t ,  is solic itous and courageous and that he knows 
well how to uphold the d ignity  o f his position and to 
maintain his reputation; which he can always do i f  he 
punishes men fo r  th e ir  mistakes, does not impose on 
them unnecessary burdens, keeps the promises he has 
made them and points out how easy i t  is to win, con­
cealing or making l ig h t  of things, which when viewed 

■ from a fa r ,  might suggest danger. Such things, when 
duly observed, are the principal causes of an army's 
morale, and - through its  morale -  of i ts  v ic tory ."

Nicolo Machiavelli. The Discourses.

I f  an organisation is to grow profitab ly  to achieve a posi­
tion o f pre-eminence in i ts  environment, i ts  structure must para­
l l e l  i ts  growth in capacity, p r o f i ta b i l i ty  and employment. As 
corporate power becomes concentrated in fewer and fewer hands so 
the size of organisations changes and with i t ,  the sophistication  
required from c h ie f  executives. I f  the Independent entrepreneur 
is to bring his corporation to the size and status whereby i t  can 
compete e ffe c t iv e ly  in a multi-national corporate environment, he 
should develop his understanding of organisation structure.

Our concern throughout has been with those corporations 
which have the capacity to grow in time into enterprises of sub­
stance and here is where we leave the Ubiquitous entrepreneur 
behind again. Growth takes time and as the organisation grows 
i t  becomes part of the chief executive's task to ensure that his 
organisation w il l  be able to survive without him. The task is  
more important than the individual for there comes a stage when 
single-handed management becomes d i f f i c u l t  i f  not impossible.

Galbraith (4) suggests that what the entrepreneur created, 
only a group of men sharing specialised information could u ltim ­
a te ly  operate. "The entrepreneur must, in fac t be compared in 
l i f e  with the male Apis M e l l i fe ra . He accomplishes his act of  
conception at the price of his own extinction . . . . "  Galbraith  
observed that the " . . .  act of combination added new plants 
and products and therewith the need for specialisation by 
function and knowledge. Sooner or la te r  came more complex 
tasks of planning and control. Technology, with i ts  own dynamic.
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la te r  added i ts  demands fo r  capital and for specialised ta len t  
with need for yet more comprehensive planning. Thus what the 
entrepreneur created passed inexorably beyond the scope of his 
authority. He could build , and he could exert influence for a 
time. But his creation, were i t  to serve the purposes for  
which i t  m s  brought into being required his replacement". One 
of the tasks of the responsible Chief Executive therefore, is 
voluntary self-immolation.

The Modal executive has been reared on this viewpoint. He 
succeeded to his position and i f  he is doing his job properly 
he w il l  ensure his own succession, but for the Independent 
entrepreneur the task is more d i f f i c u l t .  He set up his own 
organisation so that he could e ither avoid authority -  in the 
case of the Ubiquitous entrepreneur, or in the case of the E l i te ,  
so that he could control. The Modal entrepreneur w ill  re t ire  
when he reaches pensionable age but the plans which the Independent 
must make are more demanding and more comprehensive. Not only 
must he ensure his succession, he must get out at the r ig h t time. 
For him, the process of immolation is an almost insoluble 
paradox, for on the one hand he must cede control and in so doing 
he must deny the motivations that led him to set up the corporation. 
I t  is the E l i te  entrepreneur who is probably better able to 
accomplish this fo r  he is more aware of his motivations.

Christensen comments: (2) " . . . .  i t  is paradoxical that many 
a small business man makes 'the business' the centre of his l i f e ,  
strives to enlarge and strengthen i t  as a monument to his success, 
and yet fa i ls  to provide for i ts  long run survival by taking the 
steps needed to develop successor management . . . . "  Succession, 
implies to the individual that he is now dispensable and i t  is 
a b i t te r  p i l l  to swallow. This is a concern of bankers, share­
holders and entrepreneurs a like  for i f  they are to see the corpor­
ation prosper, they must ensure succession; they must replace 
the founder whether he wants i t  or not. The question which must 
confront the Independent entrepreneur is how long he can respons­
ib ly  remain in tota l control, for i f  he gives up his position 
voluntarily  he is psychologically denying his working l i f e .  One 
small businessman quoted by Christensen summed i t  up; "My 
banker has suggested that I bring along a potential successor.
In e ffec t he is asking me to supply the plank and then walk i t ! "

ORGANISATION STRUCTURES

We must find some c r i te r ia  whereby we d if fe re n t ia te  
organisations, c r i te r ia  which w ill  enable the entrepreneur to 
decide who he is in re lation to his organisation, how he perceives 
himself and his executive function. There is no point in 
designing an organisation structure merely for the sake of 
imposing a structure upon a s ituation. Organisation structure  
relates to function and Max Weber (10) distinguished three types 
of organisation as:
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1. Charismatic

2. Traditional

3. Rational -  Legal or Bureaucratic

Weber characterised organisations according to the authority  
relations within them. Why, he asked, did people in organisations 
conform to orders and directives? He distinguished between power 
and authority where power v/as seen as the a b i l i t y  to force people 
to obey and authority implied that people would obey orders 
because they perceived them as legitim ate. Again we are thrown 
back to the concept of leadership, but to this we can now add the 
variable which Weber defined as leg itim ation , fo r  this is 
im p lic it  in any hierarchical system of authority.

Those in a position of power ju s t i fy  th e ir  position and 
communicate this ju s t i f ic a t io n  to th e ir  subordinates. They 
persuade th e ir  subordinates that the exercise of power is by 
"right" rather than by "might". Rather than rule by confront­
ation and coercion i t  is preferable that leadership be exercised 
by the leader somehow persuading his followers that he, and he 
alone, is uniquely qualified to lead them to the ir  goal. 
Legitimation applies not only to the structure of a commercial 
enterprise: legitimation is a concept common to Charismatic,
Traditional and Rational-legal organisations. I t  relates not 
only to descriptive sociology, but to the practical application  
of theory to enterprise.

The Charismatic form of organisation depends upon the quality  
of the leader for charisma implies that the individual's  
authority is perceived in terms o f  e ither super-human or 
delegated natural powers. This does the charismatic leader no 
harm, and in a religious setting or a p o lit ica l organisation he 
is quite l ik e ly  to reinforce through his actions and statements, 
th is b e l ie f  in his possession of d ivinely given powers.

The Ubiquitous entrepreneur who may have occupied a position 
of contracts supervisor or foreman in an organisation, might 
well decide to hive o f f  on his own once he has gained the 
necessary experience. Perhaps he takes with him a nucleus of 
workmates or subordinates and sets up in competition to his 
former employer, probably with more fa ith  than ca p ita l ,  but 
with great determination. I n i t i a l l y  he aims at small contracts 
and the sort o f work which he has seen his former employer turn 
down. He prospers, for his determination to succeed is 
communicated to his former workmates and they put th e ir  backs to 
the wheel. In this sense the Ubiquitous entrepreneur almost by 
d e fin it io n , is a charismatic leader. He may be authoritarian or 
he may be partic ip a tive , but he is c learly  seen both by himself 
and by others as being the driving force behind the enterprise;
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but charisma is not unique to the Ubiquitous entrepreneur, i t  
can apply to both the E l i te  and Modal v a rie ties . Henry 
Ford, Rolls and Royce were powerful men whose personalities and 
whose charisma substantia lly  influenced the course of th e ir  
organisations, they were E l i te  entrepreneurs running corporations 
of substance. So i t  is with Geneen o f  I . T .T . ;  in a very real
sense his personal values and the power of his personality -  in
a word his charisma -  have dominated a vast multi-national 
conglomerate; but Geneen succeeded to his position .* A 
charismatic leader need not necessarily be a founder, he need have 
no divinely  delegated power, but his observable personal 
qualit ies  are an important aspect of his authority and his a b i l i t y  
to inspire his subordinates to action.

In the Traditional organisation the leader is perceived no 
longer as a person with supernatural personality characteristics;  
he is perceived more in terms of his ro le . Authority is exer­
cised by v irtue of the status rather than the personality of the
leader and the fact of leadership is the important thing.
Precedent becomes important as a means of ju s t ify in g  actions and 
authority is no longer legitimised on the basis of charisma.
There is an important d istinction between the Traditional 
organisation and the Rational -  legal one. In the Traditional 
structure, succession is largely  hereditary. The charismatic 
leader may perhaps nominate his successor who builds a Traditional 
organisation structure but he in his turn does not nominate his 
successor. Rules, policies and guidelines determine the course 
of events, and leadership becomes a matter of the indiv idual's  
a b i l i t y  to r ise in an established hierarchy and having risen, to 
perpetuate i t .

The Rational-legal type of organisation is analagous to a 
machine; i t  is rational because i t  is goal-directed, but the 
goals are more rational than personal. I t  is legal because 
authority is exercised through d e fin ite  rules and procedures.
The leader of the organisation is not able to depart s ig n if ica n tly  
from the rules; he must lead by virtue of his position and his 
observance of the rules. Bureaucracy has depersonalised him 
and authority is unquestioned, for authority is based on the o ff ic e  
and the status of the man in the o ff ic e . Commands are obeyed 
because the rules state that i t  is within the competence and 
authority of an o ff ice  to issue directives. We are l ik e ly  to 
f ind a Ubiquitous entrepreneur in a charismatic role. The E l i te  
entrepreneur spans the development from Charisma to Traditionalism, 
while the Modal entrepreneur is found in the Rational-legal or 
bureaucratic organisation. This is properly the way of things 
fo r  charismatic leaders are not immortal and one of th e ir  essential 
tasks is to ensure th e ir  succession and the future v ia b i l i t y  of 
the enterprise a f te r  th e ir  passing.

*A fascinating account of I .T .T .  is contained in "The 
Sovereign State" by Anthony Sampson.
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PERSONAL VALUES, STRUCTURE, STRATEGY AND HENRY FORD.

Weber would readily  have acknowledged that his three types 
of organisation do not ex ist in th e ir  pure form; there is a 
progression from one to another. Henry Ford in his early  
days, ran a smallish organisation and he managed to stay on/.top 
of i t  as i t  grew. Not only was he aware of the potential which 
accompanied a motorcar made for a mass market but he linked 
this with^vision and la te r  practical plans for mass-producing 
this car. He sold d irect to the customer for cash, building  
financial resources to reinvest in more and increasingly sophis­
ticated manufacturing capacity. Ford's management was an 
exteroceptive process and i t  related in no small way to his 
personal competences and characteristics. In his early career 
Ford may have been well representative of the Collins et al 
study.*  One of his biographers records ( 7 )  that following 
his fa ther's  death in 1905, Ford emerged as a new man. For Ford, 
this may have been what we described in Chapter IV as the 
determining event. Arguably he was running from an unresolved 
co n fl ic t  situation and he projected his inadequacies, his f ru s t r ­
ations and his d is like  fo r authority figures not only on to his 
subordinates, but on to others and he was almost pathological 
about i t .  In the case of his attacks on Wall Street bankers and 
especially on Jews, he " . . . .  projected impulses on to these groups 
which he feared in himself. His delusions of persecution became 
outlets for his own aggressive impulses by projecting these on 
others. One year a f te r  World War I I  had started he denied the 
existence of the v/ar by ca lling  i t  "all newspaper ta lk  to get 
Americans excited and spend out money on munitions". (6)

Ford was a powerful i f  disagreeable individual both in 
influence and in personality. Following his f i r s t  t r ip  to
Europe, three of his most trusted subordinates made some minor
changes in the model T Ford. An eye witness account described 
his reaction; " . . . .  he had his hands in his pockets and he 
walked around that car three or four times looking at i t  pretty  
closely. I t  was a four door job and the top was down.
F inally  he got to the l e f t  hand side of that car that was facing 
me, and he takes his hands out gets hold of the door and bang!
One je r k ,  and he had i t  o f f  the hinges! He ripped the door r igh t
o f f !  God! how the man did i t  I don't know".

"He jumped in there and bang goes the other door. Bang 
goes the windshield. He jumps over the back seat and starts  
pounding on the top. He rips the top with the heel of his shoe.
He wrecked the car as much as he could ___ " (6 ).

In Chapter I  we drew attention to the re lation between 
personal and corporate objectives, and we described three 
mutually exclusive po lic ies , each consistent with an objective  
expressed in terms of the largest market share in the U.S. motor

*Collins e t a l . The Enterprising Man. See Chapters I I I  & IV
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car industry by 1930. Superior strategies, we la te r  suggested, 
could compensate fo r  other disadvantages and we described three 
broad strategies in re la tion  to the market as innovative, im ita tive  
and deriva tive . The Henry Ford saga between 1908 and 1928 
i l lu s tra te s  the connection between personal values and organisation  
structure as determining factors in the tota l strategy fo r  
Ford's corporation was a projection of his personality, the 
decisions were his decisions. He created a fragmented organisation  
structure so that none could topple him and those who opposed him 
d id n 't  la s t .  (7) In 1908 Ford introduced the Model T and even 
up to 1927, would permit no fundamental changes. At f i r s t ,  he 

V was the charismatic leader running a charismatic organisation.
As the organisation expanded, so necessarily the structure had 
to change and we could view th is  as a partia l change from the 
charismatic to the trad it io na l in which authority was vested in 
the role of the leader rather than on his charisma; but Ford 
was unable to change enough. He was ferociously autocratic  
and in the e a r l ie r  years r ig h t ly  so, fo r  there can be l i t t l e ;  
doubt that his strategic decisions in the early years were 
almost e n t ire ly  consistent. He fa i le d  however to match 
organisation structure to corporate development, he fa i le d  to 
change his obstinate preconceptions on pricing and model changes 
and he a l l  but destroyed the enterprise he had i n i t i a l l y  master­
minded so successfully.

With price reductions at the forefront of his mind Ford in 
1909, one year a f te r  the introduction of the model T, declared 
that the colour would be Brewster Green with black trimmings and 
red strip ings. Three years la te r  he adopted his famous dictum 
of "Any colour so long as i t ' s  black". His strategies in 
manufacturing, labour re la tions , d istr ibution  and finance, were 
well integrated with his broadly conceived polic ies. By 
February 1909 Ford confided the "secret of Ford output" to a 
Detroit reporter: "Quantity production ca lls  for the in s ta l la t io n
of the la te s t  machinery and frequently the designing o f  special 
machinery. 50% of the machinery in use in our shops was designed
by our engineers .........." Ford had conceived a strategy of mass
manufacturing and interchangeability of parts and had planned 
i ts  introduction as early as 1905. Somewhat n a rc is s is t ic a lly ,  
in 1910 one of his own advertisements declared: "Henry Ford has
been the greatest factor in the development of the automobile 
industry, greater than any other man in the world . . . .  he stands 
out independent and alone, c lear and strong, as the most dominant 

' f a c t o r  in the automobile industry of today". Ford's immodesty 
was ju s t i f ie d ;  the substance of th is  advertisement was true.

In 1911, the emphasis s t i l l  on cost reduction and standardis­
ation , Ford conceived a network of assembly plants across the 
country. This was a reaction to fre ig h t costs as well as to 
distr ibu tion  for now by shipping car loads of parts, twenty-six  
model T Fords could be loaded into each railway truck, compared
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with only seven fu l ly  assembled cars. Not only could
shipments be diverted but now Ford was able to take advantage
of fre ig h t rates which were lower for parts than for assembled cars,

In 1912 Ford sold nearly 80,000 cars, by 1913 sales had more 
than doubled and in 1914 with sales approaching 250,000 cars he 
was the biggest motor manufacturer in the world. By 1915-16 
however, competitors were adopting im itative  strategies; price  
cuts and the moving assembly l in e  had become standard features of 
the industry. The model T which in 1909 had been selling for  
$950 sold fo r  $500 in 1914 and by 1915 the model T runabout sold 
fo r  $390.

I t  was no small matter to challenge Ford's position of leader­
ship, but General Motors managed i t .  Where Ford sold s t r ic t ly  
fo r  cash. General Motors in 1.919 introduced instalment se lling .
In the 1920s General Motors, from innovation in  instalment se lling  
moved to innovation in the used car trade. "A good used car 
more than meets the price of a good model T and with an instalment 
plan the buyer could even trade up to a better car using his 
model T fo r  a sizeable down-payment." (6) G.M. also introduced 
the annual model and the closed car.

As i f  competition from General Motors was not enough, the 
year 1920 was a year of depression. Like the rest of the 
industry Ford was faced with a down-turn in demand, but s t i l l  he 
stuck to his philosophy of price cutting and in that year he 
introduced the largest price cuts in the history of the industry. 
Where Ford's strategy remained obstinately rooted in the past. 
General Motors was busy adapting to the s ituation. Ford's 
market share, which, in 1921 had been 67% had declined to 46% by 
1926. " . . . .  Ford's f ixa t io n  on the model T destroyed any
rational relationship to the environment and the organisation 
turned upon i t s e l f  in an orgy of self-destruction". Ford, 
although a ll  powerful, was no longer a l l  seeing.

As la te  as 1926 he described instalment sales as the bane of  
American business and he described "the Ford car" as a tr ie d  
and proved product that required no tinkering. He had no 
intention of making a new car. In 1927 Ford lost $30.4 m ill ion  
and in 1928 $70.6 m ill ion . I t  was only in February 1928 that  
Ford dealers were supplied with the new model A. Ford's 
obstinacy had cost him dear and i t  was estimated ( 6) that the 
to ta l costs of shutting down the model T assembly lines between 
May 1927 and February 1928 and the change-over to the new model 
had cost $250 m ill ion . Ford's production more than halved 
between 1926 and 1928 while General Motors' increased by over 
50%. Ford's market share f e l l  from 36% to ju st over 15% while 
General Motors' climbed from 15% to nearly 25%.
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In addition to the market-oriented strategies which General 
Motors adopted around the early 1920s, Alfred P. Sloan (8) created 
an organisation structure appropriate to the increasing size  
of General Motors. Sloan once acknowledged his debt to Ford 
for teaching him the important re la tion  between price and volume 
and then to ta l ly  outclassed him in other areas. I t  was Sloan 
who was the organisation builder and i t  is Sloan through whom we 
can begin to trace a process of personal and corporate development 
which relates entrepreneurial types to organisation structure and 
management style.

Arguably i t  was Sloan's emphasis on organisation structure 
and control that marked a turning point in the development of 
General Motors and constructed the foundations for a Rational- 
legal organisation as Weber would today have described i t  for  
Sloan not only recognised the importance of a new combination 
which integrated marketing, manufacturing and financial planning; 
he, together with his executives was largely instrumental in 
creating a decentralised management structure which contributed 
to a centralised corporate planning e f fo r t .  There v/as less 
charisma about Sloan; he was more the Modal entrepreneur, 
converting i n i t i a l l y  a charismatic organisation with trad it io na l  
tendencies to a Rational legal system.

A FRAMEWORK FOR THE EVALUATION OF ORGANISATION STRUCTURE

Structure, Function and Communication

An organisation exists to perform a function which we 
broadly conceive as the achievement of goals set by the chief 
executive, and communicated to the employees. The goals may be 
e x p lic i t  or implied, but they must re la te  to the idea of a 
unified e f fo r t  with some means whereby goal attainment can be 
measured. There must be some c r i te r ia  for achievement which may 
be expressed in terms of increased p r o f i ta b i l i t y ,  surv iva l, or 
return on shareholders funds.

An organisation comprises a collection of people who exist  
both as individuals and as members of the organisation. Their 
world and th e ir  reactions vary depending upon how they perceive 
themselves and how they are perceived in turn by others. Thus 
we may immediately include two concepts in our framework -  goal 
orientation and individual aspiration.

• Next we introduce the concept of a hierarchical authority  
structure; some person or persons must set the objectives, 
communicate them and preferably be seen by members of the 
organisation as the means whereby both corporate objectives and 
personal aspirations can be sa tis fied . I t  w i l l  be recalled that  
Weber distinguished between authority and power; authority was 
underpinned by the concept of legitim ation. Those in employment 
perceived authority as legitimate and because the authority was
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leg itim ate , they were prepared to obey orders. Power was a 
means of forcing obedience or compliance.

Authority ceases to be authority i f  unaccompanied by a 
process whereby i t  is e ither legitimised or enforcable. Unless 
there is a means of rewarding individual e f fo r t  and censoring 
deviance or lack of e f fo r t ,  authority cannot exist. Thus we 
are beginning to describe not only a structure but a communication 
system whereby information can flow up and down the organisation, 
goals can be communicated, disputed, modified and achieved.
There is no point in communication unless, there is something to 
be communicated, and unless the contents of the communication 
have a motivating e ffec t. Communication in a vacuum without 
feedback and without the wherewithal to enforce compliance i f  
necessary, is neither motivating nor e ffec tive .

Through an organisation structure, communication is 
fa c i l i ta te d  but surely the fundamental raison d 'etre  of an 
organisation structure is the exercise of control. A flow of 
information, whether about budgets, costs or p r o f i ta b i l i ty  in 
various sectors of the enterprise must lead to action on the 
part o f management. There is l i t t l e  merit in communicating an 
organisation goal unless there is a means to move towards i ts  
attainment through management action. We identif ied  three 
fundamental organisational types. Charismatic, Traditional and 
Rational“legal and we pointed to a re lation between organisation 
type and the chief executive. Now we should introduce the 
more functional aspects of communication and control.

Communication and Management S ty le :

Burns (1) distinguished between what he called a Mechanistic 
and an Organic organisation structure. The mechanistic type of 
organisation requires re la t iv e ly  stable conditions in order to be 
viable and we can therefore assume re la t iv e ly  stable markets, 
manufacturing expertise and management style" There is a c lear  
hierarchy of control and for our purposes, the system corresponds 
closely enough to Weber's Rational-legal system for us not to 
pursue i t  further. The Organic organisation however, is able 
to cope with a more dynamic set of exogenous influences. Indiv­
idual contribution is more highly valued than in the Mechanistic 
structure and where in the Mechanistic organisation communication 
tends to be from the top down, in the Organic structure, two-way 
communication is more common. The consequence of two-way 
communication, is l ik e ly  to be a higher degree of individual 
commitment to the organisation aris ing , perhaps out o f a 
greater feeling of s e lf  worth, fo r  the individual sees himself 
as making a contribution to the whole.

A Mechanistic or Bureaucratic organisation w ill l ik e ly  
have more spec ia lis t compartments and so the individual w i l l  find
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i t  d i f f i c u l t  to id en tify  his individual contribution. This may 
therefore engender less feelings of self-worth. We can expect 
more internal c o n f l ic t  in the Mechanistic organisation, more 
power struggles, more po lit ick ing  and more jockeying for position. 
Both Mechanistic and Organic structures develop as a consequence 
of factors in the external environment. The Organic structure  
is more dynamic, re la t iv e ly  more able to change and to accommodate 
i t s e l f  to new events on i ts  corporate periphery. The Mechanistic 
organisation is not as f le x ib le  and incorporates some of the 
stodgier aspects of bureaucracy.

Communication is l ik e ly  to be two-way in the case of an 
Organic structure and deriving from this observation we can expect 
management style to be more partic ipa tive ; we would expect to find  
a "Theory Y" management sty le  in an Organic structure whereas 
in the Mechanistic organisation we expect to find a more 
formal system of control and a greater concentration of authority  
at the top. Authority w il l  l ik e ly  be channelled in a well 
defined and carefu lly  ordered manner and while management style  
may be nationally part ic ip a tive , i t  w i ll  in fac t be more 
directive . The Mechanistic organisation is re la t iv e ly  more 
stable because its  external environment is more stable and we 
can expect a growing s ta b i l i ty  as the organisation grows in s ize ,  
age and se lf -s a t is fac tio n .

Communication and Control

Control requires communication and a system of reward and 
censure and Etzioni (3) distinguishes two types of compliance 
in any organisation. There is compliance which derives from the 
formal hierarchical authority structure and there is the com­
pliance in which members o f the organisation are committed to 
organisation goals and strive  for th e ir  attainment. Etzioni's  
treatment of compliance is sim ilar to Weber's distinction  
between authority and power, but more important for our purposes 
are the three kinds of power which Etzioni describes. He 
distinguishes between coercive power, remunerative power and 
id en tit ive  power. Not content with merely describing three 
types of power, Etzioni has appropriately discussed the reaction 
to power on the part o f those who partic ipate in organisational 
a c t iv it ie s .

Coercive power depends primarily on the threat or the use of  
force in order to achieve compliance. This coercive power, we 
suggest w ill  probably be associated with a "Theory X" management 
sty le , a Mechanistic organisation, and we would expect to see a 
highly formalised and authoritarian means of forcing compliance. 
Coercive power would be seen in a prison or in a m ili ta ry  s itu a t­
ion; orders are obeyed because they are orders and not to be 
questioned.
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Remunerative power consists in the manipulation of material 
resources by those who control them. A higher or lower sa lary-  
cheque, wage packet or bonus payment is a means whereby 
remunerative power is used to achieve compliance; remunerative 
power results in compliance through the manipulation not of 
symbols, but cash.

Id en tit ive  power may be seen as the manipulation of a symbol 
which can be used as a means of reward or censure. A more 
prestigious o f f ic e ,  a larger carpet, a newer company motor-car, 
a more powerful model of car, these are a l l  examples of id e n t it iv e  
power at work.

Communication and Reciprocity

Let us now try  to pull the threads together into a practical 
framework which w ill  enable the chief executive not only to 
Id en tify  the type of organisation he is running, but assist him 
to take corrective action i f  he deems i t  appropriate. An 
organisation structure exists to serve a function and that 
function is ultim ately control. Control is exercised by 
various means and i t  is legitimised both by those in authority  
and by those in employment. Control requires communication not 
only of corporate purpose - not only communication which is from 
the top down - but feedback so that the chief executive can monitor 
the effects of his communication and i f  necessary, modify his 
control system. An organisation structure inevitably confers 
a character upon an organisation and that character is greater 
than the sum of the characters of the ch ief executive and 
the individuals who contribute to the corporate e f fo r t .  There 
IS an ambience or "feel" about an organisation which we subsume 
under the heading "character".

We can simply c lassify  communication into (1) upward, (2) down­
ward and (3) la te ra l .  Lateral communication occurs between 
individuals or groups who share the same re la tive  status in the 
hierarchy. Thus directors involved in the discussion or corporate 
strategy at a board meeting indulge in la te ra l communication, and 
this la te ra l communication w i l l  continue outside the boardroom. 
Lateral communication can occur at the shop floor level too. 
Individual group members or groups require to communicate la te r ­
a l ly  in order to monitor progress towards the attainment of  
group goals. Lateral communication enables concerted action 
whether i t  be^on the part of executives or b lue-co llar employees; 
we only hope that both groups perceive organisation goals in the 
same l ig h t  and this can only come about i f  there is communication 
up and down the hierarchy.

Downward communications are those between top management and 
echelons in the organisation and upward communication

k but unless la te ra l communication is accomp-
anied by both upward and downward communications, not only is i t  
pointless, i t  can be positive ly  dangerous. In the absence of
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communications from top management on the nature of corporate 
goals, groups and individuals at d if fe re n t points in the 
hierarchy begin to set th e ir  own goals which may well be in 
confl ic t  with those of the organisation. Employees for th e ir  
part need to be noticed; they need to perceive -  correctly  or 
incorrectly  -  that the chief executive has some idea of what 
they are thinking, what they are feeling and what the consequences 
of th e ir  thought processes might be.

I f  the chief executive is to accompany la te ra l communication 
only by downward communication - a d irective style of management -  
then at leas t, i f  he does not encourage partic ipation by way of 
upward communication he must keep his finger on the corporate 
pulse; he must monitor the results of his downward communications; 
are his communications understood, are they perceived as r e a l is t ic ,  
is there a measure of commitment to them? Unless he is aware 
of what is going on beneath him he becomes more and more isolated, 
less able to carry out his function of leadership.

Essentia lly , we are describing a process o f  reciprocity .  
Internal corporate reciprocity constitutes a l ink  between commun­
ication and contro l, between the conceptualising of goals and 
th e ir  achievement, between a need hierarchy describing individual 
aspiration, management style and the type of organisation in 
which a ll these factors combine to form a consistent and integrated  
corporate e f fo r t .  Any communication, whether upward, downward 
or la te ra l results in a reaction, s ign ificant or muted.
Reciprocity implies that i f  the chief executive is not sympathetic 
to the reaction which his communications evoke in his employees, 
at least he is aware.

There may come a stage where a request, whether i t  be from 
the chief executive or from the shop f lo o r ,  is considered e n tire ly  
unacceptable by one or other party .. Unless there is a point, 
c learly  understood, beyond which neither party w ill  accommodate 
i t s e l f  to the requirements of the other, the corporation makes 
no progress but sinks in a morass of inter-group co n fl ic t .  
Reciprocity d iffe rs  from communication in that i t  implies a trade­
o f f  between what is considered theore tica lly  desirable and 
what is considered p rac tica lly  attainable. Reciprocity implies 
feedback which results in action; communication in the absence 
of reciprocity may be aimed at nothingness and achieve nothing.
In the absence of an im p lic it  or e x p lic i t  understanding of the 
l im its  of tolerance, whether by the chief executive for the 
aspirations of his employees, or whether on the part of the 
employees fo r  the goals set for them, the total corporate e f fo r t  
can come to nothing.

Reciprocity incorporates the concepts of power p o l i t ic s ,  
manoeuvring for advantage, withdrawal of labour and general 
discontent. Absenteesim, the withdrawal of labour, mindless 
authoritarianism or weak w illed  directives are symptoms of a
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fa i lu re  in internal reciprocity. The d iffe ren t parties involved 
do not recognise the boundaries beyond which i t  is unacceptable 
for them to proceed. Internal corporate reciprocity implies 
p re d ic ta b il ity  and c la r i ty  of purpose. Those who manage know 
how fa r  they can go, those who are managed recognise too, the 
parameters which define acceptable behaviour. Internal corporate 
reciprocity is mandatory for the success and wellbeing of an 
organisation whether one man business, multi-national or 
conglomerate.

SCORING THE CONCEPTS

In these two chapters we have been dealing with d i f f i c u l t  
areas of applied and descriptive psychology. Commencing with a 
view on motivation we became immediately involved in the concept 
of leadership and the achievement and communication of purpose. 
Corporate goals were distinguished from group and individual 
aspirations and once we began to describe types of organisation, 
we suggested that we could conceptualise a corporate character, 
a " fe e l" which the a le r t  v is i to r ,  consultant or employee could 
id en tify . The concept of a need hierarchy led us into the 
means whereby individual needs could be satis fied  and we 
correlated various categories of communication, management style  
and organisational ambience. We suggested that the structure of  
an organisation must be functional and the chief function of an 
organisation structure is control. Without control over 
employees, financing, manufacturing and marketing, without an 
exeroceptive view on the total corporation in relation to 
s e lf  and the corporation's a c t iv i t ie s ,  growth and prosperity w ill  
be affected. Let us now try  to i l lu s t r a te  and pull these 
threads together through the construction of organisational 
p ro f i les.

One thing must be clear from our discussions. There is no 
e n tire ly  pure form of organisation and r ig h t ly  so fo r  the 
organisation structure of a company manufacturing the same 
products for s im ilar markets may d i f fe r  in orientation, size and 
competence. The competitive and national environment may vary 
and i f  we see organisation structure as a reaction on the part 
of the organisation to events on i ts  external periphery then i t  
is en tire ly  appropriate that we maintain some f l e x i b i l i t y ,  not 
only in analysis but in implementation.

In figure 9-1 we have chosen f i f te e n  categories and scored 
them on a continuum from 1 - 9 .  We choose this continuum 
because we wish to d if fe re n tia te  broadly and yet be able to 
score d i f fe re n t ia l ly ;  thus i f  we consider three categories, 
small medium and large, small would include (1 -  3 ) ,  medium 
(4 -  6) and large (7 -  9 ). By th is  means we can broadly 
id en tify  what we are talking about and at the same time we can 
refine the categories with numbers. In the United States, a
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small company may have a turnover of up to $10,000,000, a 
medium sized company up to say, $100,000,000 and a large company 
anything up to $20,000,000,000 as in the, case of General Motors.
In a less developed economy with a smaller population, size 
becomes increasingly a re la t ive  concept and i t  is best l e f t  
to the reader to follow the lin e  of reasoning and by a ll  means 
to question the choice of numbers.

We have not only scored the three types of organisation. 
Charismatic, Traditional and Bureaucratic, which Weber described, 
but also Burns' Mechanistic and Organic types of organisation.
We suggested that the Mechanistic organisation was near enough to 
Weber's Bureaucratic organisation -  probably somewhere in between 
Traditional and Bureaucratic. For comparison and completeness 
we have scored both Mechanistic and Organic organisations fo r  
the Organic concept is an important conceptual^development. The 
author has entered into the s p ir i t  of things by deriving a score 
for the organisation in which he considered himself as an E l i te  
entrepreneur. A time in the green pastures of academia has 
done nothing to a l te r  this perception.

For the reader who may be e ither a Modal or an E l i te  
entrepreneur whether in fact or in the making, we have l e f t  a 
l ine  blank for his score and evaluation of his organisation.
We have d iffe rentia ted  between three categories of leadership 
sty le . Authoritarian (1 -  3) Democratic (4 -  6) and 
Hierarchical (7 -  9 ). The authoritarian leader w ill  l ik e ly  
indulge in downward communication, he perceives himself as 
the man in authority and responsible for the success of the 
enterprise and thus we can hypothesise that authority and p ro f i t  
responsib ility  w ill  not l ig h t ly  be delegated. The authoritarian  
leader, we suggest is found most commonly in the Charismatic 
organisation run by a Ubiquitous entrepreneur and thus we 
assign a score of (1) for  Delegated P ro fit  Responsibility  
indicating that the organis ation is highly centralised and 
(1) fo r  the Ubiquitous entrepreneur who^runs i t .  Authoritarian  
leadership is of course, not solely the preserve of the Ubiquitous
entrepreneur, i t  extends throughout industry. I f  we are to
categorise leadership as authoritarian , then in the same organis­
ation we w ill  probable find the management style nearer to pure 
"Theory X" (1) than pure "Theory Y" (9 ).

. The leader may gather around him men who submit to his whims 
and foibles who in so doing, achieve a degree of need sa tis faction;  
thus in order to arrive at a to ta l ,  we cannot r e a l is t ic a l ly  use
Maslow"s need hierarchy as a valid distinguishing c r ite r io n  for
the authoritarian leader running a small Charismatic organisation 
may be quite as satis fied  as the Modal entrepreneur running a 
multi-national conglomerate. Motivation is as variable as 
in d iv id ua lity  and the individual's  place on the need hierarchy 
continuum cannot therefore be used as a d if fe ren tia t in g  c r ite r io n .
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Sim ilarly  goal-orientation may be an important but not a d is t in ­
g u is h in g  factor. The large corporation may, with a sophisticated 

organisation structure contrive to communicate a sense of purpose 
throughout. Although the task is more d i f f i c u l t ,  the Modal 
entrepreneur may be as e ffective  in the communication of corporate 
purpose as a Ubiquitous entrepreneur communicating to a small 
group o f his former workmates who have now joined him.

We have considered the state of maturity of the organisation 
and we have distinguished between maturity as a correlate of time, 
and maturity as measured by the markets in which the corporation 
IS active. Thus we have chosen a c r ite r io n  running from f i r s t  
generation (1) to th ird  and subsequent generations (9) on our 
time continuum. We suggest that i t  is less l ik e ly  that the f i r s t  
generation corporation has established as stable a market 
position as an organisation which has been running through 
successive generations and which has prospered. We categorised 
the maturity of markets -  and not products -  in terms of 
innovations (1 -  3 ) ,  breaking through (4 -  6 ) ,  established 
^ j T h e  f i r s t  generation corporation may be trading in an 
established market in that the manufacturing process and the 
demand for a particu lar product has become established over 
time, but market penetration, we suggest is quite as much of an 

innovation in its  broadest sense, as is the development of a new 
product. Both require that the corporation becomes established

Market and this takes, time. The Traditional organisation 
w in  l ik e ly  be breaking through into a stable market position, 
whereas the Bureaucratic and probably th ird  generation company 
w ill have established a degree of s ta b i l i ty  in terms of i ts  markets 
and Its  products. I t  is not here our concern that the products 

n threatened by obsolescence. We are not suggesting that 
the Bureaucratic corporation is incapable of innovating new 
products, but we do suggest that such innovation is possible because 
the company has a track record, a brand name, financial resources 
time^^^ P&rticular corporate expertise which has developed over

//I Coercive control (1 -  3) is d ifferentia ted  from remunerative 
(4 -  6) and indentitive (7 -  9) control, for i t  is l ik e ly  that 
the manipulation of symbols w il l  be more prevalent in the 
Bureaucratic organisation, whereas money, wages and productivity  
bonuses w ill  be a more general phenonemon in the Charismatic and 
the Traditional organisation. We can link  id en tit ive  control 
with whatvve have termed p o lit ica l awareness. In the Bureaucratic 
organisation -  long established, stable and se lf  sa tis fied  -  a 
considerable amount of a c t iv i ty  w il l  be spent on getting ahead, 
which may be expressed in terms of symbols other than sa laries ,  
and in jockeying for position. More time may be spent on 
beating the system" than on achieving organisation goals 

expressed in terms of p r o f i ta b i l i t y ,  turnover or market share, 
ibese concepts become less meaningful in the large organisation
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.trading in an established market. The difference between a p ro f i t  
of £10,000,000 and a p ro f i t  of £15,000,000 is not as s ign if ican t  
to the employees as is the difference between £10,000 and £15,000
(a f te r  the entrepreneur has deducted salary, perquisites ......... and
cash sales).

We suggest that the to ta l scores i l lu s t r a te  at least some 
broad correlates within an organisation structure. In Chapter IV 
we derived a to ta l score in a s im ilar way to i l lu s t r a te  the 
difference between the Ubiquitous, E l i t e ,  and Modal entrepreneur. 
The reader may care, a t this stage to compare the entrepreneurship 
scores with the organisation ones and so derive some relationship  
between exteroception, management style and organisation structure. 
We suggest that organisation structure is as relevant to 
corporate strategy as are finance, marketing and manufacturing ■ 
strategies. We suggest i t  is related appropriately to the 
personal aspirations and characteristics of the chief executive 
and his team. I f  the reader scores his organisation and i f  
there is a s ign ificant deviation between his scores and those 
which appear above, then perhaps there is a matter requiring  
attention . The tota l scores we suggest enable d if fe re n t ia t io n .
I t  is pure coincidence that the tota l score for the Bureaucratic' 
organisation is 100, but very convenient! These figures do not 
of course imply that a percentage comparison is va lid . They 
merely represent a numerical shorthand for id en tif ic a t io n  purposes.

Resulting Tota ls : '

We can readily  see a d if fe re n t ia l  between the Charismatic 
organisation, (24 ), the Organic structure (44 ), the Traditional 
(71) and the Bureaucratic (100). The author (a t 58) regarded his 
organisation as moving from Charismatic to Trad itiona l. Although, 
as a matter of policy re la ting both to morality and p r o f i t a b i l i t y ,  
the wage levels for labourers were some 35% in excess of the 
statutory minimum - a matter of comment and not pride -  this was 
in a country where unemployment was r i f e .  Management style  
could not appropriately be related to a textbook, but necessarily 
to competition fo r  this v/as intense. The author in th is s ituation  
was authoritarian , disagreeable, but e f fec t ive . So be i t .  Let 
us b r ie f ly  turn to the score fo r  the Mechanistic organisation (95).  
We suggested that Burns' (1) Mechanistic organisation was near 
enough to Weber's Bureaucratic type and we suggest that 95 is  
near enough to 100 fo r  our purposes.

THE INCREDIBLE ELECTRICAL CONSPIRACY 

The Background

The Incredible E lectrica l Conspiracy was described as such 
by Richard Austin Smith in the April 1961 issue of "Fortune" 
magazine. Forty-five  defendants were indicated under the Sherman 
Act, accused of having conspired to f i x  prices and divide markets
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on e lec tr ic a l sales valued annually at $1.75 b i l l io n .  The 
companies involved included such well Known names as Westinghouse 
and General E lectric . Through a consideration of some of the 
more in teresting aspects of th is  case and in the context of  
these Chapters we derived scores on organisation structure and the 
correlates contained in Figure 9 - 1 .  We have no wish to comment 
here on what was once a contentious legal battleground.

A fter World War 11, the external environment changed for  
General E lectr ic  and i ts  competitors. What had hitherto been 
small companies now became important competitors and customers 
were given a wider choice of heavy e lec tr ica l equipment which 
was s im ilar  in both design and in quality . In consequence, 
price became a determining factor in getting a supply contract 
and purchasing agents fo r  u t i l i t y  companies adopted the competitive 
bid as an integral part of th e ir  buying strategies.

As a manufacturer of heavy e lec trica l goods in a capital 
intensive industry the entrepreneur must invest in the present 
fo r  a pay-off which can extend over many years. The 
manufacturing process requires economies of scale and i f  
throughput and price become determining variables, i t  is 
reasonable to suppose that in an atmosphere of heavy competition, 
prices w i l l  f a l l ,  companies w ill  stop trading p ro fitab ly ; the 
largest companies, the companies with cash reserves and p ro f i t  
retention extending over years are the ones which w i l l  survive and 
we can see again, the relevance of economics to a to ta l  
perspective.

We have mentioned p o lit ics  in re la tion  to inter-departmental 
and individual r iv a lry  within the corporation, but p o lit ic s  extends 
beyond the obvious periphery of the corporation and into a 
wider scheme of things. In December of 1950, Mr. Ralph Cordiner 
succeeded to the Presidency of General E lectric  and the former 
President, Mr. Charles E. Wilson went to Washington as Defence 
Mobilisation Chief. Mr. Wilson announced that the nation's  
e le c tr ic  power capacity needed to be increased by some 30% over 
the next three years. "The equipment industry jumped to meet 
that f ig ure , and added a l i t t l e  more as w e ll ."  ( 9 ) .

We may re la te  Mr. Wilson's elevation to Washington, to a 
competitive s ituation in which companies, eager to prove th e ir  
mettle in the corporate battleground, were growing more competitive 
and more in f lu e n t ia l .  We can readily  see that exogenous 
circumstance beyond General E lec tr ic 's  control was to have a 
profound influence on i ts  trading environment. That, together 
with the capital intensive nature of the industry, gives us 

.some idea as to why i t  was described by one G.E. executive as 
a feast or famine business. "When u t i l i t i e s  decide they need 
more generating capacity, they s ta rt  buying and we have three 
years of good business and then three years of bad."
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I t  therefore comes as no surprise that in 1954, General 
E lectr ic  sales dropped almost $176,000,000, the f i r s t  time that  
sales had slumped since Cordiner had taken over from Wilson in

1954/5 were referred to as the years o f  the 
white sale (9 ) .  The e lec tr ica l industry was discounting 

prices by as much as 40-45% from book price in an attempt to 
\vin orders and keep the manufacturing f a c i l i t y  occupied.
I h is , of course, did not merely have an effect on one or two 

years p r o f i t ,  the e ffec t lasted until the early 1960s and a 
buyer who bought capital equipment at a fixed and discounted 
price for delivery some years la te r ,  had surely got himself a 
bargain. /

- .

ORGANISATION STRUCTURE, MOTIVATION AND CONTROL

_ I t  w i l l  be recalled that the defendants, -  and these did not 
merely include employees from General E le c tr ic ,  but other 
s ign if ican t American companies including Westinghouse -  were

to f ix  prices and divide markets-  
valued at $1.75 thousand m ill ion  annually and this conspiracy

General E lectr ic  in 1950. Mr. Cordiner had apparently spent
years planning a reorganisation. He disagreed 

with the highly centralised system which had been used by his
proposed a system which involved decentra lisat­

ion and rewards based on performance.

_ He created 27 autonomous divisions which comprised 110 
small companies and he decreed that these 110 companies would be 
run as entrepreneurial enterprises with the chief executive

mn and even making capital expenditures up
to $200,000. The head of each of these 110 units was required 
to design his own marketing policies and to raise or lower 
prices as appropriate. Executives were required to budget fo r  

year ahead, and each year-they were required to budget fo r  
more p ro f i t  as a percent of sales and fo r  an increase in market 
share. Pressure was intense and corporate p ro f i t  goals were 
c learly  communicated while fa i lu re  or unwillingness to achieve 
them was not l ig h t ly  entertained. In order to dismiss an

% :» "
 ̂ sales slump with pressure on pro fits

s s ? ’

in that s ituation may have been the only way, but Mr. Cordiner
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was reputed to have been a champion of free enterprise. He 
was described as an "art icu la te  advocate" of the view that price 
agreements with competitors were counter productive and u n in te l l ­
igent for they only served to reduce the particu lar competence 
of a major enterprise to that of competitors which had neither  
the same financia l research or marketing capab il it ies . Perhaps, 
the student of business administration would argue, the answer 
lay in marketing innovation and research and development.
Perhaps th is view is divorced from the re a l i t ie s  of a f ie rc e ly  
competitive s ituation . Others were doing i t .

Mr. Cordiner emphasised that the new philosophy of 
decentralised responsib ility  prohibited meeting with competitors 
on prices, bids or market shares. Mr. Wilson, his predecessor, 
had issued a general instruction on compliance with the 
A n ti- tru s t laws in 1946. I t  was re-issued in 1948 and 1950.

I t  has been and is the policy of this Company to conform 
s t r ic t ly  to the A n ti- tru s t laws . . . .  special care should be 
taken that any proposed action is in conformity with the law as 

presently  interpreted (my i t a l i c s ) .  I f  there is any doubt as“
to the l e n i t y  of any proposed a c t io n   the advice of . . . .  law
department must be obtained." (9)

In 1954, despite a sales slump of $176,000,000, Mr. Cordiner 
replaced the so-called Wilson d irective of A n ti- tru s t compliance 
vnth a further d irective  of his own; "Cordiner's d irective  
policy 20.5 went beyond the compliance required by law and 
blanketed the subject with every conceivable admonition."
Mr. Paxton (who subsequently resigned as President of General 
E lectr ic  in 1961 "for reasons of health") having succeeded Mr. 
Cordiner as President had, as a result of Westinghouse beating 
General E lec tr ic  to a big turbine order at a considerable 
discount, taken over sales. Thus in 1954 sales and pricing  
policies were re-centra lised. Discounts increased and in 
consequence, la te r  "the word went out from Headquarters on 
Lexington Avenue that prices had to be got back up, and s ta b i l i t y  
restored. Sales responsib ility  was being returned to the 
general managers. They certa in ly  welcomed the news, fo r  a l l  
during t^e period that Paxton had taken over sales nobody had 
relieved the General Managers of the companion responsibi l i t y  of  
turning in the profits  demanded, (my i ta l ic s ]  Now with power 
over sales restored, they could s tr ike  a better balance between 
the irreco n c ilab les of getting more market and getting more 
p ro f i t ."  (9 ) .

■ Of the individuals convicted in the t r i a l ,  Mr. George 
Burens had been appointed to head the switchgear f a c i l i t y .
Burens arrived on the scene in September of 1951 and busied 

himself solely with the job of s p li t t in g  switchgear into three 
independent companies (high, medium and low voltage), each 
with a general manager and himself as general manager of the
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division. Once decentralisation was accomplished, he was 
content for a time to le t  his new departmental general managers 
. . . .  run the conspiracy.'.' Apparently Mr. Burens had not been a 
w ill in g  conspirator at a l l  times, but he was fined $4,000 and 
given th i r ty  days.

. There goes my whole l i f e "  said this veteran of fo rty  years 
with G.E. waving his arms distractedly as he waited to telephone 
his wife. "Who's going to want to hire a ja i lb ird ? "  Arguably 
Mr. Burens was the f i l l i n g  in the sandwich. He had worked his 
way through the organisation from the position of labourer to 
the position of Vice President; he had risen in the hierarchy and 
he was a good company man.  ̂ "He used to be hail fellow well 
met said a colleague who witnessed the transformation over 
the years, "until he was put under that great pressure fo r  p ro fits .  
Then he simply shrank into himself, everything got to be cold 
turkey with him -  without any warmth at a l l . "

Not only was there pressure from above, but there was pressure 
from within the organisation. Other executives whose p ro f i t  margins 
were being threatened, were subjected to complaints by General 
E lectr ic  customers that i f  switchgear could o ffe r  discounts then 
so could th e ir  d ivision. The solution seemed to be the s t a b i l i ­
sation of switchgear prices, an area over which Burens had control.
I t  IS reported that Mr. Burens got into a heated argument about 
prices with i l r . Paxton who had succeeded Mr. Cordiner as President 
of General E lectric  in April 1958 and i t  was in that year that Mr. 
Burensbowed to pressure and talked to his competitors again.

A matter that was never s a t is fa c to r i ly  settled was the 
question of top level awareness of the conspiracy.* The 
question at issue in re la tion  to Burens was whether he got a 
direct order  to rejoin the cartel from a Mr. Vinson. " I f  
Vinson did so instruct Burens, and others, then General E le c tr ic 's  
complicity extended to the highest corporate le v e l,  fo r  Vinson 
was a member of the f i f te e n  man Executive O ffice , a group that 
included Cordiner and Paxton." Mr. Vinson was indicted as a 
conspirator and the government quashed the indictment.

. I f  history is not en tire ly  in possession of the true fac ts ,  
at least the judge had some views on the matter. "This is a 
shocking indictment of a vast section of our economy, fo r what is  
re a l ly  at stake here is the survival of the kind of economy 
Under which this country has grown great, the free enterprise  
system. He saw many of the defendents as torn between
conscience and an approved corporate policy . . . .  the company man, 
the conformist, who goes along with his superiors and finds balm 
for  his conscience in additional comforts and the security of his 
place in the corporate set-up". The author must needs reserve

* I t  seems that the 1970s have some s im ila r ity  to the 1950s 
I f  not in corporate l i f e  then at least in others.
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judgement; not so the judge. " I am not naive enough to 
believe General E lec tr ic  did not know about i t  and i t  d id n 't  
meet with th e ir  hearty approbation."

The reader is now invited to proceed to the Lonrho A f fa i r ,
•a matter which, in the United Kingdom, achieved some prominence 
in the press at the time. Through the Lonrho A ffa ir  the reader 
is invited to consider the re la tion  between power p o lit ic s  and 
p r o f i ta b i l i t y  and the re la tion  between organisation structure and 
management style -  th is time, without the author's interference.

In Table 9 - 1  we have drawn attention to four variables on 
our chart of structure and i ts  correlates. Although the f in a l  
score derived for General E lectr ic  is 96 compared with the 
Bureaucratic organisations 100; management s ty le , communication, 
the environment and the issue of authority and responsib ility  
are areas which Mr. Cordiner should perhaps have considered 
within the general framework o f organisation structure and 
rec iproc ity .
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CHAPTER X

THE LONRHO AFFAIR

"Mr. Rowland regarded his vision of Lonrho's 
future as combining the potential of independent 
A frica , the cash resources of the Middle East o il  
nations and western technology as an unbeatable force"

INTRODUCTION

Rumours of Boardroom dissension between the sixteen direc­
tors of the Lonrho Group had been c irculating in the City of 
London for some weeks prior to A p r i l ,  1973. The rumours were 
fanned by the delay in dispatching the accounts for the year ended 
30th September, 1972, to the shareholders. On Thursday, the 
19th A p r i l ,  1973 the rumours were dramatically confirmed by re­
ports in many morning newspapers that Mr. R. W. (Tiny) Rowland 
had applied to the High Court to prevent his dismissal as Chief 
Executive of the Lonrho Group. Mr. Rowland made an ex parte 
application to the Court fo r ,  and was granted, an interlocutory  
injunction to prevent eight directors from passing a resolution  
to the e ffec t  that Mr. Rowland relinquish his appointment as 
Managing Director and Chief Executive.

This was not the f i r s t  time that the a ffa irs  of the Lonrho 
Group had achieved prominence in the Press, but what came to be 
known as "The Lonrho A ffa ir"  was perhaps one of the most dramatic 
and fu l ly  reported of any public ity  that Lonrho had received to 
that time. Not only were some 50,000 minority shareholders invo l­
ved, but the ramifications of the Lonrho a f fa i r  extended from 
Senior Government Ministers in Africa to the British High Court, 
the British  Parliament and involved not only an advisor to the 
Royal Household, but also the cousin-in-law of Her Majesty the 
Queen.

COMPANY BACKGROUND

In 1960 the London and Rhodesian Mining and Land Company 
(Lonrho) constituted an ins ign ificant operation dominated by the 
South African Mining Finance Houses of Anglo American and Charter 
Consolidated and by the la te  Harley Drayton's 117 Old Board 
Street Financial Conglomerate. I t  was through the Drayton inters  
ests that Mr. Rowland became involved in Lonrho. His private  
businesses were exchanged for shares in Lonrho and Mr. Rowland 
became, along with Mr. Alan B a l l ,  and the Hon. Angus O lg iv ie ,  
a cousin-in-law of the Queen of England, a member of the control­
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ling management of the Lonrho Group, In 1963 the p ro f i t  before 
tax was £500,000 and this had risen to £19.3 m illion earned on 
a turnover of £215 m illion  by.the year ending the 30th September 
1972. A ten year financial record is shown as Exhibit I and 
Exhibit I I  provides a breakdown of turnover and p r o f i ta b i l i ty  for  
1972.

The early 1960's saw the development of Lonrho within Rhodesia 
i t s e l f  where prior to the Unilateral Declaration of Independence by 
that country Lonrho had already established a record fo r profitab le  
growth. One of Mr. Rowland's major achievements, and one which 
earned him the grudging admiration of the financial community in 
London, v/as that as a one-time emigrant white Rhodesian farmer he 
bridged the commercial gap between the end of the British  Empire 
and the rise of the multi-national conglomerate.

Lonrho's a c t iv it ie s  were largely concerned with A frica and 
Mr. Rowland involved Lonrho in the growing commercial a c t iv it ie s  
of newly independent and developing countries in that continent.
In a variety of complex transactions, Lonrho's apparent willingness 
to buy, sell or invest in any part of Africa in any industry and 
the wheeling dealing techniques of i ts  chief executive, made i t  
a favourite with investors. Its  share price from a low of 25p 
in 1967, reached an a l l  time high of £3.10p in 1959, and the 
shareholders were more than satis fied  with the progress of th e ir  
company under the leadership of a strong executive team headed by 
Mr. Rowland. Exhibit I I I  gives a breakdown of Lonrho's principal 
interests as at the end of 1972. These interests ranged from 
ranching and mining a c t iv it ie s  through many other a c t iv it ie s  includ­
ing sugar estates, general trading and particu larly  interests in the 
motor and d istr ibu tive  trades in various countries in A frica .
Fortune magazine (June, 1973) recorded how for example Mr. Rowland
bought Ghana's Ashanti Goldfields from European owners for
$36 m illion in 1969, giving 20% o f  the equity to the government.
In ten months Lonrho earned almost $10 m illion in profits  before 
tax and by the year ending September 1972, for the f i r s t  time in 
the seventy-five year history of the Ashanti mine the ore reserves 
had increased to over four m illion metric tons of ore. In December 
1972, however, the government of Ghana promulgated a decree trans­
ferring the assets of Ashanti Goldfields Corporation in Ghana to 
a new company in which the government would hold a 55% in teres t.
The Ghana government had previously held 20% in the United Kingdom 
Ashanti Company, together with an option to purchase from Lonrho, 
at cost, a further 20% At the time of the Annual Report, dis­
cussions were s t i l l  in progress on the subject o f  compensation.

Sugar was Lonrho's major p ro f i t  earner. New production 
records were ahcieved for the year 1972 by the Swaziland Sugar 
M illing  Company which controlled the Group's investment in sugar. 
Some 230,000 metric tons of sugar were produced from a tota l of
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1,9 m illion metric tons of cane of which about 11%  came from
the Group's own estates. Profits  a f te r  taxation and minority
interests reached the figure of £1,9 m il l io n , an increase of 
55% over the results for the previous year. The increased 
production was largely attr ibu tab le  to exceptionally good clim atic  
conditions in Mauritius and to the fact that production in
Swaziland was unrestricted for the f i r s t  time. In the Ivory
Coast the sugar scheme which was being managed by the group v/as 
nearing completion and had a planned annual output of 60,000 
metric tons. The Group had recently been requested by Govern­
ment to extend the capacity to 100,000 metric tons.

Lonrho had also been requested by the government of Dahomey 
to survey, develop and manage on i ts  behalf, a 30,000 metric ton 
sugar scheme. This project would represent the most important 
single economic development in that country since independence, 
and would employ up to 2,000 people. In the Sudan, a fe a s ib i l i t y  
study was being presented to the government fo r the growing 
manufacture and marketing of sugar, and the construction of 
sugar m ills  fo r an in i t i a l  production of approximately 300,000 
metric tons per annum.

Between them agriculture (£4.89 m ill ion ) and mining (£4.34 
m illion ) comprised a s ign if icant proportion of the £17| m ill ion  
p ro f i t  earned by the Group in A frica . General trade (£3.3  
m illion ) and interests in the motor trade (£3.74 m ill ion ) com­
prised further s ign if icant contributions to the Group's p r o f i t .  
Franchises covering General Motors, Ford, Mercedes Benz, Massey 
Ferguson, Renault, Peugeot, Volkswagon, Toyota, Honda, Yamaha,
Land Rover and British Ley!and products were held in many 
African countries. In Zambia, for  example, where the local 
assembly plant fo r  F ia t cars was operational by 1972, motor 
imports were limited and Lonrho Group was to be one of the 
main distributors of F ia ts . On the Zambian Copper Belt the 
Group was the second largest b o tt le r  of Coca Cola in Africa and 
in partnership with the Zambian government i t  held a 49% in teres t  
in sixteen breweries. I t  also shared a brewing operation 
with Dar-es-Salaam City Council and operated two pro fitab le  
breweries in Malawi.
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WINDS OF CHANGE

Lonrho strategy i f  not e x p lic it ,  could be in ferred as being 
prepared to involve i t s e l f  in almost any viable commercial ven­
ture in A frica and usually th is  involved the co-operation o f,  
and collaboration with important commercial or government in te r ­
ests in the countries 'in  which the company traded. The Managing 
Director of Lonrho East A frica was Mr. Udi Eecaga, the Son-in- 
law of President Kenyatta. Lonrho's principal representative  
in C entra l, East and West A frica was Mr. Gil Olympic, son of the 
former President of Togo. Mr. Rowland was personal confidante 
of many leading African p o litic ian s  and in d u s tr ia lis ts , and i t  
was rumoured that President Kaunda of Zambia was among his friends.

Lonrho's main in terests in Zambia were in the Transport and 
Motor industry. A fter UDI* a d is trib u tio n  service from East 
A frica  and the coast became a top p r io r ity  fo r Zambia and the 
Local Government natura lly  wanted a controlling in teres t in th is  
sector of transport. Lonrho's Smith and Youngson with a major
part of Zambia's commercial vehicle f le e t  was therefore taken
over. I t  appeared that the f le e t  was handed over to the govern­
ment fo r a nominal sum and that Lonrho provided the government 
with a loan fo r working c a p ita l. In ev itab ly , Lonrho's a c t iv it ie s  
attracted considerable public a tten tio n , not only in the host country 
in which these a c tiv it ie s  were carried out, but also in the press, 
a t home, and comment was not always favourable to Mr. Rowland.

Mr. Gerald Percy, a Lonrho D irector and a member of the eight 
directors pressing fo r Mr. Rowland's replacement was quoted as 
saying: (Sunday Times, 13th May, 1973)

"A major difference of opinion between myself 
and certa in  other executives on Lonrho on the
one hand and Mr. Rowland on the other occurred
in 1969 -  1970, when Mr. Rowland insisted on 
pursuing proposals whereby a certain African  
government should nationalise the assets of two 
other B ritish  companies in the country concerned 
and then transfer them to a new corporation which 
would be jo in t ly  owned and/or managed by such gov­
ernment and Lonrho. U ltim ately Mr. Rowland was 
prevented from carrying the proposals into e ffe c t  
by circumstances outside Lonrho's control."

*U n ila te ra l Declaration of Independence in 1965 whereby 
Rhodesia u n ila te ra lly  ceased to regard i t s e l f  as under the in f lu ­
ence of the United Kingdom. During a p rio r Federation of Southern 
Rhodesia (now Rhodesia), Northern Rhodesia (now Zambia) and 
Nyasaland (now Malawi) a number of services were jo in t ly  shared 
including the Rhodesia Railways and power from the Kariba Dam.
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The Sunday Times reporters suggested that the African country 
in question v/as S ierra Leone and that the companies involved in the 
suggested nationalisation  were Consolidated African Selection Trust, 
(Cast) and William Baird. Apparently Lonrho's main in te re s t was in  
Cast, which at that time was mining diamonds at the rate  of £11.5 
m illio n  a year. Lonrho saw an opportunity to s trike  another blow 
at the South African Mining Establishment and in p a rtic u la r against 
Harry Oppenheimer of DeBeers, the group whose Central Selling Organ­
isation  controls an estimated 80% of world diamond sales. I f  Lonrho 
could secure management of Cast, Mr. Rowland planned fu rth e r deals with 
Tanzania, Russia and Israel to establish a r iv a l world-wide marketing 
operation fo r diamonds.

The scheme fa ile d  when Siaka Stevens staged a coup d 'e ta t  and 
promoted himself from Prime M in ister to President. Cast v/as la te r  
nationalised, but the management contract was granted to the existing  
management.

In addition to certain  deals not working out however, Lonrho 
experienced considerable d if f ic u lt ie s  in a number of its  a c t iv it ie s ,  
fo r example, in Z a ire , fo r the whole of 1972, the local subsidiary 
companies continued under Government surveillance. In February 
1973 the government announced that control measures had been l i f te d  
from a ll  companies in the Cominiere Group with the exception of one 
which generated and d istributed  e le c tr ic  power in Kinshasa. The 
Zaire Government expressed the wish that th is company should be con­
tro lle d  by the State and discussions were in progress a t the time 
of the Annual Report. D if f ic u lt ie s  were not merely confined to 
Black A frica .

In Rhodesia the Group's in terests had been under the control 
of local boards following the resignation of a ll senior Lonrho 
executives. The Group's o il p ipeline representing an investment 
of £3.5 m illio n , remained closed, but the Group continued to bear 
the annual costs of approximately £300,000. On the 24th September, 
1971, a D irector o f Lonrho v/as arrested in Johannesburg, South 
A frica  on a charge of unspecified fraud committed between January 
and Ju ly , 1969. The charge was understood to have followed several 
months of private investigation by a minority shareholder and sub­
sequent investigation by o ff ic ia ls  of the Commercial Branch of the 
South African Police into the a ffa irs  of certain local subsidiary 
companies.

LONRHO IN SOUTH AFRICA

• The investigation sparked o ff  by a minority shareholder in  
South A frica  which led to the fraud allegations led to fu rth er  
disclosures published in various newspapers concerning the in terests  
of Messrs. Rowland, Ball and the Hon. Angus O g ilv ie . The matter 
concerning Nyachere Copper (Pvt) Ltd. caused some controversy 
within the Board and evidently led the auditors Messrs. Peat 
Marwick M itchell to question the ad v isab ility  of a financia l in te r ­
est with public company funds. I t  appeared that Angus O g ilv ie ,
Tiny Rowland and Lonrho's Executive Deputy Chairman, Alan B a ll, 
a ll had private stakes in th is  Rhodesian copper mine that had 
been financed to the extent of more than £3 m illio n  by Lonrho.
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Nyachere Copper Mine Rhodesia started production in October,
1972 and was the sole subsidiary of a South African company
H.C.C. Investments (Pty) Ltd.

When Mr. Rowland joined Lonrho in 1961 he had in jected  
some private in terests in to  the group in return fo r 1.5 m il­
lion  Lonrho shares together with the option to buy a fu rth er  
two m illion  at 35 pence in f iv e  years time. He had also 
offered his h a lf share in the Shamrock Copper Mine in Rhodesia 
which had been subjected to exploratory d r il l in g  by Rand Mines, 
but th is did not form part of the orig inal package. Some 
years la te r  Mr. Rowland's partner in the Shamrock Mine Venture 
went bankrupt and Mr. Rowland offered to buy the other h a lf  
of the shares fo r  Lonrho. This involved a complex series 
of transactions as by then Rhodesia was under in ternational 
embargo. Nyachere Copper (P rivate) Ltd. was formed in Rhodesia 
to incorporate the mine. The Sunday Times (13th May, 1973) 
reported that the remaining 50% of the Shamrock venture was 
o rig in a lly  acquired by a Lonrho associate, Corsyn, which in 
August, 1969 sold i t  to Lonrho Investments. Lonrho Invest­
ments (Pty) in turn inserted i t  into a newly formed South 
African Company known as H.C.C. (Pty) Ltd. Mr. Rowland put 
his h a lf o f Nyachere in to  H.C.C. so that as a resu lt II .C .C .  
was owned 50% by Lonrho and apparently 50% by Mr. Rowland via  
a Swiss Company, Borma A.G. This series of transactions per­
mitted development finance to be channelled from Lonrho's 
Headquarters in London to South A frica and from South A frica  
to Rhodesia.

Thus i t  appeared that Mr. Rowland held a 70% in te re s t in  
his h a lf of Nyachere while Mr. Alan B a ll's  Family Trust had a 
20% in te re s t, and the Hon. Angus O g ilv ie 's  Family Trust 10%.

Borma A. G. registered in Zurich had three shareholders,
Mr. Rowland (70%), Mr. B a ll's  Family Trust (20%) and the Hon. 
Angus O g ilv ie 's  Family Trust (10%). S im ilar percentage share­
holdings were evidently also held by Messrs. Rowland, Ball and 
the Hon. Angus O gilvie in Yeoman Investments, a private company 
registered in the Bahamas. O rig ina lly  th is was apparently 
registered as a repository fo r the orig inal two m illio n  option 
shares in Lonrho that Mr. Rowland bought in 1967 and Yeoman was 
believed to account fo r more than h a lf Mr. Rowland's reported 
to ta l of 12.6 m illio n  shareholding in Lonrho.

Also in the early  1970's, the group had embarked on a sub­
s tan tia l capital expenditure programme fo r the development of 
the Western Platinum mines in South A frica . M illin g  commenced 
in March 1971 and the f i r s t  consignment of matte from the smelter 
was shipped in January, 1972. By the year end of 1971 the 
Group's investment to date in the Western Platinum project was 
some £8 m illion  of which £2.6 m illion  represented 50.44% of the 
equity, the balance being supplied by way of loans. At that
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time the platinum market was passing through a period of uncer­
ta in ty  and the price which the group could expect fo r  its  p la t i ­
num was i n no way economi c .

WANKEL AND THE CASH CRISIS

D if f ic u lt ie s  in various parts of A frica were not permitted  
to in h ib it  Lonrho's acquisition programme. On the 23rd September,
1971 Lonrho entered in to  an agreement to purchase the two Wankel 
companies. Rotary Engines GmbH and Wankel GmbH which together 
owned 40% of the rights to royalties on Dr. Fe lix  Wankel's rotary  
engine. O rig in a lly  th is  venture was planned to be a jo in t  venture 
with Rio Tinto Zinc and B ritish  Leyland. The la t te r  two parties  
dropped out of the negotiations and Mr. Rowland acted on the basis 
of a Board resolution of August 9 th , 1971 authorising him to "pur­
chase 100% of the share capitals of the two companies in question 
fo r a to ta l of DM 64 m illio n  (£7.8 m illio n )" . The Board had fu r ­
ther authorised Mr. Rowland to negotiate and vary the terms "in his 
absolute discretion" (Sunday Times, May 13th, 1973).

Dr. F e lix  Wankel and his partners had tax problems over certain  
lump sum licence payments due in lie u  of royalties from General 
Motors. Lonrho agreed to buy these General Motors payments with 
outgoing payments roughly matching those coming in , in order to 
assist Dr. Wankel with his tax problems. Thus the fin a l price  
paid fo r Wankel was in the region of £12.25 m illion  on which gross 
revenues during 1971 -  1972 were approximately £1.5 m illio n .

The various deals involving in p a rticu la r the Wankel project 
and the Western Platinum project precip itated an urgent shortage 
of funds in the United Kingdom. This, together with the arrest 
of a main board D irector v is itin g  South A frica  created a consider­
able amount of adverse press p u b lic ity . The Wankel deal had 
required £10 m illion  in cash at a time when Lonrho's liq u id ity  
was severely strained. Moreover the Wankel purchase was taken 
against the advice of Merchant Bankers, S. G. Warburg, who sub­
sequently resigned as Merchant Bankers to the Company. The 
Lonrho share price f e l l  dram atically. The shares which had been 
quoted at a high point of £3.10 in 1969 reached a low point of 
79 pence in 1970 and ranged between 93 pence and 81 pence during 
1971.

In October, 1971 the Board appointed Peat, Marwick M itchell 
& Company to investigate and report on the Group's fin an cia l 
position and future prospects, including the s tructu re , organisa­
tion  and management of the parent and subsidiary companies.
This followed the withdrawal of the Company's Financial Advisors,
S. G. Warburg & Company, and a summary of Peat, Marwick's report 
to the Board was sent to shareholders on 1st March, 1972. Bank 
Borrowings fo r the years 1967 -  1971 are reproduced in Table I 
below, taken from a c irc u la r to shareholders dated 22nd March,
1972 from Peat, Marwick, M itchell & Co.
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During the year ended 30th September, 1971, capital expend! 
ture of the group amounted to £22.76 m illio n . Capital Commit­
ments as a t the 30th September, 1971 to ta lled  £12.71 m illio n , 
a substantial decrease on the previous year.

TABLE I

30th September
Bank

Overdrafts
Other

Borrowings
Total

Borrowings

£m. £m. £m.

1967 6.6 6.9 13.5

1968 8.6 6.2 14.8

1969 19.6 24.1 43.7

1970 22.1 25.2 47.3

1971 24.0 34.7 58.7

PEAT, WARWICK'S RECOMMENDATION

The Board accepted in princip le  the recommendations made 
in the report including those on accounting treatment and cer­
ta in  changes in accounting procedures.

The Heat report drew shareholders' attention to the fac t 
that too high a proportion of the Group's overall funding was 
represented by short term borrowing, and the Board gave p r io r ity  
to remedying th is s itu a tio n . In order to strengthen the United 
Kingdom cash flow of the group i t  was decided to d is trib u te  only 

•+u dividend to ordinary shareholders compared
with £3.1 m illion  in the previous year. Although the Directors  
f e l t  that the group's p ro f ita b il i ty  would remain at a satis factory  
le v e l, they f e l t  that the dividend reduction was one appropriate 
means of reducing the cash outflow from the group. The dividend 
of £1.4 m illion  pounds was covered 3.6 times by nett earnings.

C learly considerable stra in  had been imposed on the Group by 
the continued expenditure on the platinum mine, which expenditure 
had^been largely by means of short term borrowings. A fu rther  
problem was that exchange controls by various countries in which 
Lonrho had substantial interests prevented the Group from fre e ly  
rem itting monies to the United Kingdom. A ra tio n a lisa tio n  pro­
gramme was rapidly drawn up with a view both to strengthening 
group liq u id ity  and to increasing the flow of dividends to the 
United Kingdom. The principal objectives of the ra tio n a lisa tio n  
programme were contained in the 1971 review by the Joint Managing 
Directors as follows:
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1. To obtain better geographical spread between countries.

2. Each te rr ito ry  to be fin a n c ia lly  s e lf supporting and 
to increase the flow of dividends to the U.K.

3. To examine loss-making operations, or those where the 
return on capital was not s u ff ic ie n t, and e ith e r to 
reorganise them where th is  was possible, or else se ll 
or close them down.

4. To examine the group's marketing policies fo r the 
future and set about disposing of those operations 
which were unlikely  to f a l l  w ithin the pattern of 
future developments.

5. To press the development of those areas where the 
group was p a rtic u la rly  strong.

By December, 1971, a number of the Group's in terests were 
sold, including a Shipping and General Services company in Mauri­
t iu s , a Brewing company operating in Central and Southern A fric a , 
the Lesotho Diamond Venture, the Anglo Mauritius Assurance Com­
pany and, during March, 1972, the disposal of certain motor spare 
parts d is trib u tio n  and road transport in teres ts .

Recommendations were also made concerning the organisation  
of the Group. In view of the Group's rapid growth during the 
preceding fiv e  years i t  v/as f e l t  that the existing structure  
and management methods were no longer appropriate to a widely 
d ive rs ified  group. This raised the problem as to whether manage­
ment should be organised by functions or by geographical spread. 
This problem v/as closely a llie d  to the financia l aspects of the 
report since various exchange control regulations, in the opinion 
of the Joint Managing D irectors, meant that financia l management 
had to be carried out in many cases on the basis of te rr ito r ie s  
or groups of te r r ito r ie s .

The solution was somewhat in the nature of a compromise 
where the main types of operation wuch as sugar and te x tile s  
were to be managed as d is tin c t units and the smaller and more 
varied types of operations were to be managed on a te r r i to r ia l  
basis. Each of the te rr ito r ie s  would have its  own managing 
d irecto r and a financia l contro ller to support him and in addi­
tion considerable changes were planned at the Headquarters in  
London, p a rtic u la rly  in the areas of finance and personnel plan­
ning. As an in tegral part of the Group's policy i t  was proposed 
to pay more attention to developing local management in African  
countries. The Joint Managing Directors pointed out that they 
sought to id en tify  themselves with th e ir  host countries and an 
in tegral part of th is policy was to re c ru it and tra in  Africans 
fo r top management and senior posts in each country.
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One means of a lle v ia tin g  the short term borrowing s ituation  
was by way of a fu rther share issue. Approximately 14 m illion  
ordinary shares of 25p each fu l ly  paid were issued a t 73p per 
share in the proportion of one new ordinary share fo r every four 
existing ordinary shares. Acceptances were received from 
shareholders and convertible loan stockholders in respect of 
approximately 13.5 m illion  shares and in addition there were 
applications fo r excess shares to ta llin g  14 m illio n . The net 
proceeds of the issue amounted to approximately £10 m illion  
and were mainly u tilis e d  to repay loans and reduce overdrafts 
in the United Kingdom. By subscribing fo r the shares to which 
he was e n title d  under th is  scheme Mr. R. W. Rowland increased 
his shareholding in the company from approximately 10 m illio n  
to 12.6 m illion  shares. The Directors in teres t in the shares 
of the Company are shown in Exhibit IV.

Messrs. Keyser Ullman Ltd. were appointed as merchant bankers 
to the company in A p r il, 1972 p rio r to the share issue in May.
As an expression of th e ir  b e lie f  in a future of the company 
Keyser Ullman Ltd. indicated that they wished to subscribe fo r  
ordinary shares in the capital of the company and also to be 
granted an option to subscribe fo r fu rther shares. In July 
1972, 500,000 ordinary shares 25p each fu lly  paid up were a llo tte d  
and issued to Keyser Ullmann Ltd. fo r a consideration of 75p per 
share. An option to subscribe fo r a fu rther 500,000 ordinary 
shares of 25p each fu l ly  paid up at a price of 75p per share was 
also granted together with another option for a further 500,000 
ordinary shares of 25p each fu l ly  paid up at a price of lOOp 
per share. These options were exerciseable in whole or in part 
at any time up to the 14th July , 1975. Thus by May, 1972, the 
immediate financia l s ituation  of the Lonrho group was substan­
t ia l ly  improved.

A fu rther corollary to the Peat report involved the streng­
thening of the main Board of D irectors. On the 4th A p r il,  1972, 
the Rt. Hon. Duncan Sandys M.P. a former Conservative Colonial 
Secretary was appointed as Chairman. S ir Basil Smallpiece, 
formally a Chief Executive of B ritish  Overseas Airways Corporation, 
subsequently headed the Cunard Group p rio r to its  takeover by 
Trafalgar House Investment and was at the time Administrative  
Adviser to the Royal Household; S ir Basil became the new Deputy 
Chairman of the Lonrho Group. The Rt. Hon. Edward DuCann, M.P. 
fo r Taunton and Chairman of Keyser Ullman was also made a 
D irecto r. Mr. DuCann v/as also Chairman of the powerful 1922 
Committee of Conservative backbench M .P.s..

nth May, Dr. Adolf Gerber, a Swiss c it iz e n , running 
the Wankel Companies was appointed D irector together with 
Mr. William Wilkinson, a former merchant banker. P rior to jo in -  
ing the Board in May, Mr. Wilkinson had advocated to the orig ina l 
Peat Marwick's investigators that Mr. Rowland ought to step down 
as Chief Executive. Two further appointments included Mr. T. R. 
Prentice and Mr. R. F. Dunlop and th is  brought the to ta l number 
of directors to sixteen.
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THE BOARDROOM DISPUTE

BACKGROUND

I t  was early  1972 when the Lonrho Board was substantia lly  
strengthened as a consequence of the Peat Marwick report and i t  
was a year la te r  that the boardroom dispute became public as a 

.re s u lt of Mr. Rowland's application to court. The court pro­
ceedings however were the corollary to a number of attempts on 
the part of various Board members, including Mr. Rowland and 
S ir Basil Smallpiece, to arrive  at some modus vivendi and a 
b r ie f  diary of events appears hereunder.

LONRHO DIARY

March 19th Defendant's memorandum addressed to Chairman

March 22nd Discussion at Board Meeting

A pril 18th Ex Parte Injunction by Mr. Justice Foster
to expire Friday, May 4th.

May 8th to Court Proceedings heard by Mr. Justice Plowman
May 11th

Monday, Judgement given in favour of defendants.
May 14th Rowland agrees to pay £50,000 court costs.

Agreed statement read by a ll parties .

May 31st Annual General Meeting
Extraordinary General Meeting

Mr. Stamler, Q.C. recalled Mr. Rowland's comment in evidence
that " i t  is perhaps understandable that ____ a number of harsh,
thoughtless -----  unnecessarily heartless remarks" had been made
by some of his colleagues. While S ir Basil observed "with 
regret" that Mr. Rowland had attacked the good fa ith  of the defen­
dant directors and suggested that th e ir  decision to propose his 
removal was not taken bona fid e  fo r the benefit of the company, 
none of the defendants denied the vigour, energy and speculative  
a b il ity  of Mr. Rowland. I t  was because of th is  that the deci­
sion was taken in February 1972, some fourteen months p rio r to 
the f i r s t  a iring  of the Lonrho a f fa ir  in court, that he should 
remain in control and should b appointed Chief Executive. But 
the lines became ever more c learly  drawn and various allegations  
became more specific  and acrimonious as the second court appear­
ance progressed over the four day period from May 8th to May 12th, 
1973.
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S ir B as il, who came to be regarded by the press as the spokes­
man fo r the defendants had been appointed as D irector of Lonrho 
following the cash c ris is  and the Peat Marwick report. S ir  B as il's  
appointment had been p a r t ia lly  on the basis of Bank of England 
advice and was seen as part of the image building as a corollary  
to the report. The second court hearing before Mr. Justice Plow­
man took place a month a fte r  Mr. Rowland had obtained a High Court 
Injunction preventing his dismissal as Chief Executive and Managing 
D irector of the Lonrho group; but th is f i r s t  courtroom appearance 
marked the end of a number of attempts by the various parties to 
resolve m atters.

The Rt. Hon. Duncan Sandys, a former Colonial Secretary and 
son-in-law of S ir  Winston C hurch ill, the B ritish  wartime Prime 
M in is ter, said that from the s ta rt of his chairmanship he had been 
faced with tension between members of the Board and had made con­
tinuing e ffo rts  to find some way of resolving the personal and 
organisational problems which had arisen. Mr. Sandys himself sub­
sequently became a subject of much controversy in the press over 
his remuneration as chairman. On his elevation to the chairman­
ship from his former function as consultant to the Group, £130,000 
was to be paid in compensation fo r the termination of a s ix year 
consultancy agreement together with an annual salary of £38,000 
as remuneration fo r his services as Chairman. I t  was subsequently 
revealed that Mr. Sandys owned 200,000 Lonrho shares which had been 
bought with the aid of a loan from Messrs. Keyser Ullman, Lonrho's 
financia l advisers.

On March 19th, 1973 the eight defendants p riva te ly  reached 
the conclusion that Mr. Rowland should resign and i f  he did not 
they would move a resolution fo r his dismissal a t the next Board 
Meeting. On March 22nd the matter was discussed at a Board Meeting 
and intensive discussions took place th erea fte r with a view to 
finding some satis factory  compromise. On 18th A p r il, Mr. Justice  
Foster granted Mr. Rowland an ex parte order banning the defendants 
from passing, or i f  passed, acting upon any resolution to dismiss 
Mr. Rowland. The order expired on May 4th, but p rio r to the 
Court appearance, Mr. Rowland had, in his capacity as a substantial 
(20%) shareholder in the group requisitioned an Extraordinary 
General Meeting of shareholders, both as a counter to his threat 
of removal and to enable shareholders to decide the future of th e ir  
company.

A year e a r lie r  the dissenting members of the Board would have 
found i t  very d i f f ic u l t  to have removed Mr. Rowland. On December 
31st, 1971, he agreed to o ffe r  Lonrho a £1 m illion  fa c i l i t y  on the 
condition that no change was made in the composition of the Board 
of Directors without his consent. The terms of the loan also speci­
fied  that Mr. Rowland had to be a member of the Lonrho Board when any 
ca ll was made. At the time of the March, 1973 Board Meeting however, 
i t  was apparent that the company had repaid a ll  the amounts outstand­
ing under that f a c i l i t y .
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Various proposals were put forward and rejected by the 
Board. The p o s s ib ility  of Mr. Rowland's quiet departure had 
faded when Mr. O liver Jessel, Jessel S ecurities , decided not to 
go ahead with the scheme to buy out Mr. Rowland's shares, f o l ­
lowed, presumably, by an e ffec tiv e  merger of Jessel & Lonrho 
operations in A frica . I t  seemed (Financial Times 24.4 .73) that 
a price could not be agreed between Mr. Rowland and Jessel Secu­
r i t ie s .  The Board then suggested se llin g  to Mr. Rowland the 
East African in terests at a favourable fig u re , but th is  proposal 
too was not implemented. Mr. Rowland apparently then offered  
to buy out his opponent's shareholding at some 140 pence per 
share and a t a cost in excess of £1 m illio n . (Table I I )  below 
gives the range of Lonrho's share price fo r the years from 
1967 -  1973). During the course of the boardroom and the court 
appearances Lonrho's share price f e l l  to a "low" of 55 pence on 
fears that the quotation might be suspended.

TABLE ( I I )

SHARE PRICES (pence)

1967 100 25 \
68 250 50 \
69 310 1.35
70 170 79
71 93 81
72 145 67
73 132 101

Nett Asset Value: 125

Shortly p rio r to the f i r s t  court hearing i t  was understood 
the eight directors who opposed Mr. Rowland's policies had turned 
down a plan which could have involved the in jection  of some 
£8 m illio n  in the company. This would have been met by an a llo ­
cation of new shares at 115 pence each, enlarging the existing  
equity capital a t that time by approximately 10%.

H alf the money was to have come from important Zambian sources 
with the balance coming equally from Mr. Rowland and from Dr. K halil 
Osman, a Sudanese national who was managing d irector o f the Gulf 
In ternational group of Kuwait, the biggest p riva te ly  owned corpora­
tion in that country. This in i t s e l f  was of in te re s t, p a rtic u la r ly  
in thé lig h t o f a subsequent comment by Mr. Rowland regarding his 
vision of Lonrho's future as combining the "potential of indepen­
dent Africa" . . . .  the cash resources of the Middle East o il nations, 
and western technology as an "unbeatable force". (Financial Times 
15th May, 1973).
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Gerald Percy:

THE BOARD

m iiü ü
Si r  Basil Smallpiece: Accountant, ex BOAC Chief Executive,

ornierly Cunard Chief and Administrative 
Advisor to the Royal Household. Deputy 
Chairman at the time ofcourt proceedings,

Deputy Managing D irector who was " in tro - 
duced" by S ir Basil as his side's choice 
fo r  Managing D irecto r. Mr. Percy had 
been a Lonrho employee and D irector fo r  
some years.

A substantial shareholder who ran Water­
gate shipping which had been bought by 
Lonrho.  ̂ ^

A former In te lligence man who maintained 
a low p ro file  with the Press. A major 
Sunday newspaper reported that Rowland, 
according to E l l io t  had called Mr. Percy 
a d irty  double crossing ra t" .

A Swiss c itizen  involved in the Wankel 
companies recently taken over by Lonrho.

A former merchant banker and opposed to 
Mr. Rowland p rio r to jo in ing the Board 
in May, 1972.

A former rancher and d irector since 1963.

fonnerly associated with Ashanti 
Goldfields taken over by Lonrho.

. . .  Those in favour of Mr. Rowland included Mr. Alan B a ll, an 
intim ate associate of Mr. Rowland and the Hon. Angus O g ilv ie , who 
formed the three man inner council of Lonrho from the early  1960's 

Butcher, Finance D irecto r, Mr. R. F. Dunlop and Mr. T. R.
Dî Tann ^5 I^^our o f  Mr. Rowland's policies was Mr. Edward
DuCann, Chairman of Keyser Ullman, the merchant bankers and advisers 

Lonrho, and Conservative M.P. fo r Taunton in Somerset.

Stanley Dalgliesh:

Nicholas E ll io t :

Dr. Adolf Gerber: 

William Wilkinson:

Colin McKenzie:

S ir  Edward L. Spears
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An in trigu ing  omission from the confrontation was that of 
the Hon. Angus O g ilv ie , who in 1961 was reported to have been 
instrumental in introducing Mr. Rowland to the Lonrho group and 
had represented the Drayton in terests since that time. Subse­
quently he was reported to have been at least p a r t ia lly  in s tru ­
mental in commissioning the report by accountants Peat Marwick.
A cousin in law of Her Majesty the Queen and the husband of 
Princess Alexandra, he resigned shortly a fte r  Mr. Justice Foster 
had granted the exparte application to prevent the other Directors  
from replacing Mr. Rowland as Chief Executive. He had been 
variously reported as being "recuperating" or "abroad" and he 
subsequently resigned from the Board leaving the m ajority o f 
Directors opposed to Mr. Rowland. I t  was reported in the 
Financial Times (A p r il, 1973) that the Drayton Corporation had 
recently reduced its  stake in the Lonrho group from 10% to 5% 
of the equity.

Mr. O g ilv ie 's  resignation followed the High Court in junction  
of A p r il. Shortly thereafte r i t  was reported that Messrs. Keyser 
Ullman had decided to step down as merchant banker adviser to 
Lonrho. The move was represented as "a withdrawal" pending the 
outcome of the Extraordinary General Meeting planned fo r May 31st. 
Mr. Alan B a ll, Deputy Chairman, indicated in a press statement 
that Keyser Ullman would probably be invited  to take up its  posi­
tion again should the shareholders vote against the eight d is s i­
dent d irectors . Keyser Ullman which said i t  had "consistently  
advised" against Mr. Rowland's replacement had apparently found 
its  position untenable and embarrassing. Mr. Roland Franklin , 
a Keyser Ullman d ire c to r, emphasised in his statement to the press 
that Mr. DuCann, the Chairman of Keyser Ullman and a D irector of 
Lonrho would resign i f  shareholders voted fo r Mr. Rowland's 
resignation. At the time the defendant directors had called in  
merchant bankers Kleinwort Benson to advise on th e ir  position , 
but there had been no suggestion that they would become Lonrho's 
temporary bankers. S ir  Basil Small piece's a ff id a v it  read to the 
court during the May 1973 hearing before Mr. Justice Plowman con­
tained a reference to Messrs. Kleinwort Benson. He claimed that 
Mr. Rowland's persistence in running Lonrho as his own personal 
business was such that Kleinwort Benson had expressed the view, 
which he shared, that without Mr. Rowland's removal i t  would be 
d i f f ic u l t  i f  not impossible to get reputable businessmen to jo in  
the Board of Management of Lonrho.

THE COURTROOM PROCEEDINGS

By early May i t  had become apparent that a t least seven 
directors would have th e ir  services terminated by the end of 
the month. I t  was pointed out (Financial Times, 7th May, 1973) 
that shareholders would probably be receiving circulars giving  
fu l l  d e ta ils  of a ll the matters in dispute. As fa r as those 
who opposed Mr. Rowland were concerned they would probably much 
rather put th e ir  case in court where th e ir  remarks could carry 
p riv ile g e . C irculars to shareholders, the newspapers pointed 
out, do not carry p riv ileg e  and have in the past given rise  to 
l ib e l actions.
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THE LEGAL PROCEEDINGS

Mr. Rowland had applied fo r and, on April 18th, had been 
granted an ex parte injunction preventing his dismissal as 
Chief Executive of the Lonrho Group. This order granted by 
Mr. Justice Foster expired on Friday, 4th May, four days p rio r  
to fu rther court proceedings heard by Mr. Justice Plowman.
These proceedings lasted from May 8th to May 11th, Mr. Rowland, 
represented by Mr. Michael Wheeler Q.C. appeared as p la in t i f f  
with the other eight directors appearing as defendants and re­
presented by Mr. Michael Stamler Q.C. The p la in t if fs  asked 
fo r a temporary order banning the eight defendants from passing, 
or i f  passed, acting upon a Board resolution to remove Mr. Row­
land from o ff ic e . I f  granted, i t  v/as requested that the order 
be e ffec tiv e  pending the fu l l  hearing of Mr. Rowland's case 
against the eight.

A fter a four day court hearing Mr. Justice Plowman delivered  
a 14-minute judgement in which he said he was unconvinced that 
the court had a duty to intervene in what was prim arily  a matter 
fo r the Lonrho Board. He added, however that i t  was a matter 
fo r the defendant directors to decide whether i t  was e ith e r wise 
or desirable fo r them to take action in advance of the decisions 
of the shareholders on May 31st, now that they were free  to do 
so. " I f  they do, and i f  on that occasion they themselves should 
be removed from the Board, the remaining directors could of course 
reappoint Mr. Rowland to his executive o ffices ."

On the f i r s t  day of the hearing, Mr. Michael Wheeler, fo r  
Mr. Rowland said the evidence was that his removal would particu­
la r ly  harm the company's wide in terests in A frica and that i t  
would cause senior men in the group to reconsider th e ir  position .
He to ld  Mr. Justice Plowman that the company's 47,000 shareholders, 
at an extraordinary general meeting on May 31st, would be asked 
to decide how they wanted the company to be run in the fu tu re .
In those circumstances the court should intervene to maintain the 
status quo. Although the directors had the power to h ire  and f i r e  
executives, the law gave shareholders the control of the Board.
"We say that in the present circumstances no reasonable Board 
could consider i t  to be in the best in terests of the company, 
shareholders as a whole, to use th e ir  powers of h ire  and f i r e  
now . . . .  and the operative word is now,"

He contended that the Directors had known from the s ta r t  
that the shareholders were going to be given an opportunity of 
considering the m atter. "Notwithstanding th a t, what they are 
now seeking to do is to pre-judge the whole issue without regard 
to the risk  that may have fo r Lonrho and the damage i t  may do 
to a ll  of the 47,000 shareholders." Mr. Wheeler asked the 
court to bear in mind that Mr. Rowland was sueing in a personal 
capacity. "This is a representative action," he said. I f  
Mr. Rowland could ascertain the wishes of the shareholders in  
some simple way i t  would be conclusive of the matter.
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Mr. Samuel Stamler, Q.C. on behalf of the defendants to ld  
the judge that he proposed to address the court on the general 
principles of lav/ which governed the circumstances in which a 
court would in te rfe re  with directors powers. Mr. Justice  
Plowman said that as he understood i t  Mr. Rowland was sueing 
in respect of his personal r ig h t not to be dismissed except in  
accordance with the company a r tic le s . Mr. Stamler said that 
as he understood the law, Mr. Rowland's action was a derivative  
action. He had not brought an action fo r wrongful dism issal, 
nor had he claimed an injunction based on his contract fo r  ser­
vice.

Previously he had said that the defendants, his c lie n ts ,
accepted Mr. Rowland's concession, but the Board had the power
to h ire  and f i r e .  He said la te r  i t  v/as the duty of Directors  
to act bona fid e  in the best in terests of the company and he 
submitted that " i f  th is sort of action is le t  in , a ha ll porter 
with one share in some large hotel group could come along and 
raise exactly the same allegations i f  he were dismissed." He 
suggested that three things were clear:

1. There v/as no question of a power conferred fo r  
one purpose being used fo r another.

2. There was no question of the absence of any 
ground upon which reasonable men could decide
to act in the way proposed.

3. There was no question of the defendants having 
fa ile d  to consider any matters which they ought
to have considered nor any question of them having 
considered matters which they ought not to have 
considered.

" I f  that is r ig h t, that is an end to i t , "  said Mr. Stamler.

Mr. Stamler submitted that where a wrong was done to a 
company the proper p la in t i f f  was the company i t s e l f .  Secondly, 
when the alleged wrong was one which could be made binding upon 
the company and its  members by a simple m ajority of the members, 
then no individual member could maintain an action in respect of 
the alleged wrong; that would be an interference with the in te r ­
nal management of the company.

"Unless a p la in t i f f  can bring himself w ithin a lim ited  
number of established exceptions he cannot sue in d iv id u a lly  fo r  
a wrong done to a company." Mr. Stamler suggested that none 
of the exceptions applied in the present case and he claimed that 
Mr. Rowland's claim was misconceived and "treb ly  bad".

" I t  is  bad because th is p la in t i f f  has no business coming to 
th is court and must w ait fo r the General Meeting which he has 
himself requisitioned and of which he has made much play. I t  is
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bad in law because the te s t to be applied to the Directors is  
that they must be shown to have acted reasonably and bona fid e  
in the in terests of the company. I t  is  bad because the evidence 
demonstrates that the d irec to rs , as reasonable men, with the 
in terests of the company a t heart could not have acted other­
wise."

E a rlie r  Mr. Stamler had said that the eight directors had 
ample material to enable them, as reasonable men, to come to 
the conclusion that Mr. Rowland should be sacked as Chief Exe­
cutive. In those circumstances nobody would have dreamt that 
th is  was a case in which the court could even be asked to in te r ­
vene and control the exercise by the directors of th e ir  powers.
I t  was, however, suggested that the court could and should do so 
fo r two reasons: f i r s t  because Mr. Rowland had requisitioned  
an Extraordinary General Meeting and second, A frica .

Ten per cent of the shares were needed to requis ition  such 
a meeting. Mr. Rowland held 20%. How, asked Mr. Stamler, 
did that fa c t a lte r  the q u ality  of the Board's acts, motives and 
decisions? " I f  on a ll  the facts re la ting  to the welfare of the 
company as a whole, they are at lib e rty  without constraint by 
the Court to come to the conclusion that he ought to be removed, 
how does the fac t that the executive they are proposing to 
remove has got more than 10% of the shares a lte r  the q u ality  
of the decision, or th e ir  bona fides or motives? Apparently, 
there is one law fo r the nine per cent and one law fo r the 
eleven per cent executive".

I t  had been suggested fo r Mr. Rowland -  fa ls e ly  in Mr. Stam­
le r  's view -  that i f  he were sacked Lonrho would suffer "dire con­
sequences" in A frica . I t  was suggested that A frica was th re a t­
ening; "we w ill nationalise or sequestrate without compensation 
assets of the company i f  you dare to run its  a ffa irs  as you in 
England as a Board think f i t . "  "Was i t  seriously suggested,"
Mr. Stamler asked, "that because of those threats from A frica  
no reasonable Board could say that i t  was none the less th e ir  
duty to go ahead with th e ir  decision? Unless that question 
was answered in Mr. Rowland's favour, that was the end of the 
m atter." Mr. Stamler discounted the threats .

JUDGEMENT

In his judgement, Mr. Justice Plowman recalled that "volumi­
nous evidence has been f i le d  on both sides, and over f i f t y  a f f i ­
davits read to me, but i t  is unnecessary, in order to dispose 
o f th is  m atter, to discuss the evidence at any length and I do 
not propose to do so. Indeed, the less I say about the dispute 
the b e tte r p a rtic u la rly  with the Extraordinary General Meeting 
so near." Previously the judge had made reference to the amount
of p u b lic ity  which the case had a ttrac ted . This " ___  shows
that i t  involves issues which transcend the legal problems which
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may be involved in i t .  I t  is ,  however, only the la t te r  with 
which I am concerned, and I shall avoid any comment upon the 
wider issues." Mr. Rowland had brought the action, said the 
judge to fo re s ta ll his dismissal and had sued on behalf of 
himself and a ll  other shareholders in the Company, other than 
the eight individual d irectors . The hearing was fo r temporary 
injunctions in a main action to prevent his dismissal, but in 
cases of th is  kind the main action was often never heard.

The judge said he was not concerned with the merits of the 
dispute. I t  was settled  law that i t  was not fo r the court to 
substitute its  own view fo r that of the d irectors . So long 
as the directors exercise th e ir  powers in what they honestly 
considered.- not what the court might consider -  was in the 
best in terests of the company, the court would not intervene in  
the absence of an improper motive, and so long as there were 
grounds on which reasonable men could reach the same conclusion.

The judge continued that the onus of proving lack of bona 
fides was firm ly  on Mr. Rowland, and i t  was to be presumed that 
the directors were acting in good fa ith  u n til the contrary was 
proved. Council (Mr. Wheeler) had submitted that there was 
nothing in the defendant's evidence to suggest any harm would 
come to the company i f  the present position was held u n til the 
Extraordinary Meeting, and that i t  would be a mis-use of Board 
powers i f  they were to fo re s ta ll the decision of the Extra­
ordinary General Meeting. I t  was only in that sense that the 
bona fides of the individual defendants was called into question 
on the present ap p li-ca tio n . The notice of motion in the case
was not s p e c ific a lly  linked to the forthcoming Extraordinary 
General Meeting; i t  asked fo r injunctions in quite general terms. 
The judge said he would however, assume in Mr. Rowland's favour, 
that the way in which Mr. Wheeler had presented the case v/as 
consistent with the notice of motion as i t  stood, because i f  i t  
was not, his disclaimer of any in tention to attack the bona fides  
of the individual defendants, except to the extent v/hich the 
judge had mentioned, would be fa ta l to his case. "Taking the 
evidence as a whole and in the absence of cross examination, which 
is always so valuable where bona fide  is in issue, the p la in t i f f  
has not proved to my satis factio n  that any reasonable body of 
directors acting in good fa ith  could reach the conclusion that 
i t  was fo r the benefit of the company to remove Mr. Rowland from 
the executive o ffices without waiting fo r the Extraordinary 
General Meeting."

The fortu itous circumstances that Mr. Rowland v/as in a posi­
tion to requis ition  such a meeting did not, in Mr. Justice Plow­
man's judgement, a lte r  the qu ality  of the d irectors ' decision or 
th e ir  motives. " I am therefore unconvinced th a t i t  is the duty 
of the court to in te rfe re  in what is prim arily  a matter fo r the 
Board."
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Mr. Samuel Stamler, Q.C. fo r the defendant directors had 
contended that Mr. Rowland's claim was misconceived in law.
" I think he may be rig h t about this" the judge said, "but I 
prefer not to decide th is  motion upon what may be a tec h n ica lity  
and, fo r the reasons I have given, I am of the opinion th a t th is  
motion must in any event f a i l .

AGREED STATEMENT

Three hours a fte r  Mr. Justice Plowman had given his judge­
ment the parties returned to court and Mr. Wheeler said that 
they had been in discussion. Immediately following the judge­
ment and before the agreed statement Mr. Wheeler had to ld  the 
judge " i t  may be that we shall have to go to the Court of Appeal."
A much more acute matter had arisen in  that overnight, there had 
apparently been a threat of action in Zambia.

One of the principal issues during court proceedings arising  
out of statements both contained in a ffid a v its  and reported in the 
press was to the e ffe c t that Lonrho's in terests in A frica  could 
be seriously threatened in the event of Mr. Rowland's dismissal.
The defendant's Council had referred to these events as "a paper 
t ig e r" . At the Lonrho Head O ffice in the C ity , a few minutes 
before a fu l l  Board Meeting, Mr. Rowland revealed to the press 
that he had received messages from Zambia which warned that gov­
ernment action would be taken against Lonrho's £8 m illio n  in terests  
there i f  he was removed from o ffic e . These amounted to natio na l­
isation and such a move would be followed rig h t across A frica .
Mr. Rowland believed this would happen because "the way in which 
the eight directors tr ie d  to remove me upset my friends".

Counsel read an agreed statement in which i t  was stated that 
the m ajority of d irecto rs , in view of the Court's judgement in 
th e ir  favour, the imminence of the Extraordinary General Meeting 
and specific  undertakings by Mr. Rowland, were prepared to defer 
taking any steps fo r Mr. Rowland's removal from executive o ffic e  
before the conclusion of the Extraordinary General Meeting. The
statement continued: ___  "Mr. Rowland undertakes to lo y a lly  abide
by a ll reasonable decisions o f the Board, to keep the Board fu l ly  
informed o f his executive a c tiv it ie s  and to do everything in his 
power to fu rther the best in terests of the company."

Mr. Wheeler said that on the basis of the agreed statement 
the parties asked the court to tre a t the hearings of Mr. Rowland's 
application temporarily as the fu l l  hearing of his action and to 
dismiss i t  with costs. The judge agreed and said that the motion 
would be so treated and dismissed with costs. Thus the consequences 
of the court proceedings were that on the basis of Mr. Rowland's 
agreement to pay the costs of the action, he had e ffe c tiv e ly  re­
mained as Chief Executive a t least u n til the May 31st Extraordinary 
General Meeting. I t  was estimated in some newspapers th a t the 
costs of the court proceedings would be in the region of £50,000.
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PRESS COMMENT AND COURTROOM ISSUES

Notwithstanding the legal arguments involved in the Lonrho 
case a considerable amount of evidence was led , largely by way 
of a ff id a v its , concerning in te r a lia  Mr. Rowland's behaviour as 
Chief Executive and his s u ita b i lity . Both p rio r to and during 
court proceedings various other issues had been raised which are 
outlined below. These involved:

1. Mr. Rowland's personality

2. A consultancy agreement and payments to
Mr. Duncan Sandys

3. The Wankel purchase

4. Events in A frica .

S ir  Basil Smallpiece had said a t a press conference following  
the judgement: "We are natura lly  delighted that the judge d is­
missed the action and did not grant a fu rther in ju n ctio n .. We 
now have to consider the action we are going to take." Asked 
whether i t  was necessary fo r  the company's a ffa irs  to have be­
come so "personal" during the court hearing he rep lied , " I don't 
think i t  was, but you must remember that i t  was not us that took 
the matter to court. I t  was Mr. Rowland who applied fo r an 
injunction which was granted in the f i r s t  instance. I t  followed 
from that that a lo t of things which would have been b ette r d is ­
cussed in the Boardroom and not come out did come out in public."

I t  was evident both from the events in court and outside i t  
reported in the press that personalities had played a major part 
in the Boardroom dispute.

For example, a major Sunday newspaper reported (Sunday Times, 
May 13th, 1973 that Mr. E l l io t t ,  a D irector of the Group said that 
Mr. Rowland had called Mr. Percy, the Deputy Managing D irector "a 
d irty  double crossing ra t" . Mr. Rowland had made other comments 
concerning his co-directors at various times. A national morning 
newspaper reported (The Sun, Tuesday, May 15th, 1973) that Mr. Row­
land had launched an astonishing attack on his "power-game" adver­
saries. He said the move to dismiss him came " lik e  a b o lt from the 
blue" the day a fte r  another d irecto r bought him champagne a t the 
exclusive White's Club in London. Mr. Rowland claimed the eight 
had now backed down because his influence with Zambia could have 
led to the nationalisation of Lonrho's huge assets there. And the 
56 year old strongman who b u ilt  up a business empire with world 
wide mining in terests a fte r  s tarting  l i f e  as a railway p o rte r, 
slammed into them one by one:
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S ir Basil Smallpiece former Cunard chief:

"He has no feel a t a l l  fo r what goes on in A frica and 
I find i t  d i f f ic u l t  to spend more than fiv e  minutes 
with him. He is a man who is te rr ib ly  interested in 
petty cash vouchers and not much else . We are com­
plete opposites. We could never re a lly  get on to­
gether."

Gerald Percy Lonrho's Deputy Managing D irector:

"He wants my job and why not? I have got a very nice 
job. I think that Gerald Percy has great a b il it ie s  
but I don't think he would be acceptable to countries 
in independent A frica ."

General S ir Edward Spears he said was 87 years of age.

"He does not speak to his colleagues. He holds the 
balance of power. He cannot die happily u n til he 
sees me kicked out of Lonrho. That is his ambition 
in l i f e .  But we s t i l l  provide him with a Rolls and 
£12,000 a year."

Major Colin McKenzie he said was the "sa lt of the earth .

He went on: " I have known him fo r eleven years and
when I saw his name on the l i s t  I could not believe  
i t .  He and I have always got on well together."

Dr. A lfred Gerber a Swiss D irector:

"In tiiy view he should not be on the Board o f th is  com­
pany."

Mr. William Wilkinson was a paper merchant.

"He has produced more paper than any other man in th is  
build ing. He has great cap ab ilities  but no commercial 
f l a i r . "  Lastly was

Mr. John E l l io t t  who he claimed was connected with MI6.

" I think he is professionally a man who moves in the 
shadows and the move against me was master-minded by 
him because i t  is his profession."

S ir Basil said a fte r  Mr. Rowland's outburst: " I have got 
beyond the stage of being offended by irresponsible comments." 
But he admitted he had been surprised.
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COURT PROCEEDINGS, AFFIDAVITS AND EVENTS

Prior to the May hearing and following the court in junction  
of A pril in favour of Mr.. Rowland, a shareholders action group was 
planned to unseat S ir  Basil Smallpiece and Mr. C. G. L. DuCann,
Mr. Edward DuCann's fa ther was among those in favour of an action 
committee. But events were not confined to the United Kingdom.

A series of a ffid a v its  by representatives of Lonrho subsidi­
aries and associated companies in A frica and the Middle East was 
read in Court by Mr. Wheeler. Typical of these was one by the 
Chairman of Lonrho Zambia which referred to the "unique confid­
ence" the Zambian government had in Mr. Rowland. " I am author­
ised by the High Commissioner fo r Zambia in London, speaking on 
express authority from the, government, that i f  Mr. Rowland is 
removed from the o ffic e  of Chief Executive, the Company's whole 
operation in Zambia would not only be in jeopardy, but would 
cease." I t  was understood that the government of Z a ire , where 
Lonrho had considerable prospects would follow  any course which 
Zambia took.

Mr. Wheeler, having read fu rther a ffid a v its  commented:
"Do not le t  i t  be assumed that th is is  Mr. Rowland acting as 
a puppet master. That indeed would be an in su lt to the govern­
ment concerned. And do not assume, I beg of you, that what 
may be done Mr. Rowland could undo. I t  is simply not j u s t i f i ­
able on the evidence to in fe r  that nothing w ill happen in the 
next three weeks i f  Mr. Rowland is removed."

Previously he had suggested that not even Mr. Percy's 
knowledge of A frica  was up to date. The reaction in Uganda, 
from where Lonrho gained the greater part of its  p r o f i t ,  was 
not a nicely balanced commercial judgement but a personal and 
emotional reaction. He referred also to a press statement
issued by the Ghana High Commission in London which read " ___
the Government of Ghana has noted with in teres t the struggle 
fo r power and control going on in the Board of Lonrho Ltd. in 
the C ity of London. While the government concedes the r ig h t  
of directors or shareholders in a Limited L ia b ility  Company 
at home or abroad to engage in an in ternal wrangling fo r power 
and contro l, i t  wishes to state unequivocably and categorically  
that i t  w ill  not to le ra te  an attempt by any such group to 
in te rfe re  with the sovereign in teres t of the Republic of Ghana. 
Ghana's decision to capture the commanding heights of the economy 
remain unalterable and irre v e rs ib le . No threats from any 
quarter w ill  make the government and the people of Ghana rescind 
th e ir  irrevocable decision to partic ipate  fu l ly  in the ex tractive  
industries of Ghana."

"The government of Ghana supports the stand taken by our 
brother countries of Zambia, Kenya and the Sudan in th is  power 
struggle now going on in the City of London, and warns that i t  w ill  
not be a party to any decision taken u n ila te ra lly  in London which



279

may be detrimental to the smooth and e ff ic ie n t  operation of 
Ashanti Gold Field Corporation (Ghana) Ltd. of which Lonrho 
is  a minority shareholder. The government, ever mindful of 
its  solemn obligations to the people of Ghana would lik e  to 
warn a ll concerned that i t  w ill  not hesitate to take measures 
to protect its  in terests  in any appropriate circumstances".

The Financial Times correspondent in Abidjan wrote that 
support fo r Mr. Rowland had come from West A frica . Mr. Brian 
D. Chapman, Lonrho's most senior executive in French speaking 
West A frica signed an a ff id a v it  in Abidjan capital of the Ivory 
Coast, in which he stated that a change in the company's d irec­
tion might not be acceptable to Lonrho's Ivorian associates.
Mr. Chapman who had been with Lonrho fo r twenty years, stated 
that Lonrho had a management contract in the $100 m illio n  sugar 
project in the Ivory coast and was involved in a $40 m illio n  
sugar project in Dahomey. The company also had an in te res t 
in the f i r s t  Ivorian Insurance Company and had obtained a le t te r  
of in ten t to develop substantial a llu v ia l diamond deposits in 
partnership with the Ivorian government.

Mr. Gil Olympio, Managing D irector of Lonrho's Holding 
Company in French speaking West A frica  arrived in Abidjan to 
inform Lonrho's Ivorian partners of the fu l l  import of the 
c r is is . I t  was understood by the Financial Times correspondent 
that the Ivorian partners, some of whom had m ajority shares in  
the subsidiary companies were concerned about the "cavalier 
fashion" in which th e ir  interests were treated in London. They 
were also said to be considering whether they should be taking 
action to safeguard th e ir  in te res ts . Both Mr. Olympio and 
Mr. Chapman made i t  c lear that they would leave Lonrho i f  the 
attempt to remove Mr. Rowland as Chief Executive proved success­
fu l .

The Chairman of Gulf In ternational (Sudan) L td ., previously 
referred to as the largest private enterprise in the Sudan, stated  
that i f  Mr. Rowland were removed Lonrho would find i t  very d i f f i ­
c u lt to obtain new projects in A frica and the Middle East.
Many of the existing projects were l ik e ly  to be reduced or d is ­
appear. "People in A frica and the Middle East have a special 
respect fo r the Company, because i t  is  one of the very few Euro­
pean companies which has tr ie d  hard to understand the people of
A frica and the Middle East." His a ff id a v it  said " ___  th is  has
been . . . .  almost e n tire ly  due to Mr. Rowland. He is that unique 
European accepted by most African leaders in th e ir  homes on a 
fam ily basis and to whom they can ta lk  without reservation."
The a ff id a v it  concluded that i f  Mr. Percy were to succeed Mr. Row­
land might well find himself persona non g ra tia  in many African  
te r r ito r ie s .

Another African a ff id a v it  spoke of the "lamentable" standing 
in independent A frica of those who intended taking over senior 
positions in Lonrho. "The fac t that such a panel of individuals  
should be planning a fundamental reorganisation of the company
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without so much as a casual reference to those of us who are the 
regional executives in independent A frica is nothing short of an 
unmitigated in su lt to our persons and our peoples."

Major General John Anderson, of Mulberry Cottage, Hoxne, 
Suffo lk , in an a ff id a v it  read by Mr. Wheeler, said he had been 
on the s ta ff  of the Lonrho group since March, 1965, a fte r  
Mr. Ian Smith, Prime M in ister of Rhodesia at that tim e, had 
fo rc ib ly  re tire d  him as G.O.C. of the Rhodesian army. " I can­
not v isualise any other Lonrho d irector being capable of hand­
ling  Lonrho's a ffa irs  in A frica with the same a b il ity  as 
Mr. Rowland and, due to the high esteem which he commands with 
African leaders, I am firm ly  convinced that his removal as 
Chief Executive of Lonrho would be very much to the detriment 
of the comapny's in terests in A frica ."

THE DEFENDANTS' ARGUMENTS

Mr. Samuel Stamler, Q.C. fo r the defendant directors read 
evidence in which S ir  Basil Small piece, Lonrho's Deputy Chair­
man stated that he had joined the Board a fte r  the Company had 
sufferred "a c ris is  of confidence." S ir  Basil observed "v/ith 
regret" that Mr. Rowland attacked the good fa ith  of the defendant 
directors and suggested that th e ir  decision to propose his re­
moval was not taken bona fid e  fo r the benefit of the company.
He pointed out that i t  was only a fte r  prolonged and careful con­
sideration that he came to the conclusion that Mr. Rowland was 
u n f it ,  by reason of his temperament and lack of commercial pro­
b ity  to be Chief Executive of a public company. His orig inal 
in tention had been to resign from the London Board, a course 
fa r  easier than becoming involved not only in public acrimony 
but in legal proceedings. He was, however sa tis fied  that i t  
would be a dere lic tio n  of duty merely to resign without inform­
ing the shareholders of the true position and taking a ll  steps 
open to him to prevent Mr. Rowland from causing fu rther damage 
to Lonrho.

Referring to statements in Mr. Rowland's evidence about 
the reasons fo r the move against him. S ir Basil commented " I 
find  that the most charitable construction lean put on these 
statements is that they demonstrate Mr. Rowland's capacity fo r  
s e lf  deception."  ̂ Mr. Rowland's evidence had been directed  
towards showing his past services to Lonrho and close personal 
contacts with in flu e n tia l people. That evidence was designed 
to prove that " . . . .  he alone is Lonrho and is indispensable to 
i t .

S ir Basil said th a t none of the defendants denied the 
vigour, energy and speculative a b il i ty  of Mr. Rowland and i t  
was because of th is  that the decision was taken in February, 1972, 
that he should remain in control and should be appointed Chief 
Executive. However, " . . . .  in the considered opinion of the 
m ajority of the Board the time has now arrived when the damage 
which has been done and is lik e ly  to be done by the irresponsib­
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i l i t y  of Mr. Rowland outweighs any benefits to be derived from 
his a b il i t ie s  and contacts." S ir Basil stated that " . . . .  the 
arrangements between Lonrho and the authorities in the various 
countries are commercial arrangements which confer substantial 
benefits on the countries concerned as well as Lonrho. I do 
not believe that the authorities concerned would on fu l l  con­
sideration in th e ir  own interests or those of th e ir  own peoples, 
u n ila te ra lly  terminate such a beneficial arrangement merely 
because Mr. Rowland ceased to be the head of Lonrho."

The p rin c ip le , but not the only reasons fo r S ir B as il's  
decision to propose Mr. Rowland's dismissal were two:

1. Mr. Rowland's persistent refusal to submit to the 
necessary d isc ip line  of the Board and the fa c t that 
" . . . . i n  order to get his own way he was prepared not 
only to override and disregard decisions of the Board 
and refused to consult with the Board, but a lso, 
when i t  seemed the best way to achieve his ends, act­
ive ly  to deceive and conceal from the Board m aterial 
information."

2. In specific  instances Mr. Rowland appeared to have 
acted without any regard fo r the true interests of 
the company or to elementary standards of commercial 
propriety. S ir  Basil said that one matter that had 
resulted in himself and his fellow  directors losing  
confidence in Mr. Rowland concerned an overseas con­
sultancy agreement he made with Mr. Duncan Sandys 
before Mr. Duncan Sandys became Chairman. That agree­
ment under which Mr. Sandys was to receive £50,000
a year had never been properly agreed by the Board.
S ir Basil said that Mr. Rowland had not disclosed to 
the Board that the consultancy agreement had been 
terminated at a cost of £130,000 to enable Mr. Sandys 
to become chairman. S ir  Basil said however that he 
was e n tire ly  sa tis fied  that Mr. Sandys believed at 
a ll  material times that a ll financia l arrangements 
with him had been properly approved by the Board of 
Lonrho. Certainly on learning they had not, he 
immediately decided to refund the monies he had 
already received and foreswore any claim on the ba l­
ance.

This matter to do with consultancy agreements was widely 
reported in the Press. In a sworn statement on the second day 
of the hearing Mr. Rowland had maintained that Mr. Angus O gilvie  
and Mr. Alan Ball had "carefu lly  considered" the amount of com­
pensation to be paid Mr. Sandys fo r the ending of his consultancy 
agreement. Mr. Sandys had been retained on a six year consul­
tancy by Lonrho at an annual fee of £51,000 a year. On being 
asked to become Chairman of the Company, Mr. Sandys consultancy 
agreement had been terminated and he was to be paid £130,000 in
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compensation. £44,000 of th is  sum had been paid into an account 
in the Cayman islands and th is amount was subsequently refunded 
by Mr. Sandys. In a press interview (Financial Times, 11th May,
1973) S ir  Basil spoke about the company's practice of paying d ir ­
ectors' salaries p artly  outside the U.K. £2,500 of S ir  B as il's  
£12,500 salary from the group was paid into a Cayman Islands 
account. He also received over £2,500 in tax free expenses 
paid in the U.K. He commented that " I understand th is is quite  
a common practice in companies which trade in te r-n a tio n a lly . My 
fees were arranged by Mr. Edward DuCann of Keyser Ullman."

Mr. Duncan Sandys had had £49,000 of a £51,000 a year con­
sultancy salary paid in the Cayman Islands.

MR. ROWLAND'S MANAGEMENT STYLE

In the eyes of many people, shareholders, managers and par­
t ic u la r ly  the press, Lonrho was firm ly  id en tifie d  with Mr. Row­
land. I t  was he who seemed to be always involved in negotiating  
new deals and involving Lonrho in new ventures, and c learly  Lonrho's 
growth throughout the 1960s had been characterised by a high cen­
tra lis e d  decision-making process at the top. That th is  had appar­
ently included Mr. Ball and Mr. Ogilvie did not a lte r  the impres­
sion of public and press a lik e , that Mr. Rowland's views carried  
a great deal of weight. Even during the course of the public a i r ­
ing of the Boardroom dispute Mr. Rowland had continued to be i n t i ­
mately involved in the a ffa irs  of the company outside court.
C learly the Boardroom dispute had a great deal to do with person­
a l i t ie s  and with the Chief Executive holding some 20% of the shares 
of the group this was perhaps understandable. The Sunday Times 
referred to Mr. Rowland's approach to corporate management as 
both in d iv id u a lis tic  and ambiguous. C iting his gener-osity to ­
wards Lonrho's South African representative, the Sunday Times
referred to i t  as " ___  dishing out favours and brickbats lik e  a
medieval baron with l i t t l e  or no regard fo r business niceties and 
Boardroom consultation." Sid Newman of Lonrho South A frica  was 
at one time charged with a technical v io la tion  of South African  
Company Law in that he had a home loan granted to him fo r a com­
pany fo r which he was a d ire c to r. Subsequently, this loan was 
transferred into one of Lonrho U.K. based subsidiaries.

By 1974, Lonrho could expect remittances of £1.5 m illio n  from 
Western Platinum and a t the time of the Lonrho a f fa i r ,  Mr. Newman's 
division had ju s t reported an extraordinary six month p ro f it  of 
more than £560,000 on Foreign Exchange dealings. Mr. Rowland 
showed his gratitude by issuing instructions via the Finance D irec­
to r in March of 1973 that Mr. Newman's £23,750 debt to Lonrho should 
be cancelled. This somewhat unorthodox method of rewarding employ­
ees aroused comment from the Sunday Times. S ir Basil Smallpiece 
and certain  of the other defendant directors referred to Mr. Rowland's 
management sty le  and personality in th e ir  case against him.
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In addition to the specific  instances involving Mr. Rowland's 
shares in the Nyachere mine in Rhodesia, the Wankel deal and the 
matter of Mr. Duncan Sandys consultancy agreement, the defendents 
expressed th e ir  concern and d issatis faction  at the way in which 
Mr. Rowland refused to submit to the d isc ip line  of the Board.

S ir Basil said that Mr. Rowland had been completely unable 
to establish a proper working organisation fo r the Head O ffice .
"He has, in my opinion a to ta l in a b ili ty  to collaborate in any 
form of team e ffo r t  which is necessarily essential to the success­
fu l running of a large company." While Mr. Rowland had undoubted 
ta le n t a t arranging new deals. S ir  Basil f e l t  he was incapable 
of discharging the adm inistrative and financia l resp o n s ib ilities  
which were an in tegral part of his executive function. "He has 
demonstrated an u tte r intolerance of advice and c ritic ism  to 
the point of being unable to work in harmony with anyone who 
ventures to disagree with him." S ir Basil continued "He is d is ­
loyal to the Chairman, his co-directors and many of those v/ho 
work under him and is de fic ien t in the a rt of human leadership 
and in in te g rity  or purpose. He is unwilling to delegate author­
i t y ,  define resp o n s ib ilities  and back the decisions of his s ta f f .  
He is over-emotional and is extremely ill-tem pered and mercurial 
to such an extent that I and each of my co-defendant directors  
are of the opinion that he is not consistently capable of making 
balanced judgements."

Mr. William Wilkinson referred to "numerous ways in which 
Mr. Rowland demonstrated his u n su itab ility  and lack of capacity 
to be Chief Executive; financia l recklessness, management inade­
quacy, a general lack of appreciation of the duties of the Chief 
Executive that a public company must shoulder and the standards 
of conduct which he must observe." He f e l t  that the group 
Mr. Rowland had helped to build up had outstripped his capacity 
to run i t .  Mr. Wilkinson said that when he discovered about 
an extra Dm 36,000,000 to be paid on the Wankel deal he raised  
the matter with Mr. Rowland who led him to believe i t  was not 
going to be a burden on the company at a l l .  He submitted that 
the evidence before the court on behalf of the defendant d irec ­
tors showed at least eight -  perhaps nine -  specific occasions 
when Mr. Rowland refused to consider any attempt to run Lonrho 
in a manner other than one which suited him. He had shown an 
u tte r ly  untenable a ttitu d e  to S ir Basil Smallpiece and Mr. W il­
kinson recalled that two working papers submitted to the General 
Purposes Committee of the Board had been rejected out of hand by 
Mr. Rowland without any sensible or serious discussion.

Mr. Rowland maintained that the precise terms of the Wankel 
deal had been known to the Lonrho Board and to the accountants 
Peat, Marwick, M itch e ll. On the matter of Mr. Rowland's a b i l i ­
ties  to take business decisions Mr. Wheeler Q.C. fo r Mr. Rowland 
suggested that perhaps the best way of contrasting Mr. Rowland 
and S ir Basil was to remember that fo r every £1,000- of p ro f it  
or loss by Lonrho, S ir  Basil stood to gain or lose rather less 
than 3p. Mr. Rowland stood to gain or lose ju s t under £200.



"284

But fu rther evidence was led on behalf of Dr, A lfred Gerber, the 
Lonrho d irector prim arily  responsible fo r the Wankel operations. 
Dr. Gerber said that i t  had fo r some months been his view that 
much of Mr. Rowland's extraordinary wholly irra tio n a l behaviour 
must be caused by some form of illn e s s , while S ir  Edward Spears 
maintained that Mr. Rowland's conduct had in recent months been 
so uncontrolled, his language so immoderate " . . . .  that I have 
been led to wonder whether he is e n tire ly  responsible."

Support fo r Mr. Rowland, however, came from Mr. Ian Hossy, 
a d irector o f one of Lonrho's South African operations v/ho in s is ­
ted that in his experience " . . . .  when Mr. Rowland shows apparent 
i l l  temper or appears over emotional, th is is  not done on the 
spur of the moment, but is a calculated move to bring forth  a 
p articu la r response. Mr. Roland carefu lly  considers everything 
he does before doing i t ,  although he may deliberate ly  appear not 
to have done so at a l l .  His negotiating a b il i ty  arises largely  
from his capacity fo r s e lf control."

The Sunday Times, describing the courtroom scene commented 
that as the lawyers read a ff id a v it  a fte r  a f f id a v it ,  sensational 
facts emerged and shocking statements were made, but a ll  were 
greeted impassibely. "Mr. Rowland himself sat on the fro n t 
bench, s ile n tly  planning his ta c tic s , allowing himself a smile 
only when one of his former colleagues suggested he might be 
going mad." And indeed Mr. Wilkinson in his a ff id a v it  main­
tained " . . . .  there are few days that go by when Mr. Rowland is  
in Lonrho's head o ffic e  which co not witness extreme displays 
of rage which, on many occasions have caused me seriously to 
call in question the state of his mental health ."

LIQUIDITY PROBLEMS

C onflicting views were put forward both in the Press and in  
court on the state of Lonrho's finances. I t  was revealed th a t, 
as a resu lt of the Boardroom dispute, a plan fo r Lonrho to bid fo r  
Rolls Royce Motors, an o ffe r  which would have involved the issue 
of th ir ty  m illion  of the group's shares to cover 70% of the pur­
chase, had been dropped. The Investor's Chronicle and Stock 
Exchange Gazette (18th May, 1973) estimated that Lonrho had plan­
ned to tender between £45,000,000 and £50,000,000 fo r Rolls Royce 
"a ty p ic a lly  gradiose idea fo r a company then capita lised a t 
between £60,000,000 and £70,000,000."

S ir Basil Smallpiece said that a specific  instance which 
il lu s tra te d  Mr. Rowland's disregard fo r " ___  elementary stan­
dards of commercial propriety" were that toal U.K. Bank overdrafts  
were forecast to grow from £1.5 m illio n  immediately a fte r  the 
Right's Issue to approximately £9 m illio n  by the end of 1973.
He said he had made representations to Mr. Sandys in June, July 
and August of 1972, including a warning of the damage that f a i l ­
ure to comply with the undertakings in the Rights Issue Prospectus
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together with other aspects of mismanagement of Lonrho might 
provoke a DTI* enquiry i f  these were not corrected. "Again 
in January, 1973, on his return to work following his three 
month illn ess  I warned him of the impending liq u id ity  c r is is .
In early  March I warned him again of the continuing danger of a 
Department of Trade and Industry enquiry unless he implemented 
the corrective action which he said in the previous September 
he would take." S ir  Basil was replying to a statement by 
Mr. Sandys in which he apparently suggested that S ir  Basil had 
not advised him before March, 1973 of specific  or general com­
plaints about the conduct of Mr. Rowland.

Both sides in the dispute clashed over whether warning of 
an impending L iqu id ity  c r is is  had been given in February, 1973, 
and Mr. Rowland in a le t te r  to shareholders claimed that "no 
suggestions" were made at a February 15th Committee meeting 
that a cash c ris is  was on the way. This was denied by a 
Mr. Gerald Percy who added, re ferring  to a cash problem " . . . .  
there has been only one topic of conversation around these 
offices fo r a t least nine months." Mr. Rowland pointed out 
that a t a February 15th meeting Lonrho's overdraft fo r  the end 
of March was forecast a t almost £7 m illio n  while i t  actually  
turned out to be £5.87 m illio n .

A fter the court appearances both sides made mention of the 
question of l iq u id ity . S ir Basil charged Mr. Rowland with 
"financia l irresponsibility"w hich he said had been a major cause 
of two liq u id ity  crises since 1970. " I f  no change is made, i t  
is in our view inevitab le  that the liq u id ity  position w ill begin 
to deteriorate  and shortly become serious." S ir Basil f e l t  
that a th ird  such c ris is  could be fa ta l to Lonrho and the in te r ­
ests of the shareholders. The defendant directors alleged more­
over that the group was running a "balance of payment" d e f ic it  
of more than £2 m illio n  a year which could r ise  nearly to £3 
m illion  within a year. This negative cash flow s ituation  was 
acknowledged by Mr. Rowland's side but bankers Keyser Ullman, 
while "not s ta is fied" at th is s ituation  expressed th e ir  confir 
dence that the problem could be contained.

A fte r-ta x  p ro fits  in 1972 were £6.46 m illion  but because 
of the w e ll-a ired  problem of rem itting earnings from the Group's 
extensive African in te re s ts , the net inflow v/as around £4 m illio n  
The eight estimated that running Lonrho from the U.K. cost £6.4  
m illio n  of which development expenditure incurred by Mr. Rowland 
himself was as high as £1,000,000 a year. The executive je t  
which he used sometimes fo r as much as three weeks in each 
month to v is i t  high ranking African contacts cost £300,000.

*Department of Trade and Industry -  A Government Body
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EVENTS AFTER COURT

In his judgement in court, Mr. Justice Plowman had drawn 
attention to the amount of p u b lic ity  that the case had attracted  
showing that i t  involves issues which transcend the legal
problems which may be involved in i t . "  While Lonrho did not 
perhaps receive the same amount of pu b lic ity  a fte r  the court 
proceedings as i t  had during them nevertheless comment on its  
a ffa irs  came from a variety  of sources

Both the Investor's Chronicle and the Sunday Times commented 
on the group's p r o f i ta b i l i ty .  The Investor's Chronicle noted 
that over a period of eleven years Mr. Rowland had been in s tru ­
mental in raising Lonrho's turnover from £1 m illion  a year to 
£216 m illion  and p ro fits  before tax and m inorities from £158,000 
to £19 m illio n , but suggested that the record over the past four 
years was "not so hot". Net p ro fits  a fte r  m inorities which 
was what shareholders were re a lly  interested in had, from 1969 
to ta lle d  £5.01 m illio n , £5.64 m illio n , £4.24 m illion  and £6.46 
m illio n  and only 55% of the 1972 p ro fits  were rem ittable to the 
U.K.

Commenting on the Boardroom Dispute the a r tic le  suggested 
that i f  the dispute had exposed the fa ilin g s  as well as the 
strengths of the men who ran Lonrho i t  had also brought into  
the open the real nature of the company. " I t  is not prim arily  
a finance company or a trading company: under Rowland i t  is a
p o lit ic a l company. His vision is to open up and develop Black 
A frica  with the aid of Middle Eastern money, to make the con­
tin en t a th ird  force in a world where North America and Russia 
are now in balance. Lonrho's function (which i t  alone, or 
indeed Rowland alone can f u l f i l )  is to provide the ideas, arrange 
the deals and manage the pro jects, picking up what equity i t  
can and taking management fees besides. The Company's future  
and the development of Black A frica are completely inter-dependent 
in Rowland's view. This is what he is up to and i t  ca lls  fo r  
p o lit ic a l s k ills  and judgement of a high order. This is his 
unique s p e c ia lity ."

"Rowland's ambitions in A frica are laudable in our view and 
even one of his opponents have called them basically  sensible.
For the sake of Lonrho's future development in Africa therefore  
i t  seems to us that the shareholders own interests l ie  in keeping 
Rowland, warts and a l l .  His fa ilin g s  are serious enough to 
cause concern and our view is very much dependant on the steps 
he is prepared to take to re c tify  them."

Mr. Rowland, in a c irc u la r and statement to shareholders 
dated 16th May, 1973, said that the issue before the shareholders 
was how, and by whom the company should be managed. "This is  
what the shareholders must decide. The s ty le  of management 
practised h itherto  had shown a consistent growth in assets and 
p ro fits .
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TABLE I I I

P ro fits  before Taxation 
and

Year to Total Capital M inorities and Excluding
30th September Employed Extraordinary Items

£ m illio n  £ m illion

1962 3;21 0.47
1963 * 3.98 0.50
1964 10.29 1.03
1965 13.17 1.82
1966 15.84 3.06
1967 19.93 3.60
1968 49.97 6.14
1969 105.21 14.44
1970 117.74 14.61
1971 131.70 15.09
1972 150.56 19.30

The Sunday Times under a headline "Why Rowland is a L ia­
b i l i ty "  published a comparison between Lonrho and various other 
groups including Inchcape, M itchell Cotts and Booker McConnell. 
The newspaper summed up the concensus of opinion about Rowland: 
" I t  is a ll very well fo r S ir Basil Smallpiece and his organisa­
tion men to complain that Tiny is n 't  behaving in a correct way, 
but in the end Iwould sooner have the business run with a mer­
curia l panache and money making genius of Rowland than the res­
pectable but none too successful plod of S ir B as il."  ___  "And
when i t  comes to social good what could be better than to back 
an entrepreneur of vision who's actually  investing money produ­
cing sugar and platinum from wasted land, creating real wealth
where i t  is most needed, in A frica ___ " Notwithstanding th is
however the Sunday Times Financial Editor f e l t  i t  was now time 
that Rowland went. "Rowland has quite simply not delivered  
the goods in s u ffic ie n t quantity to ju s t ify  his perilous approach 
to management. He is acknowledged by his c r it ic s  as a master 
dealer and negotiator. His q u a lities  made Rowland's f i r s t  f iv e  
a t Lonrho's astonishingly p ro fitab le  fo r shareholders . . . .  the 
real tes t always comes when a company reaches a certain  s ize .
In Lonrho's case th is re a lly  starts  a t the end of 1967, when 
Rowland, Alan Ball and Angus O gilvie embarked on a series of
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major takeovers o f old African based colonial companies financed 
by shares issued a t high prices based on the early  sensational 
record."

"Earnings per share have on the whole continued to grow and 
should grow fas ter th is  year. But as the simple chart shows 
(Exhib it V I) other overseas traders have done much b e tte r. 
Companies lik e  Inchcape, M itchell Cotts, Booker are not care fu lly  
chosen special cases, nor are they famed fo r th e ir  entrepreneur­
ia l b r il l ia n c e , dynamism and f l a i r .  The s tarting  date is not 
specially  unfavourable to Lonrho. Yet they have out-performed 
Lonrho because when i t  counted, professional management was 
b e tte r. And they have out-performed Lonrho w ithout, so fa r  as 
I know, unhappy boardrooms, shabby behaviour or the recurrent 
crises that have proved so damaging in Lonrho's case."

Mr. Rowland sent a fu rther c ircu la r to shareholders dated 
22nd May in which he referred to the Sunday Times table and 
published one of his own. Exhib it (V II)

Both the Sunday Times and the Investor's Chronicle com­
mented on the Group's share price. The Sunday Times suggested 
that shareholders at Lonrho were no better o ff  than they would 
have been in I . C . I . *  and that was before the la te s t debacle 
which has cut the share price from lOOp to 64p". The Investor's  
Chronicle f e l t  that i t  would be years before Lonrho shares were 
regarded as serious investment by the C ity . "So long as they 
are held largely  by private investors, they are l ik e ly  to be 
lowly rated, especially as the p o lit ic a l nature of the company 
comes to be appreciated. P ro fits  could grow at a spectacular 
rate i f  a ll goes w ell; and i f  Rowland loses his touch disaster 
could ensue. E ither way the C ity w ill  not be d ire c tly  involved. 
For most investment managers Lonrho has become a source of 
entertainment not an investment.

THE PRIME MINISTER SPEAKS

Two days a fte r  the Lonrho judgement Mr. Joe Grimmond, 
the former Liberal leader urged Mr. Heath, the Conservative 
Prime M in ister to ask the confederation of B ritish  Industry 
to condemn Lonrho a c tiv it ie s  " . . . .  which are fa ta l to any 
counter in fla tio n  po licy." Mr. Heath replied " I hope Mr. Grim­
mond w ill not exaggerate to the extent of saying that an in c i­
dent of th is  kind is fa ta l to the counter in fla tio n  po licy .
I t  is an unpleasant and unacceptable face of capitalism , but 
one should not suggest that the whole of B ritish  Industry con­
sists of practices of th is kind." The Prime M in ister hoped 
the Confederation of B ritish  Industry would be prepared to 
make its  own statement.
^imperial Chemical Industries.
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The CBI said i t  was in no position to comment on individual 
cases, p a rtic u la rly  as Lonrho was not a member of the Confedera­
tion of B ritish  Industry. But i t  expressed its  deep concern at 
the "personal conduct and in te g rity  of the D irectors."

Prior to Mr. Grimmond's questions the Prime M in ister had 
been accused by Mr. Jack Ashley, Labour M.P. fo r Stoke on Trent 
fo r refusing to intervene in the "dubious morality" of some 
Boardroom matters ye t consistently intervening in Trade Union 
wage claims.

Two days a fte r  the Prime M in ister's  statement in the House 
of Commons i t  v/as announced that a fu ll-s c a le  investigation into  
the a ffa irs  of Lonrho was to be undertaken by Inspectors of the 
Department of Trade and Industry.

An announcement from the DTI said that the Inspectors were 
being appointed under Section 165 (b) of the Companies Act of 
1948. The Section covered among other things "misfeasance or 
other misconduct, or when members (shareholders) have not been 
given a ll the information which they might reasonably expect."

The work of the Insepctors would probably be mainly concerned 
with the question of withholding information and i t  was not 
expected that the enquiry would in te rfe re  with the special Gener­
al Meeting of Lonrho's shareholders called fo r May 31st. Among 
matters expected to be investigated were those which had been 
included in statements made during the recent Court hearings.
Among them were:

1. Mr. Duncan Sandys £130,000 compensation fo r loss 
of his post as Consultant to Lonrho when he was 
made Chairman of the Company.

2. The continued holding of v ir tu a lly  rent free  
Company houses by two D irectors, one s t i l l  occu­
pied by Mr. Rowland with an estimated market 
value of £350,000.

During the course of the Court proceedings i t  had been 
alleged that Mr. Rowland had not fu l f i l le d  an undertaking to 
buy the house that he occupied from Lonrho. Mr. Wheeler, Q.C. 
fo r Mr. Rowland maintained that Mr. Rowland was about to do so, 
"but i t  is one thing to say th is should be done, i t  is not quite
so easy always to do i t . "

" I am not going to give evidence about where Mr. Rowland 
is resident fo r tax purposes; but the ownership of a large
house in th is  country might have a material bearing on where
one's place of residence was said to be fo r tax purposes."
Mr. Rowland la te r ,  replying to a question by the Press as to 
whether he paid any U.K. taxes replied "That is between the 
Inland Revenue and myself." An a r t ic le  in the Financial Times 
(12th May, 1973) mentioned that the Department of Trade and
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Industry had had a b a rr is te r in court holding a watching b r ie f .

Other issues which were not thought l ik e ly  according to 
the Financial Times (19th May, 1973) to come under the DTI 
enquiry, involved the use of tax haven islands fo r the part 
payment of fees to d irectors . Mr. Anthony Barber, Chancellor 
of the Exchequer, to ld  the Commons that the possible use of 
a r t i f ic ia l  devices to minimise tax l ia b i l i t y  was a matter fo r  
the Inland Revenue which was, as a matter of course, making its  
own enquiries. Previously i t  had been reported in the 
Financial Times (12th May, 1973) that the income from Mr. Row­
land's 20% stake in Lonrho held in the Bahamas was roughly h a lf  
a m illion  pounds a year. A fu rther matter which i t  appeared 
would be the subject of DTI investigation was a secret o ffe r  
said to have been made to Mr. Rowland by his main opponent.
S ir  Basil Smallpiece. I t  was said to have included part of 
the company's assets in A frica , including Zambia and East A frica  
and the company's executive je t  a irc ra ft  as the price fo r  
Mr. Rowland to leave the company. One of Mr. Rowland's suppor­
ters was reported to have described th is o ffe r  as " to ta lly  i l l e ­
gal" because the Board was "proposing an il le g a l division of the 
company's assets. You simply cannot se ll assets to one share­
holder. We took legal advice and were immediately to ld  th is ."

A spokesman fo r S ir  Basil Smallpiece (Financial Times,
21st May, 1973) re ferring  to the proposal, made i t  c lear that 
S ir Basil would not have been party to any proposal that was 
" il le g a l" . S ir  Basil had been in Australia  a t the time and no 
firm  o ffe r was ever made - only a proposal fo r consideration by 
Mr. Rowland. "The memorandum to Mr. Rowland said that the d is ­
advantage of the proposal, i f  i t  proved to be acceptable to him, 
was that i t  would take some time to arrange. Among other things 
the approval of the Stock Exchange and the Trustees would have 
to be obtained. Class I and Class IV circulars would be neces­
sary and i t  would be necessary to obtain the approval by ordinary 
resolution of the shareholders to the deal since i t  involved the 
personal in te res t of one of the d irectors ."

Mr. Harold Wilson, Leader of the Opposition re ferring  to the 
LonrhoAffair, called on the Government to make i t  mandatory fo r  
companies to disclose a ll  payments above a given figure fo r  con­
sultancy and other arrangements, the provision of rent free  accom­
modation, a ll figures of compensation for loss of o ff ic e , real 
or otherwise, and a ll  payments of salary and other emoluments 
which were paid outside the U.K. and outside the ju ris d ic tio n  
of the Inland Revenue. Mr. Wilson, who was speaking at a Con­
ference of Mineworkers at Blackpool, said that the Augean Stable 
that had emerged was a graphic il lu s tra tio n  of the system of 
society Mr. Heath and his government existed to sustain. Refer­
ring to the pattern in the Prime M in ister's  speech following the 
previous General Election when he promised to provide room fo r
greater incentives to men and women, Mr. Wilson said " ___  the
day of free enterprise and the d e ifica tio n  of the unadulterated 
p ro f it  motive had dawned and the sun would manifestly shine upon 
the righteous." Mr. Wilson said the " to rrid  sun on a fo e tid
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swamp sometimes hastens the growth of strange and contorted 
jungle p lan ts, in which s t i l l  stranger creatures liv e ."

TWENTY-FOUR HOURS

With the Extraordinary General Meeting due to take place 
on the 31st May, the Financial Times reported, a ttrib u tin g  its  
report to a leak, that Lonrho's h a lf year p ro fits  to March were 
up by £2.6 m illio n  to £3.2 m illion  and that the "encouraging 
feature" was that the remitted and rem ittable portion had risen  
from £1.4 m illio n  out of £2.6 m illio n  to £2.2 m illio n  of the 
£3.2 m illio n .

The news-paper, in a d iffe re n t a r t ic le  also reported that 
The Drayton Trust which, before the row had become public had 
reduced its  stake in Lonrho from an in i t ia l  10% to 5% and whose 
Boardroom representative the Hon. Angus Ogilvie had resigned 
a fte r  Mr. Lonrho's orig inal court app lication , announced that 
i t  was supporting both Lonrho factions.

Eight of the nine investment trusts managed by Drayton 
which held Lonrho shares announced "a fte r  very careful considera­
tion" that they had voted in favour of Mr. Rowland's continued 
employment -  and against resolutions proposed by Mr. Rowland 
ca lling  fo r the sacking of his eight opponents. The ninth com­
pany, the Municipal Trust owning 0.3% of Lonrho however, planned 
to support the eight dissident directors completely by voting 
against th e ir  dismissal and against Mr. Rowland.

S ir  Gerald Percy said he was "s lig h tly  surprised" at 
Drayton's overall decision. "This leaves me not knowing what 
Drayton's opinion of the dispute is ."  But, he added, "we are 
natura lly  very pleased that they approve our position and we 
in te rp re t i t  as a vote of confidence fo r our action."

On the day of the Annual General Meeting and Extraordinary 
General Meeting Lonrho's stockbrokers, Messrs. Joseph Sebag 
warned the company of the Stock Exchange Council's concern at 
leaked information which had embarassed the company. The d irec­
tors were concerned about two prin cip le  disclosures; the d e ta ils  
given in the Financial Times of 30th May of the earnings in two 
key areas, Rhodesia and Zambia, and the current forecasts fo r  
fu l l  year p ro fits . Concern was also expressed a t the newspapers' 
reporting of the six month pre-tax p ro f it  figure which had been 
o f f ic ia l ly  announced some fiv e  days la te r .

In South A fric a , the M in ister of Police disclosed th a t a fte r  
two years of investigation into the a f fa ir  of Lonrho, Coronation 
Syndicate and Tweefontein, papers in the case had been sent to 
the South African Attorney General fo r a decision. I t  was re ­
ported that the probe lasted from March, 1971 to mid-February, 
1973.
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POSTCRIPT

Mr. Rowland remained as Chief Executive of the Lonrho Group 
by a six to one proxy m ajority decision at the Extraordinary 
General Meeting on the 31st May, 1973. The eight dissident
directors were removed from the Board. Prior to the Extraordi­
nary General Meeting, Mr. Rowland had purchased more than 1.5 
m illion  extra shares in the company.
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LONRHO EXHIBIT I

TEN YtAR FINANCIAL RECORD
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£m £m £m

1963 0.50 0.24 0.16
1964 1.03 0.26 0.16
1965 1.82 0.60 0.19
1966 3.06 1.22 0.38
1967 3.60 1.45 0.81
1968 6.14 2.06 1.42
1969 14.44 5.01 2.48
1970 Note ( i i ) 14.61 5.64 3.13
1971 Notes ( i i )  and ( i i i ) 15.09 4.24 1.38
1972 Notes ( i i )  and ( i i i ) 19.30 6.46 2.43

Includes pre-acquisition p ro fits  arising from subsidiaries  
acquired p rin c ip a lly  fo r shares and loan stock.
Includes associated companies.
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EXHIB IT  I I

(Excluding associated companies)

Turnover P ro fit  before taxation
1972 1971 1972 1971
£m £m £m £m

Agriculture 18.38 16.12 4.98 2.66
Finance 4.09 3.28 (1 .67) (1 .70)
General trade 82.38 70.98 3.30 4.15
Mining 18.40 15.11 4.34 2.90
Motors 55.34 50.89 3.74 2.78
Printing and publishing 7.38 7.44 .49 .78
Shipping 1.97 2.36 .09 .09
Textiles 15.33 12.97 2.05 1.46
Wines, s p ir its  and beer 12.63 12.73 .78 .73

125.90 191.88 18.10 13.85

T errito ries

East and Central A frica 94.51 97.76 9.01 8.58
Europe and other 39.40 29.84 .58 ( i ) .26 ( i )
Southern A frica 8.36 6.80 1.01 .91
West A frica 73.63 57.48 7.50 4.10

215.90 191.88 18.10 13.85

T errito ries  included in the above are:
East and Central A frica: Kenya, Malawi, Rhodesia, Tanzani a.

Uganda, Zaire and Zambia
Europe and other:

Southern A frica:
West A frica:

( i )  A fter finance charges

United Kingdom, Belgium, France, German, 
Luxembroug, Switzerland, Mauritius and 
Sri Lanka

Botswana, South A frica  and Swaziland 

Ghana, Ivory Coast and Nigeria
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■ EXHIBIT V

EXTRACT FROM A CIRCULAR DATED 16th MAY, 1973 

• THE ALLEGATIONS

The Investors' Chronicle has said that the allegations are 
"mud under the bridge". So they are. The attacks upon me con­
cern the follow ing.

WESTERN PLATINUM

I was c r itic is e d  early  la s t year fo r not disposing of Western 
Platinum "at any price" because i t  was a drain on United Kingdom 
resources. In fac t i t  is now an immensely valuable asset and 
from 1974 should generate a positive cash flow to the United King­
dom of £1.5m.

WANKEL

This investment, which I have always believed to have very 
great p o te n tia l, was introduced and negotiated by me. Despite 
strong opposition, Lonrho acquired Wankel and its  in te re s t is now 
worth substantia lly  more than twice what we paid fo r i t .  Mr. W il­
kinson himself is on record as saying "Wankel is c learly  the 
major growth point fo r the next f iv e  years."

(WESTERN PLATINUM AND WANKEL ARE NOW EXPECTED BY ALL 
TO BE EXTREMELY PROFITABLE.)

NYASCHERE

I acquired my in teres t in 1957. Lonrho's in te res t arose 
from an opportunity which I passed to a local Lonrho subsidiary 
to acquire a 50 per cent, in teres t fo r less than £20,000, and 
that in te re s t, according to Mr. Percy, is now worth £1.5 m illio n . 
The mine has been financed by local loans on fu l l  commercial 
terms to ta llin g  £3 m illion  without any ca ll on Lonrho's United 
Kingdom cash f a c i l i t ie s .  I personally have had nothing to do 
with the mine, its  management or finance since U .D .I. in 1966,
I t  is s ig n ific an t that there was no previous c ritic ism  of th is  
lending, e ith e r by the Auditors or by any of the D irectors, 
although the lending amounted to £2.5 m illion  at the 30th Sept­
ember, 1971.
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. HEDSOR WHARF

In my opinion th is  c ritic ism  was wholly unwarranted. At 
no time did I occupy Hedsor Wharf at any cost to the shareholders. 
I have been debited with the in teres t on the capital cost o f the 
property to the Company and I have personally borne the costs 
of the maintenance and s ta f f ,  in addition to spending between 
£200,000 and £300,000 of my own money on improvements to the pro­
perty and its  furnishings. I use Hedsor Wharf exclusively on 
Company business when I am in England and then only at weekends. 
The property w ill  be conveyed before the end of June th is  year.

In any event i t  has always been my policy over the years 
to leave substantial c red it balances with Lonrho and during 
1971/72 I offered to lend the Company £lm to assist during its  
liq u id ity  problem. In the event £ 0 .5m of th is  loan was taken 
up by the Company in February, 1972.

MR. DUNCAN SANDYS' CONSULTANCY AGREEMENT

I have also been c r itic is e d  in connection with the Consul­
tancy Agreement made with Mr. Sandys and its  term ination. As 
I said in evidence, Mr. B a ll, Mr. Ogilvy and I considered that 
Mr. Sandys' personal status and extensive experience of in te r ­
national a f fa ir s , p a rtic u la rly  in A fric a , and his acquaintance 
with leading figures in many foreign countries, fu l ly  ju s t if ie d  
the proposed remuneration, and subsequent compensation, in order 
that he might become Chairman. The whole question was in v e s ti­
gated by a Committee of the Board including members of each oppos­
ing group which reported on 22nd March, 1973. In th e ir  unani­
mous report, the Committee, which included members of both oppos­
ing groups, w h ils t c r it ic is in g  the fac t that the whole Board had 
not been consulted at the tim e, stated c learly  that "those involved 
had acted in what they thought to be the best interests of the 
Company". S ir  Basil Smallpeice himself moved the adoption of 
the report.

GENERAL

The Eight say that I am overbearing and in to le ran t. I t  is  
true that I feel strongly on some points and express myself 
strongly. Working in tensively fo r  the Company over long hours 
I  may sometimes be t ire d , short tempered and even rude to my 
colleagues. I am sorry. But, as the A ffid av its  from so many 
quarters show, I enjoy the lo ya lty  of the Managers and others 
throughout the Group. An occasional breach of good manners 
among colleagues, although reg rettab le , should, I suggest, be 
weighed against the appreciable services I am rendering the 
Group.
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SUPPORT FOR ME

Apart from the E ight, and those of them who have been the 
shortest time with the Company gave the longest A ffid a v its , only 
one other person gave evidence on th e ir  behalf. He was a lawyer 
formerly in Zambia and now in London, whose services with the 
Company had been recently terminated. His evidence was expressly 
contracted, on the instructions of the Zambian Government, by 
His Excellency the High Commissioner fo r Zambia in London. Those 
who gave evidence fo r me, in addition to the High Commissioner, 
included the Chairman of Lonrho Zambia, the Managing D irector of 
Lonrho East A fric a , the Chairman and Managing D irector of Lonrho 
South A frica , the men in charge of our mining and sugar operations, 
our Merchant Bankers, a number.of London Directors and numerous 
others. A ll th is support was spontaneous. Letters of support 
were given by the Government of Zaire and the Company's Stock­
brokers. I am most grateful to a ll those who gave evidence or 
indicated support, at risk  to th e ir  future with the Company.
The Eight said that th e ir  supporters would not be id e n tifie d  so 
as not to be compromised. Shareholders should know who these 
s ile n t supporters are.

F in a lly  i t  is noteworthy that despite recent c r itic is m , a ll  
acquisitions were in fac t approved by the Board. No D irector 
has ever proposed a vote of censure a t the time or, indeed, during 
the 12 years I have been a D irector. When the resolution to 
remove me was f i r s t  put forward the Eight wished to have i t  passed 
without discussion. Only the insistence of the Chairman prevented 
th is .

SUMMARY OF ALLEGATIONS

The position about a ll the allegations can be summarised 
thus. A ll the facts had been fu l ly  disclosed to the Board 
before the Eight acted. A Finance D irector approved by the whole 
Board was about to take up his duties, reporting d irec t to the 
Board. The Eight were a m ajority .

This was a framework in which they could have kept contro l. 
One would have expected them to make fu rther e ffo rts  before acting  
suddenly and without notice. S ir Basil Smallpeice could have 
used the time to v is i t  at least some of the more important opera­
tions and get to know the feel of the Group, A ll the d i f f ic u l ­
ties  might have been avoided, to the great benefit of the Group, 
operating as i t  does in a sensitive area.
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PROXIES

I enclose a blue form of proxy fo r use a t the Extraordinary 
General Meeting. I f  you are kind enough to support me, please 
in sert your name and address sign the form and return i t  as soon 
as possible. The fa c t that you have done so w ill not prevent 
you from attending and voting in person i f  you can. I f  you use 
the white form of proxy sent by the Company fo r the Extraordinary 
General Meeting, please complete i t  as indicated in the blue form
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EXHIBIT VI

THE SUNDAY TIMES, 20th MAY, 1973

WHY ROWLAND IS A LIABILITY
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E X H IB IT  V I I

Cheapside House.
138, Cheapside,
London EC2V 6BL

22nd May, 1973.

Dear Shareholder,

LONRHO LIMITED

I am w riting  to you to deal with two matters which I under­
stand may s t i l l  be worrying Shareholders. I prefer to w rite  to 
you rather than make Press announcements. I know you are in te r ­
ested in the future of the Company and I want to be sure that a ll 
relevant facts are before you.

LIQUIDITY

I understand that S ir Basil Smallpeice s t i l l  emphasizes a 
feared liq u id ity  c ris is  as a reason fo r replacing me. On 15th 
February, cash projections were presented to , and accepted by, 
the Finance Committee, at which S ir Basil was present. There 
were, at th is  tim e, no suggestions made by any Committee member 
that there was an impending liq u id ity  c r is is . The Group United 
Kingdom overdraft was, at that tim e, forecast fo r 31st March, 1973 
at £6.98 m illio n . The actual overdraft at 31st March, 1973 was 
£5.87 m illion  - a favourable variance of over £1 m illio n . I f  
Shareholders support me, the Board w ill carry out every possible 
economy in the United Kingdom consistent with the growth and 
p r o f ita b il i ty  of the Company.

S ir  Basil does not deal with A fric a , understandably since 
he has not v is ited  A frica at a ll fo r the Company and Mr. Gerald 
Percy has been only once to independent A frica since the beginning 
of la s t year, namely to Malawi. P o lit ic a l d if f ic u lt ie s  may
reduce remittances from A frica . S ir  Basil does not explain how
he w ill safeguard such remittances. I t  was accepted in Court, and 
I understand by S ir B as il, that ny removal w ill  resu lt in loss 
which may provoke a liq u id ity  c r is is . This can best be avoided 
by supporting me, thus safeguarding present remittances, w h ils t 
United Kingdom p ro fits  are b u ilt  up. %  statement to Shareholders 
gave precise plans. S ir  Basil has not done so. I t  must be 
remembered that the fu l l  Peat Report made i t  c lear that the favour­
able cash flow was not expected u n til 1973/74.
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PROFITS

The Sunday Times published a table suggesting that Lonrho's 
growth in earnings per share lagged behind other leading compe­
tito rs .^  The period selected by the Sunday Times gives a highly 
misleading impression since i t  embraces the period when Lonrho 
was spending money on the purchase and in i t ia l  development of 
Western Platinumrand the purchase of the Wankel engine rig h ts . 
These tv/o acquisitions, which were c r itic is e d  at the tim e, are 
now becoming increasingly p ro fitab le  and th e ir  earnings are, of 
course, rem ittable to the United Kingdom.

_ If.one  is considering the effects of my stewardship, i t  is 
only f a i r  to review the whole period since 1962 when I f i r s t   ̂
joined Lonrho. The following graph shows the comparative per­
formances of the same companies over that period.

500

COMPARISON OF SOME OVERSEAS TRADING GROUPJ 
(Source: Extel Analysts Service 1973)
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PROXIES

I enclose a form of proxy fo r your convenience. I f  you
have not already voted and are kind enough to support me, please
complete the form by inserting an "X" against each resolution  

nG space marked FOR" and then signing and returning i t .

I f  you have voted against me and wish to change your mind,
you_can do so by using the enclosed form. I f  dated a fte r  any
e a r lie r  proxy, i t  w i l l  supersede i t .  The fa c t that you have 
completed a proxy w ill not prevent you from attending and voting 
in person i f  you can. I f  your shares are held by nominees, 
please ensure that they vote.

Yours sincerely ,

(Signed) Tiny Rowland.

R. W. ROWLAND



308

EXHIBIT V I I I

REPORT OF THE LONRHO SHAREHOLDERS'

ACTION GROUP

c/ 0  4 , B lith fie ld  S tre e t, 
Kensington,

London W8 6RH

22nd May, 1973.

Dear Shareholder,

EXTRAORDINARY GENERAL MEETING 

31st MAY, 1973

You must be as disturbed as we are to find  that our Company 
is to be subjected to ye t another investigation , so soon a fte r  
the exhaustive Peat Marwick Report. The Directors have become 
s p li t  into two factions. As a consequence the value of our 
shares has fa lle n  by nearly 40 per cent during the past few weeks, 
and our Company has received adverse p u b lic ity .

The Lonrho Shareholders' Action Group was formed as an impar­
t ia l  fac t-fin d in g  body and to ensure that Mr. Rowland's future would 
be decided by shareholders in General Meeting.

During these past weeks, a small sub-committee of fiv e  members, 
who between them own about 150,000 shares, have heard the a ff id a v its ,  
have conversed with the leading personalities in the dispute, and 
with Directors in each camp. They have talked with executives 
from overseas, with professional advisers to the Company, with s ta ff  
at a ll  lev e ls , and throughout the Court hearing several of the Group 
were in attendance each and a ll day, and need we say, a ll a t th e ir  
own expense.

By appointment we saw S ir Basil Smallpiece at his f l a t  before 
the Court hearing, and entreated him to adopt a policy the e ffe c t  
of which would have been to avoid the Court proceedings and the 
resu lting p u b lic ity , w h ils t allowing the decision about Mr. Rowland 
to be made by the shareholders. He considered th is  fo r two days 
and then refused.

Within three hours of Mr. Justice Plowman giving his decision 
in favour of S ir Basil Smallpiece and his colleagues, the sub-com­
m ittee learned that instead of the Resolution to dismiss Mr. Row­
land being put into e ffe c t , the matter was to be le f t  to the share­
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holders, as we had pleaded before the hearing commenced, Most 
reg rettab ly , by that tim e, the Company had been subjected to a 
glare of adverse p u b lic ity , its  plans had been frustrated  and its  
very future threatened.

We were greatly impressed by the intense personal lo ya lty  
to Mr, Rowland of the overseas executives we met, and of the s ta f f ,  
both at home and from abroad, and his success in building the 
Company from small beginnings to a vast and prospering concern 
is  incontestable.

I t  is very evident that the Board urgently needs to be 
strengthened by the appointment of new independent Directors  
with experience of top-grade commercial and financia l management.
We are glad to know that the continued support of Keyser Ullman 
Limited is assured, and th is w ill  be especially needed while the 
Company is recovering from the i l l  e ffects  of recent p u b lic ity , 
and pending the anticipated flow of funds from Western Platinum 
Limited.

Every member of the Action Group is confident th a t, when 
these changes which we have been assured w ill be accepted with 
goodwill by Mr. Rowland, have been fu lly  and properly applied 
and a llie d  to his f l a i r  and genius, Lonrho w ill return to its  
former happier days of progress with p r o f i t ,  bringing in turn 
A HIGHER SHARE PRICE.

CONSEQUENTLY, ALL OUR PROXIES WILL BE IN FAVOUR OF 
MR. ROWLAND.

THIS IS ONE OF THOSE RARE OCCASIONS WHEN ALL LONRHO
SHAREHOLDERS HAVE THE OPPORTUNITY TO SHOW THAT IT IS THEIR
COMPANY, AND THAT THEY ARE DEMANDING AND EXERCISING THEIR 
RIGHT TO CONTROL IT .

We hope that the vast number of friends which both Lonrho and
Mr. Rowland have here and abroad w ill be heartened and sustained
by SHAREHOLDERS GIVING HIM A RESOUNDING VOTE OF CONFIDENCE.

THIS IS YOUR CHANCE TO EXERT SHAREHOLDERS' RIGHTS 
EFFECTIVELY, AND TO YOUR OWN ADVANTAGE.

PLEASE MAKE SURE THAT YOU COMPLETE YOUR PROXY AND
POST IT TODAY.

Our sincere thanks are due to a ll those hundreds of share­
holders who have communicated to us th e ir  support in our aims. 
Please accept th is as our personal rep ly , as we cannot answer a l l  
le tte rs  in d iv id u a lly .

Sincerely,
ERIC TAYTON (Chairman)
E. M. S. ADAMS (Mrs.)
I .  G. ADAMS
D. L. PULTON (Deputy Chairman)
F. SCANNELL
B. STEIN
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E X H IB IT  IX

This rep o rt of the Extraordinary General Meeting 
was w ritten  by a m inority shareholder and member of the 
MBA class of 1973 and expresses his personal view.

THE LONRHO EXTRAORDINARY GENERAL 

MEETING OF 31 MAY 1973

R. D. TANFIELD

I fee l that the newspaper reports of the meeting made inade­
quate reference to the atmosphere in which the meeting was con­
ducted. I went along purely as a spectator with a s lig h t pre­
judice against the establishment and consequently in favour of 
Rowland. Probably the m ajority of the audience were in the same 
position , there was a number with more ex h ib itio n is t in tentions. 
There was also a m inority of businessmen, probably from the C ity , 
who obviously f e l t  that the least they could do was to turn up 
and vote qu ie tly  against Rowland whenever they had the opportunity.

The stage of the huge hall was occupied by about th ir ty  
people. Duncan Sandys sat in the middle of the fro n t row separa­
ting the two sides of the Board from each other. The second row„ 
was occupied by legal advisors. Several overseas managers sat 
alone at the back of the stage. Photographers f l i t t e d  around 
the stage and fro n t of the auditorium, f ir in g  flash bulbs into  
everybody's face.

The meeting opened with a f if te e n  minute incidental speech 
by Sandys who subsequently explained that he was k il l in g  time in  
antic ipation of the proxy resu lts . His announcement of these 
results was w ild ly  cheered by the audience and I was le f t  wonder­
ing whether anything was le f t  to be done. Sandys then announced 
his agenda. F irs t ly  accepting a proposition of the resolution  
approving Rowland; secondly, giving Rowland and Smallpiece a 
chance to say a word; th ird ly , throwing i t  open to the flo o r and 
f in a l ly  a fte r  another comment from Rowland and Smallpiece, taking 
votes on the nine resolutions. Then he would close the EGM and 
open the AGM. He emphasised anybody speaking should do so fo r  
as short a time as possible and he was going to put an a rb itra ry  
l im it  of two minutes on each speaker.

The basic resolution was proposed by the leader of the share­
holder's action group. A fter about ten minutes of interminable 
nonsense he was eventually forced to s i t  down by tremendous noise 
and catcalls  from the audience. During his speech he twice called  
on his supporters to outclap the slow hand-clappers: but even
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they got fed up eventually. The scene inevitab ly  called to 
mind audience-participation at a pantomime. Sandys had then 
rapidly established his in a b ili ty  to control the meeting,

Rowland, as v is ito r , was q u ie tly  reasonable. He confined 
himself to repeating his more acceptable comments about "the 
eight" and he introduced four overseas managers who had committed 
themselves to his support. They were warmly applauded.

Smallpiece, as the vanquished party , was even more re tic e n t. 
He referred merely to his le t te r  to shareholders and his public  
statements. I t  re ite ra ted  how sorry he was that the matter 
could not have been settled  qu ie tly  and, with d ig n ity , he assured 
the audience of his best intentions throughout.

The contributions from the flo o r were almost completely 
irre le v a n t. Each time one speaker fin ished, usually to loud 
jeers or laughter, an absurd scene was played in which Sandys 
tr ie d  to select another from the 10 people standing in fro n t of 
the 10 microphones, a ll shouting w ild ly . A man from Grimsby 
was exceedingly drunk and amusing. An old man in s h ir t  sleeves 
wanted reassurance that he did not own shares in a criminal 
organisation. A cultured Londoner thought the whole debate 
could be traced to the bad, revolutionary blood of the Percy's 
v/ho had caused so much trouble in the fifte e n th  and sixteenth  
centuries. Another smart gentleman managed to get out h a lf  
of an anti-Rhodesian speech before Sandys remembered that he 
could turn o ff  the microphone. Two serious questions were 
asked. One was Du Cann's opinion which he restated fo rc e fu lly  
and rap id ly . The second was why had Sandys settlement not been 
put to the Board; Butcher refused to give any explanation.
This question gave Sandys the opportunity to make a long i r r e ­
levant oration on the embarrassment he had suffered, the f i r s t  
blemish to a reputation untarnished through long years of public  
o ff ic e , etc . e tc .

Eventually Sandys accepted a motion which had been put a t 
the beginning of the meeting and which had been greeted enthusi­
a s tic a lly  by the soberer members of the audience. This was to 
terminate the meeting as soon as possible, since no good was 
l ik e ly  to come of the "debate". Sandys put the resolution to 
the audience and deemed each carried by an overwhelming m ajority  
on a show of hands. A ll that is except the one dismissing 
S ir Edward Spears. Since S ir Edward was a personal friend  of 
Sandys the la t te r  to ta lly  misjudged the voting and committed 
himself to asking fo r a paper vote. Then followed a ten minute 
legal discussion between the lawyers and S ir Edward Spears to 
find  a formula fo r a revote to avoid a needless and expensive 
procedure. Sandys was unable to understand the simple formula 
and the lawyer had to explain i t  to the meeting.
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The dismissed directors le f t .  Rowland managed to get 
photographs of himself with his arm around l i t t l e  S ir  B as il, whose 
friends were trying to pluck him away. Sandys opened the AGM 
and as soon as he th re w .it open to the flo o r the chaos restarted .
I le f t  before the end, having been there some two and a h a lf hours,

My feelings at the end was one of amazement that such a 
nasco was implied by a public meeting. Certain ly much was due 
to Duncan Sandys. A professional man in the audience proposed 
that Du Gann should take the chair fo r the AGM since he himself 
had never before been in such a badly run meeting as the EGM.
Du Gann refused unfortunately.

I was also ignorant of the obvious point that resolutions 
would be voted by a show of hands, and only when in doubt would 
I t  go to a paper vote. Consequently, my 75 shares carried the 
same weight as those of the In s titu tio n s ! And since I got two 
lo ts of voting papers, through not understanding the administra­
tion in the foyer, they could have counted double.

The whole a f fa ir  was in extremely bad tas te . I was le f t  
with an impression that the fab ric  of company and public proce- 
dures had s p li t  and that everybody had come along to watch the 
mess. This was p a r t ia lly  confirmed when the audience was c learly  
shamed by a man from Ghana, speaking without microphone, v/ho 
pointed out that no attempt at compromise had been made and that 
th is company, a real one, was being savagely mutilated by the 
effo rts  of the meeting. And, by gentle im plication, the meeting 
was in London but the company was in A frica .
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EXHIBIT X

SUNDAY! TIMES 24/11/74 

T I N  Y R 0 W L A N  D

THE RISE OF THE NEW SUGAR SHEIKH

You love Tiny Rowland or you hate him. E ither 
he represents swashbuckling, red-blooded capitalism  
which bends a few rules on the way to creating aston­
ishing wealth fo r entrepreneurs and th e ir  backers, or 
he is the unaccaceptable face of a system in decline. 
Edward Heath and lots of others saw him as the la t te r .
To most shareholders in Lonrho, Rowland is c lea rly  the 
former, much to be preferred to his stra ight-laced  
riv a ls  who dismally fa ile d  to unseat him in the monu­
mental boardroom struggle of 18 months ago. But lik e  
i t  or not, in these troubled times, Lonrho looks the 
company that has ju s t about everything - gold, sugar, 
a vast spread of in ternational in teres ts , and now Arab 
money.

Last week Tiny Rowland pulled o ff  what may prove 
to be the most important coup of his whole career. 
Culminating two years of tenacious negotiation, he has 
persuaded the Kuwaiti royal royal fam ily to buy 8m shares 
in Lonrho fo r £6.1m, bringing th e ir  to ta l stake in the 
U.K. and African trading conglomerate to 11m shares equal 
to nearly 14%.

Next to Tiny him self. Sheikh Nasser Sabah al Ahmed 
al Sabah and his brother Hamed now control the largest 
single shareholding in Lonrho. Their decision to sub­
scribe fo r 8m new shares a t a price of 76.25p a share -  
a new high fo r the year and over 50% more than Lonrho’s
share price at its  lowest point -  is an extraordinary
vote of confidence in the group.

And i t  is one in the eye fo r Rowland's detractors,
who are s t i l l  grimly waiting fo r the 18-month-old Depart­
ment of Trade and Industry (DTI) inquiry into Lonrho to 
fin is h .

Unless the DTI inspectors Allan Heyman, QC and S ir  
William Slimmings report soon, th e ir  findings are in 
danger of being nothing more than an h is to rica l post­
scrip t to one of the biggest boardr-om rows the C ity  
has ever seen fought out in public.
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The relevance of the Kuwait.deal Is easy to assess. 
Sheiks Nasser and Named, both nephews of the ru le r of 
Kuwait, run Gulf International (not to be confused with, 
the U.S. o il g ia n t), which has been Lonrho’s partner in^^ 
plans to make the Sudan a major sugar producer. Dr. K halif 
Osman, managing d irector of Gulf In tern atio n a l, has been 
co-operating with Lonrho on a jo in t  fe a s ib il ity  study to 
create a 300,000 tons a year sugar industry in the African  
s ta te . The cost w ill  be enormous. Building factories  
to re fine  the sugar cane w ill cost an estimated £130m 
alone, not counting development of growing areas and pro­
viding a new in fra -s tru c tu re  fo r the Sudan.

Arab capital is a sine qua non to finance th is  kind 
of sugar development, as most of the Western capital 
outlets have dried up to a tr ic k le  in the aftermath 
of o il price rises. And who is more lik e ly  to manage 
the new projects than Lonrho?

Sugar is also behind recent rises in Lonrho’s pro­
f i t s ,  because the group is one of A fr ic a ’s biggest pro­
ducers of th is  suddenly to scarce a commodity. Next 
month - on December 12 -  Lonrho is expected to publish 
its  prelim inary p ro fits  fo r the year to June 30 and the 
stock market is hoping for a pre-tax to ta l of around 
245m, more than 50% up on la s t year. Last year Lonrho 
probably produced around 300,000 tons of sugar from the 
h a lf dozen m ills  i t  owns or manages in Swaziland, Malawi, 
and the Ivory Coast. And dramatic increases in sugar 
price on the world market must have provided a substan­
t ia l  boost to earnings.

The world-wide boom in nearly a ll  commodity prices, 
especially food-stu ffs , has proved a bonanza fo r Lonrho, 
which a-so grows tea , w attle  (twigs fo r b u ild in g ), ground 
nuts, and grapes, as well as mining gold and platinum 
and raising over 100,000 head of c a ttle  a year. Gold 
in p articu la r has risen in value th is  year and Lonrho’s 

•Ashanti gold mine must have done well again, although 
part-nation alisation  in Ghana make i t  doubtful how much 
p ro f it  w ill be made.

The coming figures could also include some disas­
trous results fo r Lonrho’s Winkel engine. Rowland's 
£10m purchase of Wankel was the catalyst of Lonrho's 
l iq u id ity  c r i s i s i n . .  197.1 which led to a Peat Marwick 
Investigation and eventually to the board row.

Some sources are hinting that the next balance, 
sheet may show heavy w rite -o ffs  from the value of the 
Wankel investment.
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None of th is , however, w ill have much impact on 
Lonrho in the face of the Arab d ea l, sugar prices and 
record p ro fits . The shares at 76p are now back to th e ir  
price a t the time of the board-room b a ttle  a fte r  sagging 
to a low th is year of 47p. This is a better perform­
ance than most U.K. shares can boast. Almost the whole 
of the recovery has,been in the la s t four weeks however, 
re fle c tin g  growing hopes that Rowland was at la s t button­
ing up his Arab backing.

At least one big broker was knocking at the doors 
of c ity  in s titu tio n s  la s t week, attempting to co llec t  
Lonrho stock fo r its  c lien ts .

But despite Lonrho's claims that its  liq u id ity  
cris is  is long-gonq, estimated earnings per share are 
20p (o f which more than h a lf are believed to be rem itt­
able to the U. K. ) ,  and there is a six-times cover to 
dividends, the country's big in s titu tio n a l investors 
are s t i l l  not convinced.

One reason is that many have lo st heavily on Lonrho 
shares before and some fund managers are old enough to 
remember when Lonrho's shares were equal to 315p each 
with ju s t as rosy a future promised.

Another is that commodity prices are frigh ten ing ly  
v o la t ile , which means that Lonrho's market rating should 
continue to re fle c t the risk  of sudden fa l ls  in sugar 
and gold prices.

And without doubt the DTI enquiry is another fac to r. 
There is  good reason to expect the inspectors to be 
extremely c r it ic a l of the personal conduct of Duncan 
Sandys, now chairman of Lonrho; Fred Butcher, no longer 
finance d irector but s t i l l  on the board; and Rowland 
himself.

I t  has to be remembered that i t  was Rowland's 
arrangement of tax -free  payments to Sandys through the 
Cayman Islands that prompted Edward Heath's famous com­
ment about the unacceptable face of capitalism .

Which is a l l  the more reason why the DTI report 
should be published as quickly as possible. Rowland's 
successful coup in Kuwait, which could lead to other 
Arab-funded ventures in the Middle East, makes Lonrho's 
shares look one of the few p o ten tia lly  exciting invest­
ments in the London stock market. But before anyone 
piles in i t  is v ita l ly  important to know whether the 
skeletons in the group's cupboard are big enough to 
damage its  fu tu re , or whether they are merely mouse- 
sized.

Berry R itchie


